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STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 
a MONDAY, JANUARY 25, i954 
31 UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
270 | Washington, D. C. 
The committee met, pursuant to call, at 10:12 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, 


: presiding. 

~ Present: Senators Capehart, Bennett, Bush, Beall, Payne, May- 

bank, Robertson, Sparkman, and Frear. 

\lso present: Henry F. Holthusen, general counsel; H. K. Cuth- 

bertson, Jr., Raymonde Alexis Clarke, and Donald L. Rogers, 
sistant counsel. 

The CHarrMan. We will come to order. Maybe we have all the 
Senators we are going to have for a short time. 

The first thing I want to say is that before each Senator is an enve- 
lope containing the information that I am going to list here. Under 
the heading ‘Staff Materials” there is Senate Resolution 25, and Sen- 

Reports 208 and 310. There is a copy of the proceedings of a 
a meeting of Citizens Advisory Committee on September 15, 1953, 
a nd a list of members of the Citizens Advisory Committee. There isa 
legislative history of the Export-Import Bank of Washington and a 
S urvey of congressional hearings concerning the Export-Import 
Bank of Waal bactoas There is an organizational survey of the 
International Bank for Reconstruction and Development. There 
is also an analysis of Reorganization Plan No. 5. There are copies 
of questionnaires sent out by the committee. 

Under the title of “Export-Import Bank Materials’ there is: 
Latest semiannual report; list of net credits, President’s message, and 
Reorganization Plan No. 5. 

Under “International Bank for Reconstruction and Development 
Materials” there is: Eighth annual report, progress report; articles 
of agreement; bylaws; list of net credits. 


Senator Ronerrson. I am going to read the report of the Advisory 
Committee. Did that committee make any recommendations about 
tariffs? 


The CHarrMan. That committee has not made any recommenda- 
tions at all yet because they have not finished their study. Whether 
or not they will make any recommendations about tariffs I cannot 
answer. 
There is also enclosed under “National Advisory Council’ the 
following: third special report and the latest se ‘miannual report. 
On Wednesds ay morning, January 27, at 10:30, as part of this com- 
mittee’s hearings, there will be the showing of a motion-picture film, 
with a descriptive sound track, of projects financed by the Export- 
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Import Bank in various countries of the world. The press is invited 
to view this film. A similar invitation will be extended to all the 
Members of the Senate and their executive assistants. 

I have just beea informed of a change. We will change that 
showing of the picture from 10:30 in the morning to 2:30 in the 
afternoon. It will be an hour and one-half picture, will it not? It 
will show some 10 projects. It is both sound and picture. 

| would like to make a statement at this point aad then place into 
the record certain documents. 

We are meeting here to conduct hearings on the Export-Import 
Bank under Senate Resolution 25, which directs the Committee on 
Banking and Currency to make “a thorough study of the operations 
of the B xport-Import Bank and the International Bank for Recon- 
struction and Development and their relationship to expansion of 
international trade.”” I submit Senate Resolution 25 for the record, 
if there is no objection. 

[ would like unanimous consent at this point to place in the record 
all of these items I will mention in this statement. Is there objection? 
I will name them as we go along. If there is objection, so state; 
otherwise, silence will be taken as unanimous approval to place them 
in the record. 

I would like at this time to also have entered in the record Executive 
Order No. 6581, which created the Export-Import Bank of Washington 
in 1934. 

[ place into the record Public Law 173, 79th Congress, which 
established the Export-Import Bank of Washington as an independent 
agency of the United States and provided in part that neither the 
bank nor any of its functions, powers, or duties should be transferred 
to or consolidated with any other department, age ney, or corporation 
of the Government unless the Congress shall otherwise by law provide. 

In 1951 the lending authority of the Export-Import Bank of Wash- 
ington was increased to $4.5 billion by Public Law 158, 82d Congress, 
and I put into the record a copy of this law. 

I place in the record section 4 of the Bretton Woods Agreements 
Act enacted by the Congress _ 1945, which provides, among other 
things, for the establishment of a National Advisory Council on 
International Monetary and Financial Problems with the responsi- 
bility of coordinating the policies and operations of the representatives 
of the United States on the fund and International Bank for Recon- 
struction and Development, the Export-Import Bank of Washington 
and all other agencies of the Government to the extent that they 
make or participate in the making of foreign loans or engage in foreign 
financial, exchange, or monetary transactions. 

I place into the record Reorganization Plan No. 5 of 1953, sub- 
mitted by the President of the United States and now law, which 
abolished the five-member Board of Directors of the Export-Import 
Bank, transferred certain functions to a newly created single manag- 
ing director and which added language which might be interpreted 
to increase the powers of the National Advisory Council on Inter- 
national Monetary and Financial Problems over the general lending 
policies and direction of the bank. The reorganization plan also 
removed the statutory representation of the Export-Import Bank 
on the National Advisory Council. 

I place into the record section 111 of title I of the Foreign Assistance 
Act of 1948. 





110 


Se] 


cO) 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 3 


[ put into the record a Banking and Currency Committee staff 
morandum which treats with certain legal aspects of Reorganiza- 
Plan No. 5 of 1953. 
\ study of the legislative bistory of the Export-Import Bank, 
Senate Document No. 85, 83d Congress, has been prepared by the 
mittee staff and I place it in the record. 
[ shall also add to the record a Survey of Congressional Committee 
Hearings Concerning the Export-Import Bank of Washington which 
s been prepared by the committee staff. 
If there is no objection, I would like to place in the record all these 
uments at this point, and I particularly encourage Senators to 
ad the Survey of Congressional Hearings Concerning the Export- 
Import Bank of Washington, which has been prepared by the staff. 
The material refe red. to follows:) 


[S. Res. 25, 83d Cong., 1st sess.] 


| RESOLUTION 


mmittee thereof, is authorized and directed to make a thorough study of the 
ations of the Export-Import Bank and the International Bank for Recon- 


: Resolved, That the Committee on Banking and Currency, or any duly authorized 

i 

i 

i . . . 

on and Development and their relationship to expansion of international 
I I 


1 subcommittee thereof, is authorized until January 31, 1954, inclusive, (1) to 
uke io expenditures as it deems advisable within the limits of funds made 
ible by this resolution; (2) to employ upon a temporary basis such technical, 
i cal, and other assistants as it deems advisable; and (3) with the consent of the 
id of the department or agency concerned, to utilize the reimbursable services, 
formation, facilities, and personnel of any of the departments or agencies of the 
ernment 
Sec. 3. Expenses of the committee under this resolution, which shall not exceed 
$67,000, shall be paid from the contingent fund of the Senate upon vouchers ap 
d by the chairman of the committee 


Sec. 2. For the purposes of this resolution, the committee, or any duly author- 


XECUTIVE OrRpDER No. 6581 AUTHORIZING THE FORMATION OF A BANKIN«’ 
CoRPORATION To Be Known As Export-Import BANK OF WASHINGTON 


WHEREAS the Congress of the United States has declared that a national 
ency exists by reason of widespread unemployment and disorganization of 
try; and has declared it to be the policy of Congress to remove obstacles 
e flow of interstate and foreign commerce which tend to diminish the amount 
f, to provide for the general welfare, by promoting the fullest possible 
ization of the present productive capacities of industries, to reduce and relieve 
( ployment, to lmnprove standards of labor, and otherwise to rehabilitate 


{ t 
t LO 


of 


ry; and 
\VHEREAS in order to meet said emergency and to provide the relief necessary 

| rotect the general welfare of the people the Congress has enacted, inter alia, 
he following acts: 

1. National Industrial Recovery Act, approved June 16, 1933; 

2. Reconstruction Finance Corporation Act, approved January 


22, 1932; 
3. Bank Conservation Act, approved March 9, 1933; and 

WHEREAS in order effectively and efficiently to carry out the provisions of 

| acts it is expedient and necessary that a banking corporation be organized 

h power to aid in financing and to facilitate exports and imports and the ex- 
hange of commodities between the United States and other nations or the agencies 
or nationals thereof; 

Now, THEREFORE, under and by virtue of the authority vested in me by the 
National Industrial Recovery Act of June 16, 1933, it is hereby declared that an 
agency, ~o wit: a banking corporation, be created pursuant to title 5, chapter 9, 
ection 261 ol he Code of the District of Columbia, under the name of Export- 
Import B ank of Washington. 
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The governing body of said corporation shall consist of a board of trustees 


composed of five members, and the following persons, who have been invited and 





who have given their consent to serve, shall act as incorporators and shall handle . 
the concerns of the corporation for the first year: ; 
Daniel C. Roper, Secretary of Commerce 1) 
Robert F. Kelley, Chief of the Division of Eastern European Affairs, C 
De partn ent of State 
Chester C. Davis, Administrator, Agricultural Adjustment Administration 
Stanley Reed, General Counsel, Reconstruction Finance Corporation Cy 
Lynn P. Talley, Executive Assistant to the Directors of the Reconstruc- itt 
tion Finances Corporation 

The operations of the corporation shall be carried on in the District of Columbia ‘s & 
and the main office of the corporation shall be at 1825 H Street NW., Washingto1 ahve 
District of Columbia ~ (9 

The amount of capital stock of the corporation shall be $11,000,000, divided into | 
classes and shares as follows: 

$1,000,000 par value of common stock, divided into 10,000 shares of S 
the par value of $100 each; and shal 
h $10.000.000 par value of preferre d stock. divided into 10,000 shares of fs 
the par value of $1,000 each. or 

The Secrets of State and the Secretary of Commerce are hereby authorized 
and directed to cause said corporation to be formed, with such certificate of incor- 
poration, and bylaws, as they shall deem requisite and necessary to define the 
methods by which the corporation shall conduct its business. al 

The persons above named are authorized and directed to subscribe for all of the nad 
common capital stock for the use and benefit of the United States, of which amount 
five shares may be held in the respective names of the initial trustees and their suc- 1D 
cessors if required by the law under which said banking corporation is incorporated. 

There is hereby set aside for the purpose of subscribing for the common capital ext 
stock of said corporation the sum of $1,000,000 out of the appropriation of $3,300, - ap 
000,000 authorized by section 220 of the National Industrial Recovery Act and dir 
made by the Fourth Deficiency Act, fiscal year 1933, approved June 16, 1933 ofl 
Public, No. 77, 73d Cong.). ' 

It is hereby further directed that any common stock in said corporation standing of 
in the name of the United States shall be voted by such person or persons as they 
the Secretary of State and the Secretary of Commerce—shall appoint as their joint ; 
agent or agents for that purpose (Any vacancies occurring in the initial board of 
trustees shall be filled by the board of trustees, subject to the approval of the + 
President of the United States 


FRANKLIN D. ROOSEVELT. 
Tue Waits Hovuss, 


February 2, 1934. 


—————— 
ec 


Pusiic Law 173—791rH Concress] I 

[CHAPTER 341—I1str Sxssron] | O! 

| ( 

{H. R. 3771] | n 

AN ACT To provide for increasing the lending authority of the Export-Import Bank of Washington, and n 
lor other purposes I 

Re it enacted by the Senate and House of Representatives of the '/nited States of oO 


America in Congress assembled, That this Act may be cited as the ‘Export-Import e 
Bank Act of 1945” 

Src. 2. (a) The Export-Import Bank of Washington, District of Columbia, a 
banking corporation organized under the laws of the District of Columbia as an 


a 
agency of the United States, is continued as an agency of the United States, and 7 
in addition to existing charter powers, and without limitation as to the total ‘ 


amount of obligations thereto of any 


borrower, endorser, acceptor, obligor, or 
guarantor at any 


time outstanding, it is hereby authorized and empowered to make 
loans, to discount, rediscount or guarantee notes, drafts, bills of exchange, and ; 


other evidences of debt, or participate in the same for the purpose of aiding in ( 
the financing and facilitating of exports and imports and the exchange of com- 


modities between the United States or any of its Territories or insular possessions 
and any foreign country or the agencies or nationals thereof. The Bank is hereby 
authorized to use all its assets, including capital and net earnings therefrom, and 
to use all moneys which have been or may hereafter be allocated to or borrowed 


+} 


by it, in the exercise of its functions as such agency. 
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It is the policy of the Congress that the Bank in the exercise of its functions 
ipplement and encourage and not compete with private capital, and that 

o far as possible consistently with carrying out the purposes of subsec- 
shall generally be for specific purposes, and, in the judgment of the Board 
yrs, offer reasonable assyrance of repayment. 

3. (a) (1) The managemént of the Export-Import Bank of Washington 
vested in a Board of Directors consisting of the Administrator of the 
Economic Administration, who shall serve as Chairman, the Secretary of 

and three persons appointed by the President of the United States by and 


the advice and consent of the Senate rhe Secretary of State, to such extent 
leems it advisable, may designate to act for him in the discharge of his duties 
. iber of the Board of Directors any officer of the Department of State who 


uve been appointed by and with the advice and consent of the Senate. 

If the Foreign Economic Administration ceases to exist in the Office for 

ency Management in the Executive Office of the President, the President 

United States shall appoint by and with the advice and consent of the 

another member of the Board of Directors. The member so appointed 
serve for the remainder of the existing terms of the other three appointed 
bers, but suecessors shall be appointed for terms of five years. After the 
Foreign Economic Administrator ceases to be a member of the Board of Directors 

President of the United States shall, from time to time, designate one of the 
bers of the Board to serve as Chairman, 
3) Of the five members of the Board, not more than three shall be members of 
political party. Each of the appointed directors shall devote his time 
therwise required by the business of the United States principally to the 
ess of the Bank. Before entering upon his duties each of the directors so 
nted and each officer of the Bank shall take an oath faithfully to discharge 
duties of his office. The terms of the appointed directors shall be five years, 
ept that the terms of the directors first appointed shall run from the date of 
yppointment until June 30, 1950. Whenever a vacancy occurs among the 
lirectors so appointed, the person appointed to fill such vacancy shall hold 
for the unexpired portion of the term of the director whose place he is 
ted to fill. Each of the appointed directors shall receive a salary at the rate 
$12,000 per annum, unless he is an officer of the Bank, in which event he may 
to receive the salary of such officer. No director, officer, attorney, agent, or 
rvee of the Bank shall in any manner, directly or indirectly, participate in 
leliberation upon or the determination of any question affecting his personal 
‘sts, or the interests of any corporation, partnership, or association in which 
e is directly or indirectly personally interested. 
\ majority of the Board of Directors shall constitute a quorum. 
The Board of Directors shall adopt such bylaws as are necessary for the 
proper management and functioning of the Export-Import Bank of Washington, 
ay amend the same. 
There shall be an Advisory Board consisting of the Chairman of the 
Export-Import Bank of Washington, who shall serve as Chairman, the Secretary 
State, the Secretary of the Treasury, the Secretary of Commerce, and the 
Chairman of the Board of Governors of the Federal Reserve System, which shall 
t at the call of the Chairman. The Advisory Board may make such recom- 
mendations to the Board of Directors as it deems advisable, and the Board of 
Directors shall consult the Advisory Board on major questions of policy. 

e) Until October 31, 1945, or until at least two of the members of the Board 

Directors to be appointed have qualified as such directors, whichever is the 
earlier, the affairs of the Bank shall continue to be managed by the existing 
Board of Trustees. 

f) The Export-Import Bank of Washington shall constitute an independent 
agency of the United States and neither the Bank nor any of its functions, powers, 

duties shall be transferred to or consolidated with any other department, agency, 

corporation of the Government unless the Congress shall otherwise by law 
proy ide. 

Sec. 4. The Export-Import Bank of Washington shall have a capital stock of 
>1,000,000,000 subscribed by the United States. Payment for $1,000,000 of such 
capital stock shall be made by the surrender to the Bank for cancellation of the 

ymmon stock heretofore issued by the Bank and purchased by the United States. 
Payment for $174,000,000 of such capital stock shall be made by the surrender to 
the Bank for cancellation of the preferred stock heretofore issued by the Bank and 
purchased by the Reconstruction Finance Corporation. Payment for the 
3825,000,000 balance of such capital stock shall be subject to call at any time in 
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whole or in part by the Board of Directors of the Bank. For the purpose of 
making payments of such balance, the Secretary of the Treasury is authorized to 
use as a public-debt transaction the proceeds of any securities hereafter issued 
under the Second Liberty Bond Act, as amended, and the purposes for which 
securities may be issued under that Act are extended to include such purpose, 
Payment under this section of the subscription of the United States to the Bank 
and repayments thereof shall be treated as public-debt transactions of the United 
States. Certificates evidencing stock ownership of the United States shall be 
issued by the Bank to the President of the United States, or to such other person 
or persons as he may designate from time to time, to the extent of the common and 
preferred stock surrendered and other payments made for the capital stock of the 
Bank under this section. 

Sec. 5. (a) The Secretary of the Treasury shall pay to the Reconstruction 
Finance Corporation the par value of the preferred stock upon its surrender to 
the Bank for cancellation. For the purpose of making such payments to the 
Reconstruction Finance Corporation the Secretary of the Treasury is authorized 
to use as a publie-debt transaction the proceeds of any securities hereafter issued 
under the Second Liberty Bond Act, as amended, and the purposes for which 
securities may be issued under that Act are extended to include such purpose, 
Payment under this subsection to the Reconstruction Finance Corporation shall 
be treated as public-debt transactions of the United States, 

(b) Any dividends on the preferred stock accumulated and unpaid to the date 
of its surrender for cancellation shall be paid to the Reconstruction Finance 
Corporation by the Bank. 

Sec. 6. The Export-Import Bank of Washington is authorized to issue from 
time to time for purchase by the Secretary of the Treasury its notes, debentures, 
bonds, or other obligations; but the aggregate amount of such obligations outstand- 
ing at any one time shall not exceed two and one-half times the authorized capital 
stock of the Bank. Such obligations shall be redeemable at the option of the 
Bank before maturity in such manner as may be stipulated in such obligations 
and shall have such maturity and bear such rate of interest as mav be determined 
by the Board of Directors of the Bank with the approval of the Secretary of the 
Treasur) The Secretary of the Treasury is hereby authorized and directed to 
purchase any obligations of the Bank issued hereunder and for such purpose the 
Secretary of the Treasury is authorized to use as a public-debt transaction the 
proceeds of any securities hereafter issued under the Second Liberty Bond Act, 
as amended, and the purposes for which securities may be issued under that Act 
are extended to include such purpose. Payment under this section of the purchase 
price of such obligations of the Bank and repayments thereof by the Bank shall be 
treated as public-debt transactions of the United States 

Sec. 7. The Export-Import Bank of Washington shall not have outstanding at 
anv one time loans and guaranties in an aggregate amount in excess of three and 
one-half times the authorized capital stock of the Bank 

Sec, 8. The provisions of the existing charter of the Bank relating to the term 
of its existence, to the management of its affairs, and to its capital stock are 
superseded by the provisions of this Act and the Bank shall be exempt from com- 
pliance with any provisions of law relating to the amendment of certificates of 
incorporation or to the retirement or increase of stock of District of Columbia 
corporations and from the payment of any fee or tax to the Recorder of Deeds of 
the District of Columbia determined upon the value or amount of capital stock of 
the Bank or any increase thereof. 

Sec. 9. The Export-Import Bank of Washington shall transmit to the Congress 
semiannually a complete and detailed report of its operations. The report shall 
be as of the close of business on June 30 and December 31 of each vear. 

Sec. 10. Section 9 of the Act of January 31, 1935 (49 Stat. 4, ch. 2), as amended, 
is repealed. 

Sec. 11. Notwithstanding the provisions of the \ct of April 13, 1934 (48 Stat., 
ch. 112, p. 574), any person, including any individual, partnership, corporation, 
or association, may act for or participate with the Export-Import Bank of Wash- 
ington in any operation or transaction, or may acquire any obligation issued in 
connection with any operation or transaction, engaged in by the Bank. 

Approved July 31, 1945. 
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’ [Pusiic Law 158—82p Conaregss] 
[CHaptEeR 445—I1stT Session 
[S. 2006] 


» increase the lending authority of Export-Import Bank of Washington and to extend the 
period within which the bank may make loans. 


enacted by the Senate and House of Representatives of the United States of 
a Congress ax embled, That the ] xport-Import Bank Aect of 1945, as 
ied (59 Stat. 526, 666: 61 Stat. 130). is hereby amended in the following 


Bv deleting from section 6 the words “two and one-half”’ and substituting 
or thereof the words “three and one-half’: and 
By deleting from section 7 the words ‘‘three and one-half” and substituting 
o thereof the words “‘four and one-half’’: and 
/ By deleting from section 8 the date “June 30, 1953”’ and substituting in 
reof the date “June 30, 1958” 
rroved October 3, 1951. 


[Pusuic Law 171—797TH ConGREss] 
sng (CHAPTER 339—I1stT SEssION] 


(HT. R. 3314] 


provide for the participation of the United States in the International Monetary Fund and 
the International Bank for Reconstruction and Development 


Be it enacted by the Senate and House of Representatives of the United States of 


tin Congress assembled, 


SHORT TITLE 


Section 1. This Act may be cited as the “Bretton Woods Agreements Act.”’ 
* * + * * + + 


e NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND FINANCIAL 
c ' PROBLEMS 


Sec. 4. (a) In order to coordinate the policies and operations of the representa- 


e es of the United States on the Fund and the Bank and of all agencies of the 
e Government which make or participate in making foreign loans or which engage 
foreign financial, exchange or monetary transactions, there is hereby established 
National Advisory Council on International Monetary and Financial Problems 
d reinafter referred to as the ‘‘Council’’), consisting of the Secretary of the 
lreasury, as Chairman, the Secretary of State, the Secretary of Commerce, the 
Chairman of the Board of Governors of the Federal Reserve System, and the 
e Chairman of the Board of Trustees of the Export-Import Bank of Washington 
} 1) The Council, after consultation with the representatives of the United 
f States on the Fund and the Bank, shall recommend to the President general policy 
lirectives for the guidance of the representatives of the United States on the 
lund and the Bank. 
2) The Council shall advise and consult with the President and the repre- 
tives of the United States on the Fund and the Bank on major problems 
é ng in the administration of the Fund and the Bank. 
}) The Council shall coordinate, by consultation or otherwise, so far as is 
cticable, the policies and operations of the representatives of the United States 
on the Fund and the Bank, the Export-Import Bank of Washington and all other 
agencies of the Government to the extent that they make or participate in the 
naking of foreign loans or engage in foreign financial, exchange or monetary 
transactions 
1) Whenever, under the Articles of Agreement of the Fund or the Articles of 
reement of the Bank, the approval, consent or agreement of the United States 
required before an act may be done by the respective institutions, the decision 
o whether such approval, consent, or agreement, shall be given or refused 
ill (to the extent such decision is not prohibited by section 5 of this Act) be 
ade by the Council, under the general dire#tion of the President. No governor, 
executive director, or alternate representing the United States shall vote-in 
favor of any waiver of condition under article V, section 4, or in favor of any 
declaration of the United States dollar as a scarce currency under article VII, 
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section 3, of the Articles of Agreement of the Fund, without prior approval of 
the Council 

5) The Council from time to time, but not less frequently than every six 
months, shall transmit to the President and to the Congress a report with res} ect 
to the participation of the United States in the Fund and the Bank. 

6) The Council shall also transmit to the President and to the Congress special] 





reports on the operations and policies of the Fund and the Bank, as provided j, 
this paragrap! The first report shall be made not later than two years after t} 

establishment of the Fund and the Bank, and a report shall be made every two 
vears after the making of the first report. Each such report shall cover and 


include: The extent to which the Fund and the Bank have achieved the purpos 

hed; the extent to which the operations and policies 
of the Fund and the Bank have adhered to, or departed from, the general poli: 
directives formulated by the Council, and the Council’s recommendations 
connection therewit! the extent to which the operations and policies of the 
Fund and the Bank have been coordinated, and the Council’s recommendations 
in connection therewith; recommendations on whether the resources of the Fund 
and the Bank should be increased or decreased: recommendations as to how the 
Fund and the Bank may be made more effective; recommendations on any other 
necessary or desirable ges in the Articles of Agreement of the Fund and of 
the Bank or in this Act; and an overall appraisal of the extent to which the opera- 
tions and policies of the Fund and the Bank have served, and in the future may 
be exp .cted to serve, the interests of the United States and the world in promoting 
sound international economic co yperation and furthering world security. 

7) The Council shall make such reports and recommendations to the President 
as he may from time to time request, or as the Council may consider necessary to 
more effectively or efficiently accomplish the purposes of this Act or the purposes 
for which the Council is created 

c) The representatives of the United States on the Fund and the Bank, and 
the Export-Import Bank of Washington (and all other agencies of the Govern- 
ment to the extent that they make or participate in the making of foreign loans 
or engage in foreign financial, exchange or monetary transactions) shall keep t! 
Couneil fully informed of their activities and shall provide the Council with su 
further information or data in their possession as the Council may deem necessa 
to the appropriate discharge of its responsibilities under this Act. 


for which they were establis 








o 
li 


* * * * * * * 





{[Pustic Law 472—80rH CoNnGREss] 


[CuarpTeR 169—2p Serss1on] 


AN ACT To promote world peace and the general welfare, national interest, and foreign policy of the 
United Stat through economic, financial, and other measures necessary to the maintenance of cor 
tions abroad in which free institutions may survive and consistent with the maintenance of the strez 
and stability of the United State 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Foreign 
Assistance Act of 1948”’. 

TITLE I 
* o * * * ‘ ‘ 


NATURE AND METHOD OF ASSISTANCE 


Sec. 111. (a) The Administrator may, from time to time, furnish assistance 
to any participating country by providing for the performance of any of the 
functions set forth in paragraphs (1) through (5) of this subsection when h« 
deems it to be in furtherance of the purposes of this title, and upon the terms and 
conditions set forth in this title and such additional terms and conditions con- 
sistent with the provisions of this title as he may determine to be necessary 
and proper. 

1) Procurement from any source, including Government stocks on the 
same basis as procurement by Government agencies under Public Law 375 
(Seventy-ninth Congress) for their own use, of any commodity which h« 
determines to be required for the furtherance of the purposes of this title 
As used in this title, the term ‘‘commodity”’ means any commodity, material, 
article, supply, or goods necessary for the purposes of this title. 








r otherwise making avilable any such commodity, or by rendering a service 
) a parti ipating country or to any agency or organization representing & 
participating country. 

5) The allocation of commodities or services to specifie projects designed 
o carry out the purposes of this title, which have been submitted to the 
Administrator by participating countries and have been approved by him. 

In order to facilitate and maximize the use of private channels of trade, 

t to adequate safeguards to assure that all expenditures in connection with 
procurement are within approved programs in accordance with terms and 
ditions established by the Administrator, he may provide for the performance 
of the functions described in subsection (a) of this section 
1) by establishing accounts against which, under regulations prescribed 
by the Administrator 
i) letters of commitment may be issued in connection with supply 
programs approved by the Administrator (and such letters of commit 
ment, when issued, shall constitute obligations of the United States and 
monies due or to become due thereunder shall be assignable under the 
Assignment of Claims Act of 1940 aad shall constitute obligations of 
applicable appropriations) ; and 
ii) withdrawals may be made by participating countries, or agencies 
or organizations representing participating countries or by other persons 
or organizations, upon presentation of contracts, Invoices, or other 
documentation specified by the Adminstrator under arrangements 
prescribed by the Administrator to assure the use of such withdrawals 
for purposes approved by the Administrator. 
Such accounts may be established on the books of the Administration, or 
any other department, agency, or establishment of the Government specified 
by the Administrator, or, on terms and conditions approved by the Secretary 
of the Treasury, in banking institutions in the United States. Expenditures 
of funds which have been made available through accounts so established 
shall be accounted for on standard documentation required for expenditures 
of Government funds: Provided, That such expenditures for commodities 
or services procured outside the continental limits of the United States under 
authority of this section may be accounted for exclusively on such certifica- 
, tion as the Administrator may prescribe in regulations promulgated by him 
with the approval of the Comptroller General of the United States to assure 
expenditure in furtherance of the purposes of this title. 

2) by utilizing the services and facilities of any department, agency, or 
establishment of the Government as the President shall direct, or with the 
consent of the head of such department, agency, or establishment, or, in the 
President’s discretion, by acting in cooperation with the United Nations or 
with other international organizations or with agencies of the participating 
countries, and funds allocated pursuant to this section to any department, 
agency, or establishment of the Government shall be established in separate 
appropriation accounts on the books of the Treasury. 

3) by making, under rules and regulations to be prescribed by the Ad- 
ministrator, guaranties to any person of investments in connection with 
projects approved by the Administrator and the participating country 
concerned as furthering the purposes of this title (including guaranties of 
investments in enterprises producing or distributing informational media: 
io Provided, That the amount of such guaranties in the first year after the date 
ne of the enactment of this Act does not exceed $15,000,000), which guaranties 

shall terminate not later than fourteen years from the date of enactment of 
this Act: Provided, That- 
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il of 2) Processing, storing, transporting, and repairing any commodities, or 

performing any other services with respect to a participating country which 

he determines to be required for accomplishing the purposes of this title 

ect (he Administrator shall, in providing for the procurement of commodities 

inder authority of this title, take such steps as may be necessary to assure, 

\ o far as is practicable, that at least 50 per centum of the gross tonnage of 

a commodities, procured within the United States out of funds made available 

inder this title and transported abroad on ocean vessels, is so transported 

on United States flag vessels to the extent such vessels are available at 
ald arket rates. 

3) Procurement of and furnishing technical information and assistance. 

1) Transfer of any commodity or service, which transfer shall be signified 

! by delivery of the custody and right of possession and use of such commodity, 

art t 


EE 
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(i) the guaranty to any person shall not exceed the amount of dollars 
invested in the project by such person with the approval of the Ad the 
ministrator and shall be limited to the transfer into United Staté not 
dollars of other currencies, or credits in such currencies, received by suc} rep 
person as income from the approved investment, as repayment or retur: acl 
thereof, in whole or in part, or as compensation for the sale or dispositior We 
of all or any part thereof: Provided, That, when any payment is made to rea 
any person under authority of this paragraph, such currencies, or credit 
in such currencies, shall become the property of the United Stat 
Government; ul 
ii) the Administrator may charge a fee in an amount determined b 4 
him not exceed 1 per centum per annum of the amount of eacl ad 
guaranty, and all fees collected hereunder shall be available for expendi I 
ture in discharge of liabilities under guaranties made under this para tré 
graph until such time as all such liabilities have been discharged or hay al 
expired, or until all such fees have been expended in accordance with t! 





provisions of this paragraph; and MI 
as used in this paragraph, the term “person’’ means a citizen of 
the United States or any corporation, partnership, or other association Pr 
created under the law of the United States or of any State or Territory re 
and substantially beneficially owned by citizens of the United States. 
The total amount of the guaranties made under this paragraph (3) shall not 
ceed $300,000,000, and as such guaranties are made the authority to realize 
unds from the sale of notes for the purpose of allocating funds to the Export 
Import Bank of Washington under paragraph (2) of subsection (c) of this 








tion shall be accordingly reduced Any payments made to discharge 
liabilities under guaranties issued under paragraph (3) of this subsection 
shall be paid out of fees collected under subparagraph (ii) of paragraph (3 ‘ 
of this subsection as long as such fees are available, and thereafter shall bi , 


paid out of funds realized from the sale of notes which shall be issued under 
authority of paragraph (2) of subsection (c) of this section when necessary to 
discharge liabilities under any such guaranty. 


ec) (1) The Administrator may provide assistance for any participating coun 
try, in the form and under the procedures authorized in subsections (a) and (b 
respectively, of this section, through grants or upon payment in cash, or on credit 
terms, or on such other terms of payment as he may find appropriate, includin: 
payment by the transfer to the United States (under such terms and in sucl 
quantities as may be agreed to between the Administrator and the participatir 
country) of materials which are required by the United States as a result o 
deficiencies or potential deficiencies in its own resources. In determining whether 
such assistance shall be through grants or upon terms of payment, and in deter 
mining the terms of payment, he shall act in consultation with the Nationa 


t 

Advisory Council on International Monetary and Financial Problems, and the 
determination whether or not a participating country should be required to make 
payment for any assistance furnished to such country in furtherance of the pur 
poses of this title, and the terms of such payment, if required, shall depend upon 
the character and purpose of the assistance and upon whether there is reasonable 
assurance of repayment considering the capacity of such country to make such 
payments without jeopardizing the accomplishment of the purposes of this title 

2) When it is determined that assistance should be extended under the pro 
visions of this title on credit terms, the Administrator shall allocate funds for the 
purpose to the Export-Import Bank of Washington, which shall, notwithstanding 
the provisions of the Export-Import Bank Act of 1945 (59 Stat. 526), as amended, 
make and administer the credit on terms specified by the Administrator in con 
sultation with the National Advisory Council on International Monetary and 
Financial Problems. The Administrator is authorized to issue notes from time 
to time for purchase by the Secretary of the Treasury in an amount not exceeding 
in the aggregate $1,000,000,000 (i) for the purpose of allocating funds to the 
Export-Import Bank of Washington under this paragraph during the period of 
one year following the date of enactment of this Act and (ii) for the purpose of 
carrying out the provisions of paragraph (3) of subsection (b) of this section until 
all liabilities arising under guaranties made pursuant to such paragraph (3) hav 
expired or have been discharged. Such notes shall be redeemable at the option 
of the Administrator before maturity in such manner as may be stipulated in 
such notes and shall have such maturity as may be determined by the Adminis 
trator with the approval of the Secretary of the Treasury. Each such note shall 
bear interest at a rate determined by the Secretary of the Treasury, taking into 
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ideration the current average rate on outstanding marketable obligations of 
United States as of the last day of the month preceding the issuance of the 
Payment under this paragraph of the purchase price of such notes and 
iyments thereof by the Administrator shall be treated as public-debt trans 
mus of the United States. In allocating funds to the Export-Import Bank of 
ishington under this paragraph, the Administrator shall first utilize such funds 
ed from the sale of notes authorized by this paragraph as he determines to 
ivailable for this purpose, and when such funds are exhausted, or after the end 
ne vear from the date of enactment of this Act, whichever is earlier, he shall 


ize any funds appropriated under this title. ‘lhe Administrator shall make 
unces to, or reimburse, the Export-Import Bank of Washington tor necessary 
1dministrative expenses in connection with such credits (Credits made by the 


ort-I[mport Bank ot Washington with funds so allocated to it by the Adminis 
r shall not be considered in determining whether the Bank has outstanding 
anv one time loans and guaranties to the extent of the limitation imposed by 
on 7 of the Export-Import Bank Act of 1945 (59 Stat. 529), as amended 
ounts received in repayment of principal and interest on any credits made 
er this paragraph shall be deposited into miscellaneous receipts of the ‘Treasury 
ed, ‘that, to the extent required for such purpose, amounts received in 
r1yment of principal and interest on any credits made out of funds realized from 
sale of notes authorized under this paragraph shall be deposited into the 
asury for the purpose of the retirement of such notes 


* * * * * * 


[H. Doc. No, 135, 83d Cong., Ist Sess 


M ,GE FROM THE PRESIDEN? OF THE UNiTED States TRANSMITTING RE- 
RGANIZATION PLAN No. 5 oF 1953, RELATING TO THE Export-IMPpoRT BANK 
or WASHINGTON 


he Congress of the United State 


| transmit herewith Reorganization Plan No. 5 of 1953, prepared in accordanes 
the provisions of the Reorganization Act of 1949, as amended 
purpose of the reorganization plan is to simplify the organization and 
then the administration of the Export-[mport Bank of Washington by pro 
for a single Managing Director at the head of the bank. lhe management 
the bank is now vested in a Roard of Directors consisting of four full-time 
bers and the Secretary of State, ex officio. ‘lhe functions performed by the 
ard are essentially of an executive nature and are comparable to those vested 
the heads of other executive agencies ’xperience has demonstrated that the 
efleetive performance of executive functions is more likely to be obtained 
der a single administrator than under a board. 
he plan concentrates authority and responsibility for bank operations in the 
Managing Director. Safeguards are provided in the plan and in existing law, 
however, to assure that the bank follows sound lending and financial policies and 
that its activities are coordinated with those of other Government agencies having 
international responsibilities. Under the plan, the National Advisory Council 
on International Monetary and Financial Vroblems is authorized to establish the 
eneral lending and other financial policies which shall govern the operations of th 
| bank. ‘The Council is composed of the Secretary of the Treasury, as chairman, 
| the Secretary of State, the Secretary of Commerce, the Chairman of the Board of 
’ Governors of the Federal Reserve System, and the Director for Mutual Security 
\t present the Board of Directors is not only subject to policy guidance by the 
| National Advisory Council, under the provisions of the Bretton Woods Agreements 
\ct, but is also required to consult with the Advisory Board for the Export-Import 
Bank, created by the Export-Import Bank Act, on major questions of policy and 
to receive recommendations from that Board. The composition of the Advisory 


' Roard largely parallels that of the Council. The differences are that only the 
} atter includes the Director for Mutual Security as a member and that the Chair 
1 man of the Board of Directors of the Export-Import Bank is the Chairman of the 

\evisory Board whereas the Secretary of the Treasury serves as the Chairman 
of the Council. Because of the similarity of the composition of the Advisory 


Board and Council, and of their functions as respects the bank, the reorganization 
plan abolishes the Advisory Board. It also abolishes the functions of the Advisory 
Board (conferred by sec. 3 (d) of the Export-[mport Bank Act of 1945 


42493—54—pt. 1 2 
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Che reorganization plan also provides for the abolition of the functions of the 
Chairman of the Board of Directors of the Export-Import Bank of Washington 





with respect to hi iembership on the National Advisory Council on International 
Monetary and Financial Problem The funetion of membership is conferred 
the Chairman by ction 4 of the Bretton Woods Agreements Act, as 

nded | contemplate that the Managing Director of the Export-Import 

of Washington will participate as a nonvoting member of the National 
Advisory Council in relation to matters of concern to the bank I believe there 


merit in reducing the ize of the Council and also believe that the interests of 


ne bank Can be prope rly place d before the Council without conf: ring full ( ouncil 


membership on the Managing Director of the bank 

Under the reorganization plan the export Import Bank of Washington will 
continue in it tat of a corporate entity, and independent ageney, in the execu 
tive branch of the Government The President will retain authority to terminate 





ir assignment of function made by the President to the 
maank or to anv of its agencies or officers 


or modily any delegation 


After investigation I have found and hereby declare that each reorganization 
included in Reorganization Plan No. 5 of 1953 is necessary to accomplish one or 


nore of the purposes set forth in section 2 (a) of the Reorganization Act of 1949, 
as amended. I also have found and hereby declare that by reason of these re- 
organizations it is necessary to include in the reorganization plan provision for 
he appointment and compensation of the new officers specified in sections 1, 2, 
and 3 of the reorganization plan. The rates of compensation fixed for thes 
officers are, respectivel those which [I have found to prevail in respect of com- 


parable officers in the executive branch of the Government 
The taking effect of Reorganization Plan No. 5 of 1953 will accomplish a small 
immediate reduction of expenditures, since it will substitute 1 Managing Director, 


together with a deputy and assistant, for a Board which includes 4 full-time mem 
ber Other reductions in expenditures will probably be brought about also, 
through inereased economy and efficieney in the performance of necessary services 
of the bank resulting from the simplification of its organization, but such reduc- 


cannot be itemized n advances ot actual experience 
Dwicur D, E1rsennower. 
Tue Wuitre House, April 30, 1953 


REORGANIZATION PLAN No. 5 or 1953 


Prepared by the Pre lent and transmitted to the enate and tt House of Representatives in Congres 
wsembled, April 30, 1953, pursuant to the provisions of the Reorganization Act of 1949, approved June 20 
1949, as a ed 

THE EXPORT-IMPORT BANK OF WASHINGTON 
Secrion 1. The Managing Director There is hereby established the office of 

Managing Director of the Export-Import Bank of Washington, hereinafter referred 

to as the ‘‘Managing Director.’”” The Managing Director shall be appointed by 

the President by and with the advice and consent of the Senate, and shall receive 
compensation at the rate of $17,500 per annum 
Sec. 2. Deputy Director—There is hereby established the office of Deputy 

Director of the Export-Import Bank of Washington. The Deputy Director shall 

be appointed by the President by and with the advice and consent of the Senate, 
hall receive compensation at the rate of $16,000 per annum, shall perform such 

functions as the Mian aging Director may from time to time prescribe, and shall 
act as Managing Director during the absence or disability of the Managing Director 
or in the event of a vacancy in the office of Managing Director. 

Sec. 3. Assistant Director There is hereby established the office of Assistant 

Director of the Export-Import Bank of Washington. The Assistant Director 
hall be appointed by the Managing Director under the classified civil service, 
hall receive compensation at the rate now or hereafter fixed by law for grade 

GS-18 of the general schedule established by the Classification Act of 1949, as 

amended, and shall perform such functions as the Managing Director may from 

time to time preseribe 
Sec. 4. Functions transferred to the Managing Director. All funetions of the 

Board of Directors of the Export-Import Bank of Washington are hereby trans- 

ferred to the Managing Director 
Sec. 5. General policies——The National Advisory Council on International 

Monetary and Financial Problems shall from time to time establish general 

lending and other financial policies which shall govern the Managing Director in 

the conduct of the lending and other financial operations of the bank. 
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Sec. 6. Performance of transferred functions The Managing Director may 

O time to time make such provisions as he deems appropriate authorizing the 

al formance of any of the functions of the Managing Director by any other officer, 
ed } any agency or employee, of the bank 

a “ j tholition The following are hereby abolished: (1) The Board of 

lirectors of the Export-Import Bank of Washington, including the offices of the 

al nbers thereof provided for in section 3 (a) of the Export-Import Bank Act of 

re 145. as amended; (2) the Advisory Board of the Bank, together with the fune- 

ol ns of the said Advisory Board; and (3) the function of the Chairman of the 

ard of Directors of the Export-Import Bank of Washington of being a member 

he National Advisory Council on International Monetary and Financial 

ull Problems The Managing Director shall make such provisions as may be neces- 


1 Winding up any outstanding affairs of the said abolished boards and offices 

herwise provided for in this reorganization plan. 
e snc. &. Effective date.—Sections 3 to 7, inelusive, of this reorganization plan 
all become effective when the Managing Director first appointed hereunder 


ers upon office pursuant to the provisions of this reorganization plan 


iT STraFF MeMoRANDUM (Senate Doc. No. 85 
LEGISLATIVE History or THE Export-Import BANK OF WASHINGTON 
(By Raymonde Alexis Clarke) 


PART I. CREATION OF THE ORIGINAL BANK 


The Export-Import Bank of Washington was created pursuant to Executive 
order dated February 2, 1934, as 
Distriet of Columbia, Februarv 12, 1934 The order read: 

Whereas the Congress of the United States has declared that a national emer- 

cy exists by reason of widespread unemployment, and disorganization of 


a banking corporation under the laws of the 





lustry; and has declared it to be the policy of Congress to remove obstacles to 
the free flow of interstate and foreign commerce which tend to diminish the 
: nt thereof, to provide for the general welfare, by promoting the fullest 
ible utilization of the present productive capacities of industries, to reduce 
relieve unemployment, to improve standards of labor, and otherwise to 
ibilitate industry; and 
Whereas in order to meet said emergency and to provide the relief necessary 
to protect the general welfare of the people the Congress has enacted, inter alia, 


following acts 


1. National Industrial Recovery Act, approved June 16, 1933 
2. Reconstruction Finance Corporation Act, approved January 22, 193! 


nN 


3. Bank Conservation Act, approved March 9, 19338; and 
Whereas in order effectively and efficiently to carry out the provisions of said 
ts it is expedient and necessary that a banking corporation be organized with 


1 in financing and to facilitate exports and imports and the exchan 


ver to ai 

ymmodities between the United States and other nations or the avencies or 
nationals thereof; 

Now, therefore, under and by. virtue of the authority vested in me by the 
National Industrial Recovery Act of June 16, 1933, it is hereby declared that an 
weneyv, to wit: a banking corporation, be created pursuant to title 5, chapter 9, 

tion 261 of the Code of the District of Columbia, under the name of I xport- 
Import Bank of Washington’ * * * [i-xecutive Order 6581, dated February 2, 


\ 





nay be seen, the order creating the bank was a depression measure It was 
hoped that the establishment of the bank would provide a stimulus to trade 
The authority under which the Executive order was promulgated is found in 
the National Industrial Recovery Act, as follows: 

Sec. 2. (a) To effectuate the policy of this title, the President is hereby author- 
ized to establish such agencies, to accept and utilize such voluntary and uncom- 
pensated services, to appoint, without regard to the provisions of the civil service 
laws, such officers and employees, and to utilize such Federal officers and em- 
ployees, and, with the consent of the State, such State and local officers and 
employees, as he may find necessary, to prescribe their authorities, duties, re- 
sponsibilities, and tenure, and, without regard to the Classification Act of 1923, 
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as amended, to fix the compensation of any officers and employees so appointed 
b) The President may delegate any of his functions and powers under this 
title to such officers, agents, and employees as he may designate or appoint, and 
may establish an industrial planning and research agency to aid in carrying out 
his functions under this title 
“*(c) This title shall cease to be in effect and any agencies established hereunder 
shall cease to exist at the expiration of two years after the date of enactment of 
this Act, or sooner if the President shall by proclamation or the Congress shall by 
joint resolution declare that the emergency recognized by section 1 has ended 
{National Industrial Recovery Act, Public Law 67, 73d Congress (48 Stat. 195 
In accordance with the foregoing legislation, followed by the Executive order 
a banking corporation was formed pursuant to title 5, chapter 9, section 261, of 
the Code of the District of Columbia (District of Columbia Certificate of Incorno- 
ration of Export-Import Bank of Washington, dated February 8, 1934) The 
original stock of the Export-Import Bank was $11 million. Common stock cor 
isted of $1 million subseribed and held jointly by the Secretary of State and the 
Secretary of Commerce in their respe ctive capacities, for the benefit of the United 


State Offer to Subscribe to Common Capital Stock of the Export-Import Bank 
of Washingtor Preferred stock was originally fixed at $10 million (ante, District 
of Columbia Certificate of Incorporation of Export-Import Bank of Washington 

he preferred stocl as purchased by the Reconstruction Finance Corporation 


pur iant to the Bar Conservation Act approved March 9, 1933 

‘Suc. 304. If in the opinion of the Secretary of the Treasury any national bank- 
l a ociation or al state Dank or trust company is in need of funds for capital 
purposes either in connection with the organization or reorganization of such 
association, State bank or trust company or otherwise, he may, with the approval 
of the President, request the Reconstruction Finance Corporation to subscribe 


for preferred stock ir ich association, State bank or trust company, or to make 
loans secured by such stock as collateral, and the Reconstruction Finance Corpo- 
ration ma\ comply with such request, The Reconstruction Finance Corporation 


may, with the approval of the Secretary of the Treasury, and under such rules 
and regulations as he may prescribe, sell in the open market or otherwise the 
whole or any part of the preferred stock of any national banking association, State 
bank or trust company acquired by the Corporation pursuant to this section 
The amount of notes, bonds, debentures, and other such obligations which the 
Reconstruction Finance Corporation is authorized and empowered to issue and 
to have outstanding at any one time under existing law is hereby increased by an 
amount sufficient to carry out the provisions of this section.’”’” [Bank Conserva- 
tion Act, Public Law 1, 74th Congress (48 Stat. 6).] 

Perhaps the primary reason for the establishment of the bank was the antici 
pated need for the financing of future trade with the Union of Soviet Socialist 
Republic With the United States recognition of the Soviet regime, it was ex- 
pected that trade would develop requiring the financing which private capital 
could not supply (House hearings on H. R. 4240 and 8. 1175, January 23, 1935, 


book N« 14, pp. 3, 41, 43-44, 61, 65-71). The Board of Trustees, however, took 
the position that such credits should not be provided in the absence of the settle- 
ment of Soviet debts to the United States (Annual Report of Export-Import Bank 


of Washington for 1936 


Second Export-Import Bank established 

In order to provide certain credits for the Republic of Cuba, the Second Export- 
Import Bank of Washington was created in 1934 pursuant to Executive order 
Like the first bank its creation was a depression measure and the order stated as 
follows: 

‘‘Whereas the Congress of the United States has declared that a national emer- 
gency exists by reason of widespread unemployment and disorganization of 
industry; and has declared it to be the policy of Congress to remove obstructions 
to the free flow of interstate and foreign commerce which tend to diminish the 
amount thereof; to provide for the general welfare by promoting the fullest 
possible utilization of the present productive capacity of industries, to reduce and 
relieve unemployment, to improve standards of labor and otherwise to rehabilitate 
industry and to conserve national resources; and 

‘‘Whereas in order to meet said emergency and to provide the relief necessary 
to protect the general welfare of the people, the Congress of the United States 
has enacted, inter alia, the following acts: 

“1. National Industrial Recovery Act, approved June 16, 1933; 

“2. Agricultural Adjustment Act, approved May 12, 1933; 
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;. Reconstruction Finance Corporation Act, approved January 22, 1932; 
t+. Bank Conservation Act, approved March 9, 1933; and 
Whereas in order effectively and efficiently to carry out the provisions of said 
it is expedient and necessary that a banking corporation be organized with 
r to aid in finaneing and to facilitate exports and imports and the exchange 
mmodities between the United States and other nations or the agencies or 
nals thereof 
Now, therefore, under and by virtue of the authority vested in me by the 
Jational Industrial Recovery Act of June 16, 1933, it is hereby declared that an 
to wit: a banking corporation, be created pursuant to title 5, chapter 9, 
261 of the Code of the District of Columbia (1929), under the name of 
md Export-Import Bank of Washington, D. C.”’ [Executive Order 6638, 
| Mareh 9, 1934] 

[It soon became apparent that either more banks would be needed to handle 
naneing of trade with other lands or the existing banks would need to expand 
coverage. Thus, the Second Export-Import Bank of Washington broad- 

operations so as to handle the financing of trade with all countries except 
S t Russia The Soviet credits were still to be handled by the original bank 

te p. 2, Annual Report of Export-Import Bank of Washington for 1936 
Creation of both banks was ratified by Congress January 31, 1935, and they 
continued as agencies of the United States until June 16, 1937, or such 
er date as might be fixed by the President by Executive order. Congress 
facilitated the operations of the institutions by adding certain powers such 
he right to discount obligations which was not permissible under the banking 

of the District of Columbia. This is shown by the act 

Sec. 9. Notwithstanding any other provision of law, the Export-Import Bank 
Vashington, and the Second Export-Import Bank of Washington, District of 
( mbia, banking corporations organized under the laws of the District of 
( mbia as agencies of the United States, pursuant to Executive order of the 
lent, shall continue, until June 16, 1937, or such earlier date as may be fixed 
the President by Executive order, to be agencies of the United States, and in 
on to existing charter powers, and without limitation as to the total amount 

f obligations thereto of any borrower, endorser, acceptor, obligor, or guarantor 

any time outstanding, said banking corporations are hereby authorized and 
owered to discount notes, drafts, bills of exchange, and other evidences of 

for the purpose of aiding in the financing and facilitating exports and imports 

the exchange of commodities between the United States and any of its terri- 
and insular possessions and any foreign country or the agencies or nationals 

ereof, and, with the approval of the Secretary of the Treasury, to borrow money 
ind rediscount notes, drafts, bills of exchange, and other evidences of debt for the 
rposes aforesaid. During the continuance of such agencies, the Secretary of 
State and the Secretary of Commerce are authorized and directed to continue, 
e and benefit of the United States, the present investment in the capital 

ck of said banking corporations, and they are hereby authorized to use all of 

r assets, including capital and net earnings therefrom, except such earnings as 

be required from time to time to pay dividends upon their preferred capital 

( and to use all moneys which have been or may hereafter be allocated to or 
ved by them, in the exercise of their functions as such agencies.”’ [Sec. 9 
ec Law 1, 74th Congress (49 Stat. 4).j 








liquidation of the second bank 


lollowing the breakdown of Soviet debt negotiations in 1935, during which 
e the trustees of the original bank had seen fit to reserve credit facilities with 
respect to the Soviet Union, the trustees authorized the gradual withdrawal 
from business of the Second Export-Import Bank of Washington and the transfer 
commitments and loans to the original Export-Import Bank of Washington 
inte, p. 2, Annual Report of Export-Import Bank of Washington for 1936 
lhe President of the United States also issued an Executive order with respect 
to this matter: 

Whereas section 9 of the act of January 31, 1935 (ch. 2, 49 Stat. 1, 4) provides, 
part, that the Export-Import Bank of Washington and the Second Export- 
port Bank of Washington, D. C., banking corporations organized under the 
ws of the District of Columbia as agencies of the United States, pursuant to 
Lixeeutive orders of the President, shall continue to be agencies of the United 
States until June 16, 1937, or such earlier date as may be fixed by the President 
by Executive order; and 

‘Whereas the Second Export-Import Bank of Washington, D. C., has sold 
and transferred to the Export-Import Bank of Washington all of its existing com- 
mitments and has discontinued its active operation 
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tid section 9 of the act of January 31, 1935, it is hereby ordered that on June 30 
1936, the Second Export-Import Bank of Washington, D. C., shall cease to be ar 
agency of the United States; and it is further ordered that the stockholders of the 


aid Second Export-Import Bank of Washington, D. C., shall proceed as rapidly 
; { val 


“Now, therefore, by virtue of and pursuant to the authority vested in me by th: 


up and liquidate all of its remaining business, property, and 


lution thereof in accordance with the laws of the District 


Upon such final winding up, liquidation, and dissolution, all of the capital 
stock of the said Second Export-Import Bank of Washington, D. C., shall be sur 
rendered for retirement and cancellation upon receiving, for the account of the 
United States and in full payment and liquidation of the said stock when surren 
dered for cancellatio he remaining funds of the said Second Export 
Import Bank of Washington, D. C All such funds, when received, shall be 
covered into the Treasury of the United States as miscellaneous receipts. The 
records, and containers therefor, of the Second Export-Import Bank of Washing 
ton, D. C., shall be transferred and delivered to, and preserved by, the Export 
Import Bank of Washington” |Executive Order 7365, dated May 7, 1936] 

Liquidation of the Second Export-Import Bank of Washington was finally 
effected June 30, 1936, after retirement of all its preferred stock. The original 
Export-Import Bank now assumed trade financing for all areas in the world 

During this early 


' yi} ; 2 j 












period in the bank’s history there were three fields in which 
it operated First, the bank financed the trade of agricultural commodities such 
as tobacco, cotton, wheat, etc., where private capital was not available. These 
were short 90-day credits Secondly, the bank was engaged in financing the ex- 
porting of heavy machinery and industrial equipment. ‘he other area in which 


the bank operated was in the granting of loans to United States exporters whose 
working capital had bee reduced because of failure of foreign governments to 
provide their own nationals with sufficient exchange to meet their dollar obliga 


tions (House hearings on H. R. 4064, dated February 23, 1937, book 2, pp. 23-35 


Extension of life and increase in lending authority 

In January 1937 Congress continued the life of the bank to June 30, 1939, by 
the following legislatior 

Sec. 2. (a) Section 7 of the Act approved January 31, 1935 (Publie Law 1, 
74th Congress). is hereby amended by striking from the first sentence thereof 
April 1, 1937’ and inserting in lieu thereof ‘the close of business on June 30, 
1939’; section 1 of the Act approved March 31, 1936 (Publie Law 484, 74th Con 
gre , is hereby amended by striking from the first sentence thereof ‘February 1, 
1937’ and inserting in lieu thereof ‘the close of business on June 30, 1939’; sec- 
tion 9 of the Act approved January 31, 1935 (Public Law 1, 74th Congress), is 
hereby amended by striking from the first sentence thereof ‘June 16, 1937’ and 
inserting in lieu thereof ‘the close of business on June 30, 1939.’ 

b) The agencies referred to in the Acts reterred to in subdivision (a) of thi 


section, and the RFC Mortgage Company, shall be deemed to be established by 
or pursuant to law within the meaning of section 7 (a) of the First Deficiency 
Appropriation Act, fiscal vear 1936 

Approved, January 26, 1907, [Sec. 2, Public Law 2, 75th Congress (50 
St ) 

Again in 1939 the Congress saw fit to amend the law relating to the ban! 


The life of the bank was extended as a governmental agency to June 30, 1941 
The amendment also limited the outstanding loans or other obligations to tl 
ank, to an amount not to exceed $100 million 

Be it enacted by the Senate and House of Representatives of the United States of 
imerica in Congress assembled, That (a) section 7 of the Act approved January 3! 
1), as amended, is hereby turther amended by striking from the 

first sentence thereof ‘June 30, 1939’ and inserting in lieu thereof ‘June 30, 1941 
b) section 3 of the Act approved January 31, 1935 (49 Stat. 4), as amended, i 
urther amended by striking from the first sentence therecf ‘June 30, 1939’ 
ind inserting in lieu thereof ‘June 30, 1941’; (c) section 9 of the Act approved 
January 31, 1935 (49 Stat. 4), as amended, is hereby further amended by inserting 
before the pericd at the end of the last sentence thereof a cclon and the following 
‘Provided further, That the Export-Import Bank of Washington shall not have 
outstanding at ar one time loans or other obligations to it in excess of 
$100,000,000, the capital for which the Reconstruction Finance Corporation, 
when requested by the Secretary of the Treasury with the approval of the Presi 
dent continue to supply from time to time through loans or by subscription 


(52 Stat. 





‘red stot and (d) section 4 of the Act approved March 8, 1938 
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ereby amended by striking from the first sentence thereof ‘$500,000,000 


) erting in leu thereof ‘S900,000,000 
\pproved, March 4, 1939.’ |{Publie Law 3, 76th Congre 53 Stat. 510, 511).] 
‘ wing the above action, the bank was included in the Federal Loan Agence, 
102 a) FepeRAL LOAN AGENCY There hall be at the eat of the 
ronment a kederal Loan Agency, with a kederal Loan Administrator at the 
{ ereot Phe Federal Loan \dmit rator hall be appointed b “re 
lent by and with the advice and consent of the Senate, and shall receive a 


e rate of $12,000 per annum 
AssisTANT FepeERAL LOAN ADMINISTRATOR The Federal Loan Admini 
hall appoint an Assistant Federal Loan Administrator, who shal 
ry at the rate of $9,000 per annum. The Assistant Administrator sball act 
nistrator during the absence or disabilitv of the Administrator, or in the 
of a vacancy in that office, and shall perform such other duties as the 





‘ trator shall direct 

Powrrs AND Duties or ApMINIsTRATOR.—-The Administrator shall super 

the admini tration, and shall be re pon ible for the coordination of the 

I and activitie of the following agencies: Reconstruction Finance 

ition, Ileetrie Home and Farm <Authori RFC Mortgage Company 

) er Loan Corporation, Federal National Mortgage Association, Federal 

Loan Bank Board, Home Owner Loan Corporation, kederal Saving 

Loan Insurance Corporation, Federal Housing Administration, and Export 

rt Bank of Washington The Administrator may appoint such officer 

mplovees and make such expenditures as mav be necessary.’’ [Se 102, 
Reorganization Plan No. 1 (53 Stat. 1429-1430), which was authorized by 
Reorganization Act of 1939, Public Law 19, 76th Conger 93 Sta 561).} 

| O40 Congre acted twice with respect to the bank In the early part of 

ear it increased the lending authority from $100 million to $200 million. 


ame measure also provided that the | xport Import Sank of Washing*on 
mited in that it could not make loans to anv government which was in 


| n the payment of its obligations or an‘ part thereof to the Government 


e United States on April 13, 1934. The act also recognized the political 
ficance of loan It stated: 
Be it enacted by the Senate and Ho of Representatives of the United States of 


n Congress assembled, That section 9 of the Act approved January 31, 
19 Stat. 4), as amended, is amended (1) by striking out ‘$100,000,000’ and 
r in lieu thereof ‘$200,000,000’, and (2) by inserting before the period at 

end thereof a colon and the following: ‘Provided further, That the 
int of loans to any one foreign country and the agencies and nationals ther 
ire hereafter authorized to be made and are outstanding at any one time 
1t exceed $20,000,000, and such amount shal! be in addition to the amount 
vans heretofore authorized or made to such foreign country and the agencies 
ationals thereof: Provided further, That the Export-Import Bank of Wash 
hall not make any loans to any government whic! in default in the 
ment of its obligations or any part thereof to the Government of the United 
tes on April 13, 1934, or in violation of international law is interpreted bv the 
Department of State or for the purchase of anv articles, except aircraft exclusively 





1 Wa In ¢ 


ymmercial purposes, listed as arms, ammunition, or implements of war by t! 
lent of the United States in accordance with the Neutrality Act of 1939.’ 
pproved, March 2, 1940.”’ [Publie Law 420. 76th Congress (54 Stat. 38 


On September 26, 1940, legislation was enacted which increased the lendir 
I . : 











ritv of the Bank from $200 million to $700 million This revision also 
tended the life of the agency to January 22. 1947. ar d ST cifieally provided f< 

naking of loans to foreign governments and/or their central banks or agencies 
the purpose of assisting in the development of resource tabilizing economic 


for the orderly marketing of products of the Western Hemispher 
Be it enacted by the Senate and House of Representative of t) ! fed States of 
t in Congress assembled, That the fourth pars 
Keconstruction Finance Corporation Act, as amené is hereby amended by 


} 


mbering subsections ‘(1)’ and ‘(2)’ thereof 3 


and ‘(3)’, respectively, 





nserting therein the following new subsection: 
| To a sist in the development of the resource the stabilization of the 
mies, and the orderly marketing of the products of the countries of the 
er Hemisphere by supplying funds, not to exceed $500.000.000 outstanding 

one time, to the Export-Import Bank of Washington, through ijioans 
subscriptions to preferred stock of, such bank, to enable such bank, to make 


to any governments, their central banks, or any other acceptable banking 


titutions and, when guaranteed by anv such government, a central bank, or 
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anv other acceptable banking institution, to a political subdivision, agenev, or 





national of any overnt nt, notwithstanding anv other provisions of law 
insofar as they may restrict or prohibit loans or other extensions of credit to, or 
other transactior ith, the governments of the countries of the Western Hem 
phere or their agencies or national Provided, That no such loans shall be mad 
in violation of international law as interpreted by the Department of State, or of 
the Act of April 13, 1934 (48 Stat 4 or of the Neutralitv Act of 1939. Upon 
the written request of the Federal Loan Administrator, with the approval of t! 
Pr lent, the bank is authorized, subject to such conditions and limitations as 
av be set forth in such request or approval, to exercise the powers and perforn 
functions heré et fortl Such loans may be made and administered in such 
manner and upor ch terms and conditions as the bank may determine.’ 
“Spc. 2. Section lof the Reconstruction Finance Corporation Act, as amended 
is hereby amended adding at the end thereof the following new paragraph 
The amount of ne bonds, debentures, and other such obligations which 
the Reconstruction Finance Corporation is authorized to issue and have out 
standing at anv one time nder existing law is hereby increased by $1,500,000,000 
he >. ‘That ction 9 of tl Act approved January 31, 1935 (49 Stat. 4), as 
rrr cle 1. l here A nendes qd by n triking out ‘June 30, 1941’ and in erting 
ieu thereof “January 22 1947’ ») deleting from the first proviso thereof the 
figure ‘$200,000,000’ and inserting in lieu thereof the figure ‘$700,000,000’: and 
( striking « t the cond proviso thereof 
\pproved, September 26, 1940.”" [Public Law 792, 76th Congress (54 Stat 
1h] 
Latin American relatio 


During hearings before the House Banking and Currency Committee in 1940 
Mr. Jesse Jones, speaking for the increase in the lending authority, indicated the 
reasons motivating his recommendation, as may be seen from the following: 

If I may I will read a little memorandum 

“The President’s message requesting an increase in the lending limit of the 
Export-Import Bank outlined the broad objectives of the bill. I should like to 
introduce a copy of that message and to add a brief statement before general 
discussion. 

‘The increased lending capacity will place the bank in a position to assist in the 
good-neighbor policy and at the same time aid American manufacturers and 
exporters who will meet ever-increasing competition from other parts of the world, 


particularly when the war is over. Other countries assist their exporters in many 
ways, and if we can assist ours through lending under what appear to be reasonably 
sound practices, we will aid our own general economy. 





The legislation will place the bank in a position to continue financing exports 
from the United States on a somewhat broader scale, particularly to the Latin 
(American countries, and, where possible, to assist these countries to develop their 
natural resources, to produce more of the things we import from them and which 
are not competitive with our own products. Examples which may be mentioned 
include rubber, tin, tungsten, chrome, manganese, iron ore, drying oils, carnauba 
wax, certain types of starch, cocoa, quinine, mercury, tanning bark, medicines, 
insecticides, and off-season fresh fruits from Chile and Argentina, which do not 
conflict with our own. 

“Tf we can help the Latin American countries to produce more of these and 
other articles that do not compete with our own, we will be rendering them a 
genuine service and without loss to ourselves 

‘‘We might in some instances lend for the carrying and orderly marketing of their 
surplus agricultural products in order to avoid the necessity of selling at sacrifice 
prices. Some South American products, particularly wheat, corn, meat, and 
cotton, come in direct competition in world markets with products of the United 
States, and it is in the interest of American producers that cutthroat export mar 
kets be avoided where possible. Temporary aid in carrying such surpluses will 
contribute to orderly marketing and lessen the necessity of barter arrangements 
which, once undertaken, are difficult to stop. 

‘As the President indicates in his message, there wiil be no effort to interfere 
with the normal flow of trade, whether.to Europe or elsewhere. The fact: is, 
however, that there are very few foreign markets open to Latin America at the 
present time. This necessarily causes hardships which will become increasingly 
severe, and which may have a tendency to bring about political instability. 

“This can be avoided to some extent through increased trading between coun- 
tries of North and South America. Each country should seek to produce the 
things that its neighbors import. This cannot be accomplished in a day, or 4 


‘ 
{ 
} 
l¢ 
i 
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or a year, but there must be a beginning and with intelligent cooperation 
ich can be accomplished in the general interest of all American countries. 
If standards of living are not to suffer, every country must export its products 
ing prices, and countries competing for the same markets would do well to 
perate as far as practicable in supplying those markets 
It must be borne in mind, too, that exports from Latin America to continental 
rope have been almost entirely cut off by the blockade, and exports to England 
limited and are being paid for in blocked sterling (which can only be spent in 
land), and as a result of the war imports from IKngland are greatly restricted”’ 
suse hearings on H. R. 10212 superseded by H. R. 10361, August 6-8, 13-14, 
40, pp. 30 and 31 
From the foregoing statement of Federal Loan Administrator Jesse Jones, it 
be seen that in addition to assisting American exporters, the bank policies 
were taking on a flavor of inter-American cooperation Confirming this need for 
ion of the lending authority of the bank with a view to greater inter- 
rican relationships, the Honorable Cordell Hull sent the following telegram: 


H. B. STEAGALL, 

‘House of Representatives, Washington, D. C.: 
\t Habana the American nations agreed that in view of the disruption in the 
nels of international commerce and the curtailmert of markets for certain 
lucts of the Americas the American nations must do everything in their power 
trengthen their own economic position to improve further mutually beneficial 
rade and other economic relations between and among themselves and to devise 
{ apply appropriate means of effective action to cope with the difficulties, dis- 
advantages and dangers arising from the present disturbed and dislocated world 
litions. I consider the enactment of the proposed legislation expanding the 
powers and operations of the Export-Import Bank essential in order to put the 
United States in a position to cooperate fully with the other American Republics 
neeting these urgent needs of economic defense in the face of the possibilities 
serious threats to the peace, security, and welfare of this hemisphere resulting 
ym sinister developments elsewhere in the world. The 21 American Republics 
» agreed on @ practical program of defensive action of which economic defense 
an indispensible part. The enactment of the legislation now pending before 
ir committee will enable the United States to make its appropriate economic 
tribution to the carrying out of that program which is necessary to the safe- 
iarding of the vital interests of the United States in a situation of unprecedented 
seriousness and danger’’ (House hearings on H. R. 10212 superseded by H. R. 10361, 


7 > 


} < 





Transfer of administration 

On January 10, 1941, the District of Columbia charter was amended, increasing 
apital stock and extending the life of the corporation (Certificate of Proceedings 
ken to Amend Charter of the Export-Import Bank of Washington, dated Jan- 
9, 1941). In 1942 the bank was placed by Executive order under the Office 
he Secretary of Commerce (Executive Order 9071, dated February 24, 1942) 
During 1943 it was transferred by Executive order to the Office of Economic 
arfare (Executive Order 9361, dated July 15, 1943). When the Office of 
Kconomie Warfare was consolidated into the Foreign Economic Administration 
in the same year, the bank was also transferred to the Foreign Economic 
iministration (Executive Order 9380, dated September 25, 1943). The bank 
tinued to operate under the Foreign Economic Administration, controlled by 
a board of 11 trustees until 1945, aiding in financing critical materials in the war 

ra (House hearings on 8. 993, May 8, 1947, p. 4). 


PART 2. A NEW ERA UNDER THE EXPORT-IMPORT BANK ACT OF 1945 


In 1945 the bank underwent a reorganization which in many ways changed the 


extent of its operations. There were four basic changes. First, the loan au- 
thority was raised from $700 million to $3 5 billion. Secondly, the act provided 

r removal of the prohibition on loans by the bank to governments in default 
on their obligations to the United States Government. ‘Third, the management 


the bank was vested in a Board of Directors consisting of the Secretary of 
State, ex officio, and 4 full-time members appointed by the President of the United 
States with the consent and advice of the Senate, 1 of whom was to be designated 
chairman, by the President. Provision was also made for an advisory board to 
assist in determining broad policies of the bank. Finally, the Export-Import 
Bank of Washington was made an independent agency of the Government and 
ven indefinite life 
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Problen posed by expansion of activili 
During the hearings on the proposed Export-Import Bank Act of 1945, the i 
testimony of witnes favoring passage of the bill outlined the anticipated need a 
for financing reconstruction of war-torn countries in the postwar period Thi z | 
discussion raised .wo issues, which were: Was the bank attempting to exter ys: 
its type of loans and, secondly: Would the Export-Import Bank of Washingt: = 
be duplicating the work of the then proposed International Bank for Reconstruc +] 
tion and Development? These points are clearly presented by the following F, 
} sia fi 


excerpt from the Senate hearin 
Senator Tarr. Well, I agree, the Export-Import Bank has always seemed to 
me to have a very useful function in assisting individual American exporters ir 


getting terms where commercial terms in a country require 5-vear credit 
arrange, they get it where an ordinary bank won’t give it to chem I agree, I 
think it has a function in ordinary commercial business, but now vou are pro 2 
posing a brandnew plan, really, of stepping out, increasing this by five times, ol 
and 

Mr. Crow.ey. You are stepping 

‘Senator Tarr. Using the two billion eight largely in loans to government: . 
ana if that is to be, 1 don’t see why you are not doing exactly che thing that the 4 





International Bank is supposed to do, if that is so, and duplicating the amount 
of money that we are throwing out in the way of loans. 
Mr. Crow.ey. Senator, there are two reasons why I think the Export-Import 





to make some loans to governments now even after the International 
ip it is decided no longer to permit it to do so. Although, I think ; 
ibition at that time would be unwise since world needs will exeeed the { 
both the Export-Import Bank and the International Bank. There will 
of a long period of time until the International Bank commences { 
operating. Secondly, you do want to expand our export trade. Now, if during 


the next year or year and a half, while the International Bank is not funetioning 


we do sell to Russia and other countries certain equipment and certain things 


that will help them to expand and rehabilitate their economy, and if we thus 
get a thousand generators or a thousand pieces of textile machinery in different 
plants around this world, then over a period of years repair business and other 
related new busi are going to flow to us There is a great advantage to us in 


getting our machinery into some of these countries of the world and doing it while 


they are in tl 

“Senator Tarr. Isn’t it perhaps more advantageous to make these loans directly, 
because we can in pose certain conditions on the policies of tne country? 

“Mr. Crow.ey. Well, personally I don’t believe that any Government official 
Senator, snould have the right to loan money and perhaps use that money for 
what you might term diplomatic or political pressure. 

“Senator Tarr. Well, you would, however, require that it be used only for a 
particular plant 

“Mr. Crow.ey. We plan 

“Senator Tarr. And thai the plant be built in a certain way? 

‘Mr. Crow.ey. We do that now. 

“Senator Tarr. You require 

‘Mr. CROWLEY h, yes 


1e process of rehabilitacion 

















“Senator Tart hat perhaps tha. money be spent in this country? 
Mr. Crow ey. Insofar as we possibly can. It is to finance, Senator, equip- 
ment and materials that they buy just in our own country. 


“Senator Tarr. Whereas the International Bank expressly provides that we 
cannot require that dollars loaned by the bank be spent in tnis country even 
though the dollars are raised in this country; isn’t thar correct? 

“Nir. Crow.ey. There is great advantage to us having something of our own 
That is what you have all done 


“Senator Tarr. In other words, this is a becter bargaining method than the 


International Bank; isn’t that right? 
Mr. Crow.ey. I don’t went to get into that I am only testifying for the 
Export-Import Bank Laughter. |] 
“Si or Tarr. That is what I understood you to say” (Senate hearings on 





H. R. 3771, dated July 17 and 18, 1945, pp. 13 and 14 

(As may be seen from the foregoing, it was during this period that Congress 
was also considering the Bretton Woods bill which proposed to set up an Inter 
national Bank for Reconstruction and Development and a Monetary Fund. At 
the time there was much discussion as to possibility of conflict between the 
Export-Import Bank and the International Bank which is shown by the following 


colloquy $ 
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Mr. Acnrson. I think that if you examine the provisions closely, Senator 
Taft. there is no conflict. In the Bretton Woods bill, section 4, subsection (b), 
aragraph 3, is the provision which you read. That is not affected in any way 
the provision of the Export-Import Bank. Under that section the council 
rdinates, by consultation or otherwise, so far as practicable, the policies and 
erations of the representatives of the United States on the fund and the Export 
port Bank of Washington and all other agencies of Government to the extent 
it they make or participate in the making of foreign loans or engage in foreign 
ancial, exchange, or monetary transactions. 

That is an authority to coordinate the activities of all agencies engaged in this 
particular endeavor, and the Export-Import Bank bill does not detract from or 
hange that. 

Now, if you look again at the Bretton Woods Bank, in the section 4 (b) 

Senator Tarr. Of course, this is the only thing I want to suggest to you: If 

e can pass this first and then come along and pass the Export-Import Bank, 
changing its charter powers and adding up advisory committees and all, it may 

nersede, by implication, the provisions of the Bretton Woods bill. 

Mr. Acnreson. I was just going to point out that I think that is not the case, 
ind close examination will disclose that fact. Section 4, paragraph (b) (2), is 

e paragraph which deals, in the Bretton Woods bill, with the activities of this 

incil advising the bank on major policies, and that says: 

‘*The Council shall advise and consult with the President and the representa- 

ves of the United States on the fund and the bank on major problems arising in 

e administration of the fund and the bank.’ 

“Now, under that paragraph the Council is advisory to the representatives on 
the fund and the bank on major policies. 

Che provision in the Export-Import Bank sets up this Council to do the same 
thing for the Export-Import Bank that the Council in the Bretton Woods Bank 
joes under section 2. In other words 

The Advisory Board may make such recommendations to the Board of Direc 
tors as it deems advisable, and the Board of Directors shall consult the Advisory 
Board on major questions of policy.’ 

So each bill has an advisory board in it which consults with, in one case, the 
Bretton Woods representatives, and in the other case the Export-Import Bank 
lirectors, on major questions of policy; but the Bretton Woods bill gives the 

ordinating power, which is overall, to the Bretton Council which is set up in 
he Bretton Woods bill. There is no conflict, and they fit together perfectly 

Senator Bark.ey. In other words, the Council of the Bretton Woods bill 
contemplates an effort to coordinate various lending agencies, including the 
Export-Import Bank, so that there will be harmony of policy as among them, if 
possible; whereas this Council deals merely with the Export-Import Bank itself 
in determining its policy. 

“Mr. Acngson. That is correct, Senator. You have one Council which coordi- 
nates, and the Bretton Woods Council advises on policy with the Bretton Woods 

presentatives. This Council advises on Export-Import Bank policy with its 
representatives. 

“Senator BARKLEY. Yes. 

“Senator Tart. I still do not think it is clear. I think it certainly ought to be 
explained on the floor of the Senate if that is the fact, because this Bretton Woods 
bill says: 

‘*The Council * * * shall recommend to the President general policy direc- 

ves for the guidance of the representatives of the United States on the fund 
ind the bank.’ 

“T mean that Council actually directs. They have power to determine policy 


completely. Now, that policy is not quite so clear over the Export-Import Bank. 
It says in (b) (3) that they shall coordinate the policies and operations of the 
Export-Import Bank by consultation or otherwise. Then after you pass that 


you come and set up a brandnew Export-Import Bank bill, the Export-Import 
Bank bill of 1945, and in that you vest the management in the Export-Import 
Bank Board of Directors, and you make it clear that these same five people are 
only advisory. Only advisory: not policy determining. And it seems to me you 
repeal the provisions of the Export-Import Bank bill if you come and pass it 
afterward. 

“Mr, Acnreson. Well, I think I have just tried to point out that this paragraph 
that you read, saying that they should issue directives 

“Senator Tarr. Applies only to the fund and the bank? 

“Mr. Acngson. Applies only to the fund and the bank. 

“Senator Tarr. You go down to (3) to get what they do to the Export-Import 
Bank 








~~ 
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“Mr. Acnrson. Well, the Bretton Woods Council issues directives on policy to 
the Bretton Woods representatives. It also advises and consults with them. 
Then it has an overall jurisdiction, as Senator Barkley pointed out, to coordinate 
with the fiscal agencies engaged in foreign operations. Now, we take the same 
members and say that they have the same advisory powers to the Export-Import 
Bank that they have to the Bretton Woods people. 

“Senator Tarr. Well, let us take an example. 

“Mr. Acugeson. They don’t issue directives, but they can coordinate if it is 
necessary to. Whatever is necessary to be done to coordinate the activities of 
these agencies they can do. 

“Senator Tarr. Well, supposing that the Export-Import Bank decides that they 
want to rake a loan of $200 million to Czechoslovakia, they consult the Board, 
and the Board says, ‘We don’t advise it.’ Can the Export-Import Bank go 
right ahead and do it anyway? 

“Mr. Crow.ey. Well, I wouldn’t 

“Senator Tarr. Or can the Council issue a directive and tell them not to do it? 
That is what I want to know. 

“Mr. Crow.ey. No. 

“Senator Tarr. What is the situation? 

“Mr. Crowriry. The whole theory of the committee in the House, Senator, was 
that the Export-Import Bank was to be an independent operating bank, and they 
were to determine their own loans and the terms under which they were to make 
them, and this committee was to be an advisory committee, in order that we might 
get an overall coordination; but the determination and the final judgment as to 
whether a loan was to be made, and for how much money and at what rate of 
interest and what terms, was left to the Board of Directors of the Export-Import 

Sank. 

“Senator Tarr. Well, I don’t think that is what the Bretton Woods bill does. 

“Mr. Crow ey. Is that correct [addressing associates]? 

“Senator Tarr. I think the Bretton Woods bill in effect gives them the same 
power to issue directives over them that they have over the fund and the bank 
representatives, and I think they ought to have it. It seems to me the policy of 
this Government on lending abroad ought to be coordinated in one group of people. 

“Mr. Acureson. It does give them the power to coordinate, and that is in sec- 
tion (3 

“Senator Tarr. Well, ‘coordinate’ is a word that doesn’t mean anything. Does 
it give them the power to issue directives to the Export-Import Bank? Mr. 
Crowley says ‘No.’ 

‘““Mr. Acnrgson. Well, if it is necessary to coordinate, ‘Yes.’ If it is a separate 
matter of policy which has nothing to do with the operations of other agencies, 
why, then ‘No.’ 

“Senator Tarr. Do vou agree to that, Mr. Crowley? [Laughter.] 

“Mr. Acneson. Well, in other words, I think the point is this, or there wouldn’t 
be any difference: If the American representatives on the bank and the fund 
on the bank were considering a particular loan to a particular country for a par- 
ticular purpose, and at the same time the Export-Import Bank was considering 
exactly the same loan for exactly the same purpose, this Council would tell one 
or the other of them not to duplicate the loan, or to give way to the other. 

“Senator Tarr. Well, they would advise them to do that, but Mr. Crowley says 
they don’t have to follow the advice and may issue the loan. 

“Mr. Crowtey. Well, I think any person who was managing the Export-Import 
Bank that wouldn’t cooperate to that extent, ought to be removed. That is 
purely an administrative matter as I see it’? (Senate hearings on H. R. 3771, pp. 
26—28). 

The legislation which followed these hearings failed to present clearcut answers 
to the questions: Was the Export-Import Bank entering upon a new type of loan 
program and would it duplicate the type of lending which the proposed Inter- 
national Bank would undertake? Instead of simplifying and clarifying the situa- 
tion, the Export-Import Bank Act of 1945 and the Bretton Woods Agreements 
Act of that same year remained silent as to the answers to these questions and 
created new problems. 

Po cy dete rmination 

One of the unique aspects of the Export-Import Bank Act of 1945 was its 
declaration of congressional policy coupled with the vesting of management in a 
Board of Directors, plus the creation of an Advisory Board to advise the Board 
of Directors on broad policy. The net effect was to have an announced policy 
by Congress, a future policy determining group called an Advisory Board and a 
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anagement group called a Board of Directors which was charged with the 
onsibility of managing the bank. It is significant that in a banking statute 
h as this, the powers and limitations of these three groups were not defined, 

yt in a very general way, leaving confusion as to which body was the policy 

aking authority. 

It is also worthy of note that in this banking statute reorganizing the Export- 

port Bank of 1945 the declaration of policy and purpose by the Congress, was 

1 of direction upon the types of loans which the agency might unde rtake 
only denominated that they be for the purpose of aiding in the financing and 
litating of exports and imports and the exchange of commodities between the 
ited States and any of its Territories or insular possessions and any foreign 
intry or the agencies or nationals thereof. Because of its importance a sub- 
intial portion of the Export-Import Bank Act of 1945 is presented: 

Be it enacted by the Senate and House of Representatives of the United States of 
{merica in Congress assembled, That this Act may be cited as the ‘Export- 
Import Bank Act of 1945”. 

Sec. 2. (a) The Export-Import Bank of Washington, District of Columbia, 
a banking corporation organized under the laws of the District of Columbia as 
an agency of the United States, is continued as an agency of the United States, 
and in additicn to existing charter powers, and without limitation as to the total 
mount of obligations thereto of any borrower, endorser, acceptor, obligor, or 

1arantor at any time outstanding, it is hereby authorized and empowered to 
ake loans, to discount, rediscount or guarantee notes, drafts, bills of exchange, 

d other evidence of debt, or participate in the same, for the purpose of aiding 
n the financing and facilitating of exports and imports and the exchange of com- 

odities between the United States or any of its Territories or insular pcssessions 
ind any foreign country or the agencies or nationals thereof. The Bank is hereby 
authorized to use all its assets, including capital and net earnings therefrom, and 
to use all moneys which have been or may hereafter be allocated to or borrowed 
by it, in the exercise of its functions as such agency. 

b) Itis the policy of the Congress that the Bank in the exercise of its functions 

uld supplement and encourage and not compete with private capital, and that 
loans, so far as possible consistently with carrying out the purposes of subsec- 

yn (a), shall generally be for specific purposes, and, in the judgment of the Board 

Directors, offer reasonable assurance of repayment. 

‘Sec. 3. (a) (1) The management of the Export-Import Bank of Washington 
hall be vested in a Board of Directors consisting of the Administrator of the 
Foreign Economic Administration, who shall serve as Chairman, the Secretary of 
State, and three persons appointed by the President of the United States by and 

h the advice and consent of the Senate. The Secretary of State, to such ex- 
tent as he deems it advisable, may designate to act for him in the discharge of 

s duties as a member of the Board of Directors any officer of the Department of 
State who shall have been appointed by and with the advice and consent of the 
senate. 

2) If the Foreign Economic Administration ceases to exist in the Office for 
kmergencvy Management in the Executive Office of the President, the President 
f the United States shall appoint by and with the advice and consent of the 
Senate another member of the Board of Directors. The member so appointed shall 
erve for the remainder of the existing terms of the other three appointed members 
but successors shall be appointed for terms of five vears. After the Foreign 
Kconomic Administrator ceases to be a member of the Board of Directors the 
President of the United States shall, from time to time, designate one of the 
members of the Board to serve as Chairman. 

3) Of the five members of the Board, not more than three shall be members 
of any one political party. Fach of the appointed directors shall devote his time 
not otherwise required by the business of the United States principally to the 
business of the Bank. Before entering upon his duties each of the directors so 
appointed and each officer of the Bank shall take an oath faithfully to discharge 
the duties of his office. The terms of the appointed directors shall be five years, 
except that the terms of the directors first appointed shall run from the date of 
appointment until June 30, 1950. Whenever a vacancy occurs among the directors 
so appointed, the person appointed to fill such vacancy shall hold office for the 
ae portion of the term of the director whose place he is selected to fill. 

ach of the appointed directors shall receive a salary at the rate of $12,000 per 
annum, unless he is an officer of the Bank, in which event he may elect to receive 
the salary of such officer. No director, officer, attorney, agent, or employee of the 
Bank shall in any manner, directly or indirectly, partic ipate in the deliberation 
ipon or the determination of any question affecting his personal interests, or the 
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interests of any corporation, partnership, or association in which he is directly 
or indirectly personally interested. 

“(b) A majority of the Board of Directors shall constitute a quorum, 

“(c) The Board of Directors shall adopt such bylaws as are necessary for the 
proper management and functioning of the Export-Import Bank of Washington, 
and may amend the same 

‘“(d) There shall be an Advisory Board consisting of the Chairman of the 
k:xport-[mport Bank of Washington, who shall serve as Chairman, the Secretary of 
State, the Secretary of the Treasury, the Secretary of Commerce, and the Chair- 
man of the Board of Governors of the Federal Reserve System, which shall meet at 
the call of the Chairman. The Advisory Board may make such recommendations 
to the Board of Directors as it deems advisable, and the Board of Directors shall 

vsult the Advisory Board on major questions of policy. 

‘le Until October 31, 1945, or until at least two of the members of the Board 
of Directors to be appointed have qualified as such directors, whichever is the 
earlier, the affairs of the Bank shal! continue to be managed by the existing Board 
of ‘Trustees 


f) The Export-Import Bank of Washington shall constitute an independent 
i States and neither the Bank nor any of its functions, powers, 


agency of the U nite« 


or duties shall t 





e transferred to or consolidated with any other department, agency, 


or corporation of the Government unless the Congress shall otherwise by law 
id 


provide 

pac. 4: * * * 

Src. 5. (a) The Secretary of the Treasury shall pay to the Reconstruction 
Finance Corporation the par value of the preferred stock upon its surrender to 
the Bank for canceilatior For the purpose of making such payments to the 


Reconstruction Finance Corporation the Secretary of the Treasury is authorized 
to use as a public-debt transaction the proceeds of any securities hereafter issued 
inder the Second Liberty Bond Act, as amended, and the purposes for which 
securities may by issued under that Act are extended to include such purpose. 
Payment under this subsection to the Reconstruction Finance Corporation shall 


be treated as publiec-debt transactions of the United States 


b) Any dividends on the preferred stock accumulated and unpaid to the date 
of its surrender for cancellation shall be paid to the Reconstruction Finance 
Corporation by the Bank 

SEC. - EN 


6. 
Sac.7. * ¢ 

‘Sec. 8. The provisions of the existing charter of the Bank relating to the term 
of its existence, to the management of its affairs, and to its capital stock are super- 
seded by the provisions of this Act and the Bank shall be exempt from compliance 
with any provisions of law relating to the amendment of certificates of incorpora- 
tion or to the retirement or increase of stock of District of Columbia corporations 
and from the payment of any fee or tax to the Recorder of Deeds of the District 
of Columbia determined upon the value or amount of capital stock of the Bank or 
any increase thereof 

“Sec. 9. The Export-Import Bank of Washington shall transmit to the Con- 
gress semiannually a complete and detailed report of its operations. The report 
shall be as of the close of business on June 30 and December 31 of each year. 

“Src. 10. Section 9 of the Act of January 31, 1935 (49 Stat. 4, ch. 2), as amended, 
is repealed 

“SEC 11. Notwithstanding the provisions of the Act of April 13, 1934 (48 Stat., 
ch. 112, p. 574), any person, including any individual, partnership, corporation, 
or association, may act for or participate with the Export-Import Bank of Wash- 
ington in any operation or transaction, or may acquire any obligation issued in 
connection with any operation or transaction, engaged in by the Bank. 

“Approved July 31, 1945.” [Export-Import Bank Act of 1945, Puble Law 173, 
79th Cong.(59 Stat. 526-529).] 

The same date that Congress enacted the above legislation it also passed the 
Bretton Woods Agreement Act, which further complicated the question of policy 
determination for the Export-Import Bank. This act provided for creation of a 
National Advisory Council which was to coordinate, as far as practicable, policies 
and operations of the representatives of the United States on the fund and Inter- 
national Bank and the Export-Import Bank of Washington, and all other agencies 
of the Government to the extent that they participated in making foreign loans 
or engaged in foreign financial transactions. The pertinent sections of that act 
are set out: 

“Sec. 4. (a) In order to coordinate the policies and operations of the representa- 
tives of the United States on the Fund and the Bank and of all agencies of the 


pel 
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ment which make or participate in making foreign loans or which engage 
reign financial, exchange or monetary transactions, there is hereby established 
National Advisory Council on International Monetary and Financial Problems 
after referred to as the ‘Council’), consisting of the Secretarv of the 
iry, aS Chairman, the Secretary of State, the Secretarv of Commerce, the 
rman of the Board of Governors of the Federal Reserve System, and the 
an of the Board of Trustees of the Export-Import Bank of Washington 
1) The Council, after consultation with the representatives of the United 
on the Fund and the Bank, shall recommend to the President general 
directives for the guidance of the representatives of the United States on 
Fund and the Bank 
») The Council shall advise and consult with the President and the repre- 
ves of the United States on the Fund and the Bank on major problems 
in the administration of the Fund and the Bank 
Che Council shall coordinate, by consultation or otherwise, so far as is 
icable, the policies and operations of the representatives of the United States 
Fund and the Bank, the Export-Import Bank of Washington and all other 
of the Government to the extent that they make or participate in the 


of foreign loans or engage in foreign financial, exchange or monetary 
ction: *" *, 
ec. 14. In the realization that additional measures of international economic 
eration are necessary to facilitate the expansion and balanced growth of 
rnational trade and render most effective the operations of the Fund and the 
it is hereby declared to be the policy of the United States to seek to bring 
irther agreement and cooperation among nations and international bodies, 
as possible, on Ways and means which will best reduce obstacles to and 
tions upon international trade, eliminate unfair trade practices, promote 
lly advantageous commercial relations, and otherwise facilitate the expan 
and balanced growth of international trade and promote the stability of 
rnational economic relations. In considering the policies of the United States 
reign lending and the policies of the Fund and the Bank, particularly in con 
g exchange transactions, the Council and the United States representatives 
the Fund and the Bank shall give careful consideration to the progress which 
been made in achieving such agreement and cooperation 
(Approved July 31, 1945.”’ [Bretton Woods Agreements Act, Public Law 171, 
9th Cong. (59 Stat. 512-513 and 517).] 
\s may be seen from a careful examination of section 3d of the Export-Import 
Bank Act of 1945 and section 4a of the Bretton Woods Agreements Act, the mem- 
hip of the Advisory Board to the Export-Import Bank and the National 
sory Council charged with the responsibility of coordinating the activities 
se engaged in foreign financial transactions, are identical Integrating 
e two acts especially with reference to the above sections, presents a hybrid 


ymaking hierarchy of a strange sort. First, policy of Congress is stated in 

os 2a and b of the Export-Import Bank Act of 1945 and section 14 of the 
Bretton Woods Agreements Act and the language connotes a variance of policy. 
tion 14 of the Bretton Woods Agreements Act is much more expansive. Next, 


tegrating the 2 acts, in addition to the 2 policy statements, a National 


\dvisory Council is charged with the responsibility of coordinating activities 
h in all likelihood must take on a flavor of policymaking. In addition, the 
port-Import Bank has a Board of Advisers for policymaking and, finally, it 
a Board of Directors who are responsible for the management of the bank, 

h management almost certainly implies a certain degree of policy determina- 


Later in 1945 authorization was given to the bank to finance trade with the 
Philippine Islands (Public Law 282, 79th Cong. (59 Stat. 666)). This amendment 
as designed to cover an area of financing which had been omitted by the Export- 
port Bank Act of 1945. 


neorporation under Federal charter 


On June 9, 1947, the bank was reincorporated under a Federal charter and the 
ling authority was limited to June 30, 1953 (Public Law 130, 80th Cong. 


61 Stat. 130)). The need for reincorporation was created due to the passage of 
Government Corporation Control Act, passed in 1945, which provided that 
ly owned Government corporations should not continue after June 30, 1948, 

in agency or instrumentality of the United States but that prior to that date 

uch corporation might be reincorporated by Congress for such pruposes and 
of existence as its predecessor corporation (Government Corporation Con- 
Act, Public Law 248, 79th Cong. (59 Stat. 602)). Under the reincorporation 
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the Export-Import Bank Act of 1945, was left intact except that provision was 
made for payment of dividends on capital stock (House hearings on 8. 993, dated 
May 8 and 12, 1947, pp. 1 and 2). 


The bank a processing agent 


During 1948, legislation was enacted by Congress requiring the Export-Import 
Bank of Washington to serve as a processing agent for certain financial transac- 
tions. The Economic Cooperation Administration was established and the Ad- 
ministrator was added as a member of the National Advisory Council, thus 
amending the Bretton Woods Agreements Act (Economic Cooperation Act of 
1948, Public Law 472, 80th Cong. (62 Stat. 141)). Under the act the Adminis- 
trator was authorized to direct the bank to make and administer credit on suc 
terms and conditions as he might specify after consultation with the National 


Advisory Council. Section 111, subsection (c) 2, provided for the allocation of 
funds to the bank for carrying out the direction of the Economic Cooperation 
Administrator Funds were to be raised by the sale of notes to the Treasury 


(ante, Economic Cooperation Act of 1948, Public Law 472, 80th Cong. (62 Stat. 
146 

In 1951 the Economie Cooperation Administration was abolished and its powers, 
functions, and responsibilities were transferred to the Mutual Security Agency 


(Mutual Security Act of 1951, Public Law 165, 82d Cong. (65 Stat. 378)). Pro- 
vision was also made for the transfer of personnel from the Economic Cooperation 
Administration to the newly created Mutual Security Agency. Mutual Security 


Agency was continued in 1953 (Public Law 118, 83d Cong. (67 Stat. 141)). 


Political considerations 


During 1951 the Export-Import Bank again received an increase in its lending 
authority from $3.5 billion to $4.5 billion, and the life of the bank was extended to 
June 30, 1958 (Public Law 158, 82d Cong. (65 Stat. 367)). Testimony at the 

' ; 


hearings on the measure to increase the lending authority illustrated one type of 
loan which the bank had undertaken in recent years. The excerpt below is 
typical: 

‘Senator Doua.uas. I do not want to ask a question, the reply to which might 
be embarrassing to the national interest of the country, but when you make 
your loans do you consider purely the economic purposes for which the loan is 
made, or do you also consider the political advantages of the loan? 

“Mr. GASTON We consider both. Obviously, we don’t follow the same policy 
in making loans to a country that is pursuing generally a policy hostile to the 
interest of the United States as we do in making a loan to a country which is 
pursuing a policy friendly to the United States. 

* + * * + + * 

“Senator DouGc.Las. From whom do you get advice as to the political aspects of 
your loans? From the State Department? 

“Mr. Gaston. From the State Department; yes, sir. 

7 * * + * * * 

“Senator Doucias. Can you make the loans conditional upon the institution 
by the Government of the reforms? 

“Mr. Gaston. We can make our loans conditional upon the administration of 
the loans in such a way that they will in themselves constitute a considerable 
degree of domestic reform. I wouldn’t say that we could take extraneous matters 
and bring themin. I don’t think we can trade like that, but I think we can make 
contracts for land cultivation 

‘Senator DouG.ias. In other words, if it were for irrigation, you would require 
wide land ownership? 

“Mr. Gaston. That is right, which would permit a breaking up of these large 
estates and break up this system, this ancient system of iandlordism and serfdom 
which they have all over the Middle East and which I think is a serious menace 
to the United States’? (Senate subcommittee hearings on 8. 2006, dated Aug. 
28, 1951, pp. 14-16 and 20-21 

From the above testimony it may be seen that though the loans were given 
political consideration, the primary concern was economic. Obviously, the 
political consideration was important, because if loans were made in countries 
hostile to the United States Government, there would be little protection for the 
loans. This in turn, was the application of sound business judgment. 


Venture into insurance 


In May 1953 the Export-Import Bank of Washington ventured into the insur- 
ance business. The need for insurance arose because of the inability of American 
exporters, particularly of such commodities as cotton, to arrange United States 
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ial-bank financing for their sales abroad without the risks being covered 

rance. Where a commodity is sold on terms calling for payment on arrival, 

anks will not finance the transaction without the risks being insured 
because of the fear that losses may occur as a result of such risks between 

e of arrival of the ship in port and the time at which the foreign purchaser 

itely takes title on shore (Rept. No. 320, House Banking and Currency 
mittee, on H. R. 4465, p. 5). 
nder this amendment to the Export-Import Bank Act of 1945, the bank was 
rized to provide insurance in an aggregate amount not in excess of $100 
outstanding at any one time for the benefit of citizens of the United States, 
iding corporations, partnerships, and associations organized and existing under 
laws of the United States or any State, District, Territory, or possession thereof 
nst the risks of losses of and damage to property of United States origin 
rted from the United States in commercial intercourse, and is located in any 
endly foreign country. The measure further provided that insurance of this 
pe was to be available only to the extent that it could not be obtained on reason- 
le terms and conditions from companies authorized to do an insurance business 
iuny State of the United States and to the extent that it could not be obtained 
m any agency of the United States Government providing marine or air war- 
insurance. Under the powers granted the bank is authorized to reinsure in 
le or in part and is empowered to use those companies as underwriting agents. 
ally, Congress granted the bank power to determine the terms and conditions 
ler which it will provide insurance, with the two restrictions, however, that 
insurance shall be based upon consideration of the risk involved and that the 
m of coverage shall not exceed 1 year, subject to renewal or extension for periods 
exceeding 1 year (Public Law 30, 83d Cong. (67 Stat. 28 
lential reorganization 
On April 30, 1953, the President of the United States sent to Congress a plan 
reorganizing the Export-Import Banks of Washington. The purpose of the 
anization plan was stated in the President’s message as being to simplify the 
unization of the Export-Import Bank of Washington by providing for a 
aging director at the head of the bank. In the words of the Chief Executive: 
Experience has demonstrated that the most effective performance of executive 
ms is more likely to be obtained under a single administrator than under a 
urd (Reorganization Plan No. 5 of 1953, H. Doe. No. 135, pp. 1 and 2).” 
| President’s message to Congress stated as authority for his action the pro- 
of the Reorganization Act of 1949, as amended. Pertinent portions of 
Reorganization Act of 1949 are here stated: 
Sec. 3. Whenever the President, after investigation, finds that— 

1) the transfer of the whole or any part of any agency, or of the whole 
or any part of the functions thereof, to the jurisdiction and control of any 
other agency; or 

2) the abolition of all or any part of the functions of any agency; or 

3) the consolidation or coordination of the whole or any part of any 
agency, or of the whole or any part of the functions thereof, with the whole 
or any part of any other agency or the functions thereof; or 

‘‘(4) the consolidation or coordination of any part of any agency or the 
functions thereof with any other part of the same agency or the functions 
thereof: or 

5) the authorization of any officer to delegate any of his functions; or 

6) the abolition of the whole or any part of any agency which agency or 
part does not have, or upon the taking effect of the reorganization plan will 
not have any functions, 

necessary to accomplish one or more of the purposes of section 2 (a), he shall 
epare a reorganization plan for the making of the reorganizations as to which 
has made findings and which he includes in the plan, and transmit such plan 
earing an identifying number) to the Congress, together with a declaration that, 
th respect to each reorganization included in the plan, he has found that such 
organization is necessary to accomplish one or more of the purposes of section 
xk * x 











L 


a . 
Sec. 4. Any reorganization plan transmitted by the President under sec- 


2 
ion 3 


(1) shall change, in such cases as he deems necessary, the name of any 
agency affected by a reorganization, and the title of its head; and shall desig- 
nate the name of any agency resulting from a reorganization and the title of 
its head; 


42493—54—pt. 18 
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2 include provisions for the appointment and compensation of th 
head and one nore other officers of anv agency (including an agency result- 
ing from a co! lation or other tvpe of reorganization) if the President finds. 
and in his message transmitting the plan declares, that by reason of a reor- 
ganization made by the plan uct provisions are necessary. re he head a 
provided for may be an individual or may be a commission or board with two 
or more member In the case of any such appointment the term of office 





not be fixed at more than four vears, the compensation shall not be at a 





rate in excess of that found by the President to prevail in respect of com 
parable officers in the executive branch, and, if the appointment is not under 
+] ified civil ‘vice. it sha! | } resident by : - 

lassified civil service, it sha!] be by the President, by and with the advice 
and consent of the Senate, except that, in the case of anv officer of the munik 


val govern! nt of the District of Columbia, it may be bv the Board of Com- 

missioners or other body or officer of such government designated in the plan 

3) shall make provision for the transfer or other disposition of the records 
yropertyv, and personnel affected by any reorganization; 


1) shall make provision for the transfer of such unexpended balances of 
‘ tions, and of other funds, available for use in connection with any 
function or agency affected by a reorganization, as he deems necessary by 
reason of the reorganization for use in connection with the functions affected 
by the reorganization, or for the use of the agency which shall have such 
functions after the reorganization plan is effective, but such unexpended bal- 
ances so transferred shall be used only for the purposes for which such appro- 

priation was originally made 
“*(E ake provision for terminating the affairs of any agenecv abolished. 
“Sec. 5. (a) No reorganization plan shail provide for, and no reorganizatio1 
under this Act shall have the effect of 
““(1) abolishing or transfert 








ng an executive department or all the functions 


in 
thereof or consolidating any two or more executive departments or all the 


functions thereof; or 

(2) continuing any agercy beyond the period authorized by law for its 
existence or beyond the time when it would have terminated if the reor- 
organization had not been made; or 

(3) continuing any function beyond the period authorized by law for its 

exercise, or beyond the time when it would have terminated if the reorganiza- 
tion had not been made; or 

‘“(4) authorizing any agency to exercise any function which is not expressly 
authorized bv la at the time the plan is transmitted to the Congress: or 

“*(5) increasing the term of any office beyond that provided by law for such 
office; or 

6) transferring to or consolidating with any other agency the municipal 

government of the District of Columbia or all those functions thereof which 
are subject to this Act, or abolishing said government or all said functions 

““(b) No provision contained in a reorganization plan shall take effect unless th« 
plan is transmitted to the Congress before April 1, 1953.” (Reorganization Act 
of 1949, Public Law 109 (63 Stat. 203—205).] 

The above subse 1Or Db) Was an ended by act of February 11, 1953, extending 
from April 1, 1953, to April 1, 1955, final date for transmission of reorganization 
plans to Congress (Public Law 3, 83d Cong. (67 Stat. 4)). 

The reorganization plan issued under the above legislation provided new 
management outlines of the bank Section 2 of the reorganization plan established 
a deputy director, to perform such functions as the Managing Director may from 
time to time prescribe and to act as the Managing Director during a vacancy in 
the office of Managing Director. Section 3 established the position of Assistant 
Director with civil-service status, to perform such duties as the Managing Di- 
rector from time to time may prescribe (Reorganization Plan No. 5 of 1953, H. 
Doc. No. 13: 

Sections 4, 5, 6, and 7 of the reorganization plan are set out because of their 
importance 

Sec. 4. FUNCTIONS TRANSFERRED TO THE MANAGING DiREcToR.—AIl func- 
tions of the Board of Directors of the Export-Import Bank of Washington aré 
hereby transferred to the Managing Director. 

‘Sec. 5. GENERAL POLICIES.—The National Advisory Council on International 
Monetary and Financial Problems shall from time to time establish general lend 








ing and other financial policies which shall govern the Managing Director in the 
conduct of the lending and other financial operations of the Bank. 
“Sec, 6. PERFORMANCE OF TRANSFERRED FUNCTIONS The managing Director 


may from time to time make such provisions as he deems appropriate authorizing 
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of t] erformance of any of the functions of the Managing Director by any other 
re - or by any agency or employee, of the Bank. 

fi 7. Arnouirion.—The following are hereby abolished 1) The Board of 
L rer tors of the Export-Import Bank of Washington, including the offices of the 
acd bers thereof provided for in section 3 (a) of the Export-Import Bank Act of 


amended; (2) the Advisory Board of the Bank, together with the fune 








off of the said Advisory Board; and (3) the function of the Chairman of the 
e at rd of Directors of the Export Import Bank of Washington of being a member 
col National Advisory Council on International Monetary and Financial Prob- 
under The Managing Director shall make such provisions as may be necessary 






dy nding up any outstanding affairs of the said abolished boards and offices not 
uy se provided for in this reorganization plan. 
Cx Sec. 8. * * * .” |Ante, p. 17, Reorganization Plan No. 5 of 1953 
Dla questions squarely raised by sections 4 and 5 of the plan relate to thei 
ord ipon the relationship between the | xport Import Bank and the Na mal 
ry Council. Certainly section 5 of the plan allowing the National Advisory 
ac of il to ‘‘establish general lending and other financial policies” of the Export- 
1 al rt Bank would seem to create a wider authority than its former power to 
vy | oon rdinate’”’ under the Bretton Woods Agreements Act (Bretton W oods 
ecte ent Act of 1945, Public Law 171, 79th Cong. (59 Stat. 512 Yet 
such rently this construction would give to the National Advisory Council cer 
| ba policymaking poweres formerly held by the Board of Directors of the Export- 
pro port Bank in spite of the fact that section 4 of the plan transfers ‘‘all functions 
Board of Directors” to the Managing Director. 
hed. Section 6 of the plan provides that the Managing Director may authorize the 
atic erformance of any of the functions of the Managing Director by any other 
licer or by any agency or employee of the Bank. Section 7 eliminates the func- 
f the Chairman of the Board of Directors of the Export-Import Bank of 
| the ng a member of the National Advisory Council on International Monetary 
1 Financial Problems. 
r it \s mav be observed from the foregoing, the net effect of this reorganization was 
reor entralize authority and responsibility The plan, though following the general 
nmendations of the Hoover Commission for centralizing authority, differed, 
r it at the Hoover Commission had recommended that the bank be placed under 
Liza { Department of the Treasury. 


PART 3. CONCLUSION 


Thr 


ough all the various changes and modifications in the Export-Import Bank 
nite theme or pattern has been consistent. From its inception the purpose 
1¢ bank, whether declared by Executive order or legislative direction, has 
to finance and facilitate the export-import trade of the United States. The 
: hanging policy has been to encourage and supplement private capital financing 
+} and not to compete with it. Despite the fact that this institution has traveled a 
road from depression, to war, to reconstruction, the purpose and policy have 
ained intact. 
iF Virtually every Congress, except in war years, has managed to legislate upon 
; . the bank’s existence or its activities. The legislation enacted has been broad 
rather than restrictive, thus enabling the bank to meet diverse needs. This 
is been to good effect in many instances but it has also created problems 











d One may well ask whether under the broad language of the Export-Import 

ai Bank Act of 1945, as amended, the bank was intended to continue in making 
rect loans to foreign governments for the purpose of reconstruction and develop- 

a ent The 1945 legislation was far less specific than the 1940 act, which stated 
Di early that it was enacted to assist in development of resources and stabilize 
H onomies, and assist in the orderly marketing of commodities of countries of 
the Western Hemisphere. Even an answer to this question, which would deny 

ais the bank the right to continue making reconstruction and development loans 


{i not solve matters, however, for there remains the gray area of doubt as 
what constitutes reconstruction and development and what constitutes an 
linary commercial-type loan. 

Kven if it be settled that the bank may continue to operate within the recon 
iction and development field the question remains: Should the bank continue 
that field when there is an international bank operating in that area? 

Legislation and presidential action have left doubt as to the management and 
icvymaking of the bank. The word ‘“‘coordinate’’ remains a term still eluding 

tion and vet, upon that nebulous concept and the meaning of sections 4 
and 5 of Reorganization Plan No. 5 of 1953, may well depend the future cours« 


f 
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and activities of the bank. This is so because if the power of the National 
Advisory Council has been enlarged by sections 4 and 5 of Reorganization Plan 
No. 5, so that the National Advisory Council can mandate policy to the Manag- 
ing Director of the bank, then the National Advisory Council on International 
Monetary and Financial Problems, actually holds the residual power to contro 
This becomes an important question when it is remembered that the bank no 
longer enjoys a vote on the National Advisorv Council. Yet, if “coordinate” 
means advise and integrate policies if possible, but not mandate, and no new 


power rests in National Advisory Council, then the power and future of the 
bank resides with its Managing Director 














STAFF MEMORANDUM 


CERTAIN LeGAL Aspects OF REORGANIZATION PLAN No. 5 or 1953 
(By H. K. Cuthbertson, Jr.) 


I, RELATIONSHIP OF THE EXPORT-IMPORT BANK TO THE NATIONAL ADVISORY 
COUNCIL AND TO THE ADVISORY BOARD TO THE EXPORT-IMPORT BANK PRIOR 
rO REORGANIZATION PLAN NO. 5 


The functions of both the Export-Import Bank and the National Advisory 
Council on International Monetary and Financial Problems (hereinafter referred 
to as NAC) as they existed prior to plan No. 5 were set out in 1945 under the 
Export-Import Bank Act of 1945! and the Bretton Woods Agreement Act, 
re spectively. 

Under the Export-Import Bank Act the “‘management”’ of that bank was vested 
in its Board of Directors In addition an Advisory Board consisting of the 

retaries of State, Treasury, Commerce, the Chairman of the Board of Gover- 
nors of the Federal Reserve System and the Chairman of the Export-Import 
Bank who was to serve as Chairman of the Advisory Board, was set up by the 
same act. This Board could make recommendations to the Export-Import 
Bank’s Board of Directors and should be consulted by the Directors ‘fon major 
questions of policy.’?5 Congress also directed in the bank act of 1945 that the 


Kxport-Import Bank was to constitute an independent agency of the United 
States.® 
‘ ave 





The Bretton Woods Agreement Act which affects the authoritative functions 
of both the Export-Import Bank and the NAC provided for the participation of 
the United States in both the International Monetary Fund and the International 
Bank for Reconstruction and Development and established the NAC. The NAC 
was to have the same composition as the Advisory Board of the Export-Import 
Bank with this exception; the Chairman of the NAC was to be the Secretary 
of the Treasury.’ Its purpose was “to coordinate the policies and operations of 
the representatives of the United States on the fund and the International Bank 





1 Public I ‘ong.; 12 U. S. C., sec. 635-635h 
? Public I ng.: 22 U.S. C., see, 286-285 
3**T he the Export-Import Bank of Washington shall be vested in a Board of Directors 


i 

consisting of the iministrator of the Foreign Economic Administration, who shall serve as Chairman, 

the Secretary of State, and three persons appointed by the President of the United States by and with the 

advice and consent of t Senate The Secretary of State to such extent as he deems it advisable, may 

desienate to act for him i e discharge of his duties asa member ofthe Board of Directors any officer of the 
epartment of State who shall have been appointed by and with the advice and consent of the Senate " 
blic Law 173, sec. 3 (a) (1), 79th Cong.; 12 U. 8. C., see. 1 (a) (1 

4“*There shall be an Adv 








it 





ry Board consisting of the Chairman of the Export-Import Bank of Washing- 
ton, who shall serve as Cl in, the Secretary of State, the Secretary of the Treasury, the Secretary of 
Commerce, and the Chairman of the Board of Governors of the Federal Reserve System, which shall meet 
at the call of the Chairman. The Advisory Board may make such recommendations to the Board of Direc- 
tors as it deems advisable, and the Board of Directors shall consult the Advisory Board on major questions 
if nolicy.”” Public Law 173, sec. 3 (d), 79th Cong.; 12 U.S. C., sec. 635 a (d). 

$ Supra note 4 

¢ «The Export-Import Bank of Washington shall constitute an independent agency of the United States 
and neither the bank nor any of its functions, powers, or duties shall be transferred to or consolidated with 
any other department, agency, or corporation of the Government unless the Congress shall otherwise by 
law t rovile.”’ Public Law 173, sec. 3 (f), 79th Cong.; 12 U. 8. C., see. 635 (f). 

™“In order to coordinate the policies and operations of the representatives of the United States on the 
fund and the bank and all agencies of the Government which make or participate in making foreign loans 
or which engage in foreign financial, exchange, or monetary transactions, there is hereby established the 
National Adviso-y Council on International Monetary and Financial Problems (hereinafter referred to 
as the ‘Council’), consisting of the Secretary of the Treasury, as Chairman, the Secretary of State, the 
Se-retary of Commerce, the Chairman of the Board of Governors of the Federal Reserve System, and 
the Chairman of the Board of Trustees of the Export-Import Bank of Washington.”” Public Law 171i, 
sec. 4 (a), 79th Cong.; 22 U. 8S. C. sec. 286b (a) 
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of all agencies of the Government which make or participate in making 
loans or which engage in foreign financial, exchange or monetary transac- 
8’ The NAC was to effect this coordination “by consultation or othe,s- 
’ “and to help effectuate this the Export-Import Bank was required to 
the NAC fully informed of its activities.’”’ ' 
problem then is to determine from the foregoing statutes the exact appor- 
ient of the total sphere of authority over the operations of the Export- 
rt Bank; the solution to which is not without its difficulties. 
would seem, at the outset, that the Advisory Board could make recommenda- 
to the Export-Import Bank’s Board of Directors and they in turn were 
ed with the duty to “cousult the Advisory Board on major questions of 
However, there was no statutory power in the Advisory Board to 
ce its reeommendations."% 

On the other hand the relationship between the Export-Import Bank and the 

\C was not free from doubt although characterized only by the power of the 
AC to coordinate the policies and operations of the fund, the International 

the Export-Import Bank, and other agencies. Even while hearings on the 
Woods Agreement Act were being held difficultv was experienced in in- 
reting the word ‘coordinate’ by members of the Senate Banking and Cur- 
Committee.4 In practice the same confusion has arisen over the word’s 
pe, with the Chairman of the NAC apparently taking the position that coordi 
means total policy making while the Export-Import Bank has maintained 
it it has independent powers over and above the coordinating powers ofthe 
AC. 
A basic rule of statutory construction is that when there is an ambiguity in a 
tatute, other statutes in para materia, may be consulted in order to determine 
legislative intent and further that if such statutes are in apparent conflict they 
so far as reasonably possible, construed so as to be in harmony with one 
her.® Certainly the history of the NAC coordination-clause of the Bretton 

Woods Agreement Act both prior and subsequent to its passs allow it to be 

haracterized as ambiguous. Therefore, the Export-Import Bank Act of 1945 
1 the Bretton Woods Agreement Act should be placed side by side in the 
reoscope for examination and clarification. 

Taking that part of the Export-Import Bank Act of 1945 setting up the Advi- 
Board for the Export-Import Bank which was discussed previously and 
icing it beside the NAC coordination-clause of the Bretton Woods Agreement’s 

\ it would seem that the coordination intended by Congress was the limited 

of harmonizing the activities of the Export-Import Bank with those of the 
ernational Bank; a prevention of conflict. Otherwise, there would be no 
ison for Congress to set up the Advisory Board with which the Export-Import 

Bank Directors should consult on ‘‘major questions of policy,’ for such a func- 








rat ‘ 
he ¢ neil shall coordinate, by consultation or otherwise, so far is } ble, the policies and 
i he representatives of the United States on the fund and the bank, t i:xport-Import Bank 
Vashington and all other agencies of the Government to the extent that y make or participate in the 
r of foreign loans or engage in foreign financial, exchange or monetary transactions.’”’ Public Law 
4 (b) (3), 79th Cong.; 22 U. S. C., sec. 286b (b) (3). 





‘ United States on the fund and the bank, and the Export-Import Bank 
ngton (and all other agencies of the Government to the extent that they make or participate in the 
of foreign loans or engage in foreign financial, exchange, or monetary transactions) shall keep the 
incil fully informed of their activities and shall provide the Council with such further information or 
their possession as the Council may deem necessary to the appropriate discharge of its responsi 
inder this act.” Public Law 171, sec. 4 (c), 79th Cong.; 12 U. 8. C., see. 


presentatives of th 












lo recommend is to present as one’s advice or choice or as having one’s approval and involves th 
that another has the final decision.’”” People of Virgin Islands v. Price (181 F, 24 394, 396 
In Commissioner of Internal Revenue v. John A. Whalthen Distillery Co 17 F. 2d 998, 1001), the court 
said lhe word ‘consult’ means—‘to seek the opinion or advice of another; to take counsel; to deliberate 





ether; to confer * * *; to apply for information or instruction. * * *’ Webster’s New Internationa] 
onary, 2d edition. There is no suggestion that consulting implies obtaining consent.’ 
ipra note 4. This is the only reference to the Advisory Board in the Act. 
‘Senator Tart. I still do not think it isclear. I think it certainly ought to be explained on the floor of 
the Senate if that is the fact, because this Bretton Woods bill says: The Council * * * shall recom- 
mend to the President general policy directives for the guidance of the representatives of the United States 
the fund and the bank. I mean that the Council actually directs. They have power to determine 
policy completely. Now, that policy is not quite so clear over the Export-Import Bank. It says in (b) (3) 
hat they shall coordinate the policies and operations of the Export-Import Bank by consultation or other- 
wise. Then after you pass that you come and set up a brand-new Export-Import Bank bill, the Export 
Import Bank bill of 1945, and in that you vest the management in the Export-Import Bank Board of Di- 
rectors, and you make it clear that these same five people are only advisory. Only advisory; not policy 
letermining. And it seems to me you repeal the provisions of the Export-Import Bank bill if you come 
ind pass it afterward.’’ Hearings before Senate Banking and Currency Committee, 79th Cong., on H. B 
3771, July 17 and 18, 1945. See also Congressional Record of July 20, 1945, pp. 7958 and 7959. 
Sutherland, Statutory Construction, sec. 5201. 





' Supra note 11. 
’ Supra note 9 
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tio1 ould be included in the extremely broad definition of “coordination’’ con- 
tended for by the NA¢ 

Further, the Bretton Woods Agreement Act contains a number of additional 
provisions which give the NAC supervisory power over the United States repre- 
sentatives on the fund and International Bank; provisions which would not seen 
to be necessary if the word “coordination” would give the NAC general authority 


ing of coordination is the one commonly given usage: 
authori to fit together two or more equal forces rather than the exercise of 
thorit 1 t is apparent therefore that the policy-making power 
sank under the 1945 acts rested with the Board of 

rs of that bank except where such policy conflicted with the policy of the 


International Monetary Fund, International Bank, or other agencies of the 
Government making or participating in the making of foreign loans or engaging 
in foreign financial, exchange, or monetary transactions. Indeed this was the 
positlor f Dea Acheson, he Assistant Secretary of state, when he explained 
the Bretton Woods Agreement Act before the Senate Banking and Currency 























Phis analysis 1 ld | nplete if the subsequent interpretation of and prac- 

1 | ) and Export-Import Bank Acts were not set out 

Unfortunatel this area too, has been far from clear and is probably the genesis 

f the probler it exists today. In general it would appear that the NAC has 

fact, provided the Export-Import Bank with overall policy direction with the bank 

antl aintaini at it had independent powers to establish policy Ac- 

he issue was never met, for the NAC has always deferred to the Chairman 
f Export-Import Bank’s Board of Directors on any particular matter. 

In concl n it should be noted that no attempt has been made here to set 
out the precise scope of the NAC’s policy making authority over the Export- 
Import Bank rhe science of semantics is too illusory for this; only general 
areas can be blocked out However, it can be assumed that the area of policy- 
making } er given to the NAC is quite large in view of the extent of operations 

f the World Bank, and those governmental agencies which in the catchall phrase, 
make or participate in the making of foreign loans or engage in foreign financial, 
exchange or monetary transactions.” Certainly the statutes discussed require 
the NAC t ‘igh the actions of the Export-Import Bank in one side of a balance 
as agai the actions of another agency in the foreign finance picture and not 
olated ex ition unrelated to anything else 
Il. THE LEGAL EFFECT OF A REORGANIZATION PLAN 

Che precise ul effect of a reorganization plan has nowhere been specificall; 
pelled out eit in t ase law or by the legal writers.” Nevertheless Congress 
itself has given us some very clear suggestions to aid in this inquiry. 

Cour tation with the representatives of the United States on the fund and the 
President general policy directives for the guidance of the representatives 

The ¢ ] ( " e Pre i epresentatives of the United States- 
on the fund and the bank ajor problems ar g in the administration of the fund and the bank 

‘Wher u! he les of re ent of the fur r the articles of agreement of the bank, the ap- 

nt I ed St i ed before ar iv he done by the respective 
ir ( le ‘ ich l, cor t, or nt shall be given or refused 
shall the te ich de t prol ted by sec. 5 of this act) be made by the Council, under the 
general ection « ‘ ent No governor, executive director, or alternate representing the United 
States shall vote ir I r of tion under art. V, sec. 4, or in favor of any declaration of t! 
United States dollar as urreney under art. VII, s¢ of the articles of agreement of the fund, 
thout ay f ( il 
Law 17 th Co 22 S. ¢ SF b) (1), 28 2) and 286! (4) 
loesn’t mean anything. Does it give them the 
Mr. Crowley says ““No”,’” 
‘Toe.” ER ite matter of policy whi 
ther airings before the Senate 





R 71, July 17 and 18, 1945 

ny reorganization acts (see S. Rept. 638 of the 79tl 
1 the issue by holding that subsequent acts of 

actions. Swayne and Hoyt v. U.S. (300 U. 


lary that the legislative function cannot be dele- 
i than heeded the maxum was not used until 
e 20 New York University Law Quarterly Review 
the NIRA was held unconstitutional and specific 
i that the constitutiona) status of the Reor- 
Schechter case, the NIRA, the Reorgan- 





nd the statute it declared constitutional, the Emer 
believe in effect overruled Schechter. 
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Committee on the Judiciary in its report 2! on the Reorganization 

















f 194 an act similar to the Reorganization Act of 1949, made the follow- 
tioy atement: 
repr | an effort to achieve the practical objectives of reorganization of the executive 
Sa, this bill provides that part of the legislative power of the ( ongress shall be 
1orit | to the President, and that the action of the President, taken in the exer- 
“4 he legislative power so delegated, shall be the law of the land unless it be set 
isa vy a resolution passed by a majority of either Hous Italics added. ]} 
ise ulidity of this admission by the Congress is proven by section 9 (2) (1) of 
OWer Reorganization Act of 1949 which says inter alia: 
rd of iny statute enacted, and any regulation or other action made, prescribed, issued, 
f the ed, or performed in respect of or by any agency or function affected by a re- 
, 6 ¢ i ation under the provisions of this Act, before the effective date of such 
{ nization, shall, ¢ pt to the extent rescinded, modified, superseded, or made un- 
or unde autho ty of law ort I the abolition of a functhio .. have the same 
Alned as u ich reorganization had not een made; * * * F Italics added 
en t seems clear from the above, therefore, that a reorganization plan submitted 
President and not disapproved bv either House of Congress has the same 
pra ind force as any statute passed by Congress. Any other position would 
eaningless the admission by Congress in Senate report on the Reorganiza- 
nesis .et of 1945 that a reorganization plan is ‘‘the law of the land’’ and also sec- 
‘ 9 (a 1) of the Reorganization Act of 1949 stating that statutes can be 
bank nded, modified, superseded, or made unapplicable”’ by a reorganization plan 
her a reorganization plan can be called a statute when it has not been 
a tively acted upon by both Houses of Congress and then signed by the Presi- 
purely academic for such a plan would seem to have all the attributes and 
) t ts of a statute 
eral Ill. CHANGES MADE BY REORGANIZATION PLAN NO, 5 OF 1953 


R reanization Plan No. 5 of 1953 24 abolished l the Board of Directors of 
Export-Import Bank (2) the Advisory Board and (3) the function of the 
1irman of the Board of Directors of being a member of the NAC. In addition 








in plan by section 4 transferred “all functions of the Board of Directors’’ to a 
i ly created Managing Director ?5 and directed by section 5 that the NAC 
1 “establish general lending and other financial policies which shall govern 
Managing Director in the conduct of the lending and other financial operations 

bank.”’ 2 
The questions squarely raised by section 4 and section 5 of the plan relate to 
effect upon the relationship between the Export-Import Bank and the NAC 
ul] ch has been previously discussed. Neither section 4 nor section 5 can be con- 
re lered separately for similar to the rule of In Para Materia,?’ is the venerable 


if statutory construction that a statute is passed as a whole and not in parts 
ections. therefore, each part or section should be construed with every other 
rt or section so as to produce a harmonious whole.”* 

Certainly section 5 of the plan allowing NAC to “establish general lending and 
financial policies”’ of the Export Import Bank would seem to create a wider 
rity than its former power to merely “ceoordinate’”’ under the Bretton Woods 

eements Act.2* Yet this construction would give to the NAC certain policy 

king powers formerly held by the Board of Directors ® in spite of the fact that 
tion 4 of the plan transfers “all functions of the Board of Directors’’ to the 

Managing Director. 

On the other hand to construe section 4 to mean that the exact powers, no 


‘ 


or no less, of the Board of Directors were to be transferred to the Managing 


rector would equate the words ‘“‘coordinate,’’ found in the Bretton Woods 
1 


Rept. 638, 79th C 


{ Se ( 
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Agreement Act, and “establish general lending and other financial polici 
contained in section 5 of the plan dealing with the NAC. Clearly this latter 
interpretation would flv in the face of another rule of statutory constructio; 
which presumes that a change of meaning was intended by the legislature if words 
used in prior statute are omitted and different words are substituted in a super 
seding statute. 

However both sections of the statute would be in focus at the same time in o 


stereoscope and would give a harmonious picture if the transfer by section 4 of th¢ ' 
plan of “all functions’ from the Board of Directors to the Managing Director | 
meant something other than the transfer of all the functions which the Board of | 
Directors had under the Export-Import Bank Act of 1945 and the Bretton Woods | 
Agreement Act. Certainly there is nothing which absolutely requires this latter | \ 


meaning for it could also be said that the term “all functions” means all functions 
not transferred by section 5; an interpretation which would not conflict with 
section 4 ’ 

Such a construction would presumably be in harmony with the position taken 
by the NAC since 1945 and which possibly could have had some influence in thi 
drafting of Reorganization Plan No. 5 of 1953. Too, such a construction would 
be an adoption of the rule of statutory construction that the legislative intent is 
paramount. 

Along these same lines it has been established that where two provisions ar 
irreconcilable, the one which expresses the intent of the lawmakers should con 
trol. If it is correct to assume that the NAC was instrumental in the drafting 
of plan No. 5 then it follows that it was the intent to have section 4 transfer onl\ 


those functions to the Managing Director that were not transferred to the NA( ut 
This even if section 4 and section 5 of the plan are in conflict. 
In conclusion it would seem that the formulation of fundamental policy of the ( 


Export-Import Bank has been placed in the NAC by section 5 of Reorganization 
Plan No. 5, and in addition the Managing Director of the Export-Import Bank 
has only ordinary, routine, and managerial powers under section 4 of the reorgani- 


zation plan.*4 
IV. LEGALITY OF CHANGES MADE BY REORGANIZATION PLAN NO. 5 OF 1953 


It has been suggested that section 5 (a) (4) of the Reorganization Act of 1949 
which provides that no reorganization plan shall authorize any agency to exercis 
any function which is not expressly authorized by law at the time the plan is 
transmitted to Congress,*® would prevent the NAC from assuming any new func 
tions not authorized in the Bretton Woods Agreement Act or the Export-Import 
Bank Act of 1945. There is no merit to this contention. 

Such a construction would render inoperative section 3 (1) of the Reorganiza 
tion Act of 1949 which permits the President to prepare a reorganization plan 
when he finds that ‘‘the transfer of the whole or any part of any agency, or the 
whole or any part of the functions thereof, to the jurisdiction and control of any 








1 Sutherland, Sta ry Construction, sec. 5202 











? Crawford, Statutory Construction, sec. 16¢ 
33 Ibid. f 
‘**As used in the general] corporation law of Delaware, sec. 9, providing that the board of directors may 

designate two or more of their number as an executive committee which shall have the powers of the boat 

of directors ‘in the management of business and affairs’ of the company, the words quoted authorized 

the delegation of ministerial, current, ordinary and routine powers, but not the power to inaugurate radical 7 





al, 

departures from fundamental policies and methods of conducting the business as described by the dire« 
torate’’ (Fensterer v. Pressure Lighting Company, 149 N. Y. 8. 49, 52; 85, misc. 621). (See also Zollman, 
Banks and Banking c. 2012 where it is said, ‘‘The executive officers are in charge of the details of the 
business, whereas ors are concerned more with the formulation of the general policy of the corpora 
tion.’ Apparently then the Managing Director of the Export-Import Bank has the functions of an 
executive committee and the NAC the functions of a bank’s board of directors. 

%§ No reorganization plan shall provide for, and no reorganization under this act shall have the effect 
of—‘“‘authorizing any agency to exercise any function which is not expressly authorized by law at the time 
the plan is transmitted to the Congress.’’ Public Law 109, 8ist Cong.; 5 U. 8. C. sec. 133Z-3. 













= 
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M ey’’® would accomplish one of the purpose of the act.*’ A more 
latter j ible interpretation of section 5 (a 4) of the Reorganization Act of 1949 
act it it to the creation of new functions for the agency being transferred in 
, r in part In fact to apply the former construction of section 5 (a) (4 
8 | e to in effect prohibit the transfer of authority to any agency. Congress 
have contemplated this In otber words section 5 (a) (4) prohibits the 
not the transfer of functions. 
ort r the Export-Import Bank Act of 1945 the Export-Import Bank was set 
mn in independent agency which, along with any of its functions, powers, or 
aid as not to be transferred or consolidated with any other agency unless the 
Vi ess should otherwise by law provide.** 
latt is been pointed out previously section 5 of Reorganization Plan No. 5 
ct the NAC the power to “establish general lending and other financial 
wit over the Export-Import Bank has in fact placed the policy making 
the NAC, This situation may be likened to the typical bank organiza- 
taker ere the executive officers (here the Managing Director) are in charge of 
ht 1ils of the business and the directors (here the NAC) are concerned more 
vould formulation of the general policy of the bank 
ent ere ha there been any attempt to define the term “i dependent agencvy,”’ 
parently it is generally applied to any governmental agency not an executive 
S al ent headed up by a secretary Further, of course, it has never been de- 
I hether an agency retains its label of “independent”’ if it is transferred to 
ut ler another independent agency as has been done functionally if not formally 
( 


he Export-Import Bank, the letter of the President transmitting Reorgani- 
NA Plan No. 5 of 1953, notwithstanding.* 
ther the Export-Import Bank is still an independent agency or not is 


I shadowboxing for subsequent to the Export-Import Bank Act of 1945 
at ress has bv law provided for the bank’s possible depe ndence I irst. by the 
real il grant of power to the executive in the Reorganization Act of 1949 “ and 
a 1, by Congress’ failure to veto Reorganization Plan No. 5 of 1953. Thus 


1 seem that the provisior s of plan No. 5 are a legitimate function of the 























ive 
the President, after investigation, finds that the transfer of the whole or any part of any 
the whole or a part of the functions thereof, to the jurisdiction and control of any other 
** ( iry t ymplish one or more of the purpo f sec. 2 (a) he shall prepare a reorgani- 
mak of t rganizations as to which he has made findings and which he includes 
& I T { aX ‘ be , 1 4 1d til 1 eT t e ( I re I ethe 
ect to each re wn ion included in the plan, he has fou that suc 
mp 0 I e of the purpose f sec, 2 The delivery to t 
os to each House while it is in se I Che President 
ull specify with respect to each abolitic fun 
the exercise of such function, ans 1 er he redt 
7ed so far yracticable) which it is probable will be brought ab the tal 
ot tions included in the plan” (Publie Law 109, 8ist Cong U. S. C. sec. 133-Z-1 
t President ind from time to time reexamine the organization of all agencies of the 
i t and e what changes therein are necessary to accomplish the following purposes 
note the better ex tion of the laws, the more effective mar nent of the executive branch 
ent and of it ncies and functions, and the expediti viministration of the public 
Tt e ( nditures and promote IT to the full nt consistent with the efficient 
of the Gove nt; (3) to increase th fficiency of the operations of the Government to the 
nt practicable; (4) to group, coordinate, and consolidate a of the Goverr 
nearly as may be, according to major purpose ») to reduce wencies by consoli 


or functions thereof 


nate overl ipping and 


those having similar functions under a single head, and to aboli 
t be necessary for the efficient conduct of the Government; and 
on of effort 

ss declares that the public interest demands the carrying out of the purposes specified in 

i that such purposes may be accomplished in great measure by proceeding under the pro- 


f this act, and can be accomplished more speedily thereby than by the enactment of specific leg- 

















Export-Import Bank of Washington shall constitute an independent agency of the United States 
t er the bank nor any of its functions, powers, or duties shall be transferred to or consolidated with 
lepartment, ag or corporation of the Government unl the Congress shall otherwise by 

Public Law 173, sec. 3 (f), 79th Cong.; 12 U. S. C., see. 635 f 





supra note 34, 
“Under the reorganization plan, the Export-Import Bank of Washington will continue in its status of 
rate entity, and independent agency, in the executive branch of the Government,”’ letter of President 
inying Reorganization Plan No. 5 of 1953 
: Ipra note 23. 
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STtarFF MEMORANDUM 


SuRVEY OF CONGRESSIONAL CoMMITTEE HEARINGS CONCERNING THE 
Export-IMrportT BANK OF WASHINGTON 


By Donald L. Rogers) 
PART I rH! DEPRESSION PERIOD (1933-39) 
Creation of the banlI } 


The authority for the creation of the Export-Import Bank stems from thi 
broad grant of power given to the President under section 2 (a) of the National 
Industrial Recovery Act to establish agencies to effectuate the policies of that act 
Public Law 67, 73d Cong. (48 Stat. 195); Legislative History of the Export- 
Import Bank, p. | It is interesting to note that in the House and Senate hearings 
on this act, there was no testimony offered concerning the possibility, or the neces- 
sity, of establishing such a banking institution (House hearings on H. R. 5564 
May 18, 19, and 2G, 1933, vol. No. 650; Senate hearings on 8. 1712 and H. R. 
5755, Mav 22. 26, 29. and 31. and June 1, 1933, vol. No. $23). 

The authority granted by the National Industrial Recovery Act was exercised 
in an Executive order dated February 2, 1934, which stated that the purpose of 
the bank was “‘to aid in financing and to facilitate exports and imports and the 
exchange of commodities between the United States and other nations or the 
agencies or nationals thereof’ (Executive Order 6581, dated February 2, 1934; 
Legislative History, p. 1). 

Che bank was incorporated under the laws of the District of Columbia with 
stock of $11 million (Legislative History, p. 2). The common stock of $1 million 
was subscribed and held by the Secretary of State and Secretary of Commerce in 
their official capacities as authorized by the Fourth Deficiency Act (Public Law 
77, 73d Cong. (48 Stat. 283)). The House hearings on the Fourth Deficiency Act 
do not mention the possibility of the establishment of an Export-Import Bank 

House hearings on H. R. 5389, April 20, 21, 22, 24, 25, and 26, 1933, vol. No. 651, 
it. 7 lhe preferred stock of $10 million was purch 
e Corporati D 








ased by the Reconstruction 
irsuant to the Bank Conservation Act (Public Law 1 
egislative History, p. 2). There are no printed hearir 
available on the Bank Conservation Act (Index of Congressional Hearings in the 
United States Senate Libarry 1935). 
A Second Export-Import Bank was created on March 9, 1934, by an Executive 
order which stated that this bank’s purpose also was “to aid in financing and t« 
it j | hange of commodities between the 
ited States and other natior or the agencies or nations tl ereof”’ (Exee itive 
Order 6638, dated March 9, 1934 Legi 





aI 


3d Cong 18 Stat 6): I 








e exports and imports ar 





History, pp 2-3). The Second 
Export-Import Bank was incorporated un 1c laws of the District of Columbia 
with common stock of $250,000 and pref d stock of $2,500,000 held in th 
same manner as the original bank (House hearings on H. R. 4240, January 23 
1935, vol. No. 697, p. 63 : 





Congress onal recognition of the bank 1935 6 

The exact reasons for establishing the two banks were revealed in January 
1935, in the House and Senate committee hearings on the bill to extend the life 
of the banks Mr. George N. Peek, President of the Export-Import Bank of 
Washington and the Second Export-Import Bank of Washington, testified that 
the original Export-Import Bank was set up immediately after the recognition 





of Russia to finance the expected trade with Russia. It was felt necessary to 
have the bank in order to deal with Amtorg, the sole purchasing agent for Russia. 


However, owing to the failure of the Russian debt negotiations, all activities of 
the bank were suspended, and the bank had remained inactive. The only 
business that the original bank had undertaken was to lend some money to the 
second bank. The reason for establishing the second bank was to provide credits 
for Cuba to purchase silver in the form of pesos minted in the United States. 
A $4 million transaction had taken place and another transaction for $4 million 
was at that time being carried on (House hearings on H. R. 4240, Jan. 23 and 24, 
1935, vol. No. 697, pp. 61, 63-64). Mr. Jesse H. Jones, Chairman of the Board 
of Directors of the Reconstruction Finance Corporation, corroborated this 
testimony (Senate hearings on 8. 1175, Jan. 23, 1935, vol. No. 474, pp. 23-24). 

Mr. Peek testified further that the second bank had extended its operations to 
other countries besides Cuba and gave the following reasons for the necessity of 
the bank’s services: 
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Che commercial banks in the United States would not make loans for 
rthan 6 months, and this was not a sufficient term of credit to handle business 
ion trade. 
Other governments were directing or controlling their foreign trade ac- 
and it was necessary in order to deal with them to have a focusing point 
United States for these activities 
Che fact that there were blocked exchanges in 35 foreign countries, which 
nted the transfer of funds to manufacturers in the United States to pay for 
ods they exported (House hearings, vol. No. 647, pp. 62-64 
ir. Peek stated that the second bank did not contemplate loaning money to 
countries, but was going to loan money only to American exporters and 
ters to be spent in America At that time, the second bank had commit- 


outstanding of roughly $12 million (House hearings, vol. No. 647, pp. 64, 


hearings resulted in an act which extended the life of the 2 banks until 
16, 1937, removed the 10 percent limitation on the amount that could be 
a single borrower and granted certain other powers not permissible under 
inking laws of the District of Columbia (Public Law 1, 74th Cong. (49 Stat. 4; 
itive History, p. 3)) 
e the purpose of the original Export-[mport Bank could not be carried out 
e of the breakdown of negotiations over the Russian debt, the trustees of 
inks decided to eliminate the second bank and transfer its functions to the 
yank An Executive order to that effect was issued, and the second bank 
iquidated on June 30, 1936 (Executive Order 7365, dated May 7, 1936; 
itive History, p. } 
anuary 1937, Congress extended the life of the bank until June 1939 (Public 
2, 75th Cong. (50 Stat. 5); Legislative History, pp. 4-5). The hearings on 
ict do not provide any significant information on the bank’s operations 
hearings on H. R. 2301, January 15, 1937, vol. No. 834, pt. 4, pp. 21-22 
er, the testimony in the House and Senate hearings on the Independent 
\ppropriation Act for 1938 (Public Law 171, 75th Cong 50 Stat. 348 ), 
d the activities of the bank at this time Mr. Warren Lee Pierson, 
nt of the Export-Import Bank, testified that the bank was performing three 


Finaneing the export of tobacco and cotton on 90-day credits, where such 
facilities were not available in private institutions 
2) Financing the export of heavy machinery, which required a longer term of 
n the 3 months eredit then available in the commercial banks. These 
trial loans were needed to prevent loss of markets to foreign competition. 
s were railroad equipment to Brazil, pipe and meters to Mexico, and used 
» Costa Rica 
Financing blocked exchange, where the release of the money would result 
enefit to the American exporters concerned (House hearings on H. R. 4064, 
ruary 23, 1937, vol. No. 785, pt. 2, pp 25; Senate hearings on H. R. 4064 
vol. No. 530, pt. 2, pp. 125-127 





> 
o 






| ruary 13, 1937 
r. Pierson testified further that the commercial banks were pleased with the 
activities because the bank was assisting to maintain markets abroad 

ks which the commercial banks were unwilling to take and because the bank 
handled every transaction possible through the medium of the commercial 
Mr. Pierson stated that the bank had capital of $21 million, had $17 

ion outstanding in loans and commitments, and had net earnings of $300,000 
rannum The bank’s business was conducted by a staff of 13 (House hearings, 
No. 785, pt. 2, pp. 23, 26 and 35; Senate hearings, vol. No. 530, pt. 2, p. 


Independent offices appropriation act (1937) 
In the House hearings on the Independent Offices Appropriation Act for 
39 (Public Law 534, 75th Cong. (52 Stat. 43)), held in December 1937, Mr. 
Pierson gave more details on the three areas of the bank’s financing: 
1) The only agricultural commodities that had been financed were tobacco 
cotton, and the customary term of credit was from three to 12 months. It 
as emphasized that the bank supplemented rather than competed with com- 
ercial banks and tried to maintain established trade channels. 


2) The long-term loans of from one to 5 years were for industrial products, 


1 


particulary heavy machinery, electrical and railway equipment. 


Mr. Pierson then stated that medium-term credit for the export of capital 
goods had been a recent development. It was thought that this type of credit 
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would increase in volume in the future, since such credit afforded a way to finan 
specific projects of merit in countries not presently entitled to unrestricted long- 
term loans 

(3) In the area of blocked exchange financing, advances were made to American 
exporters against installment notes issued by a responsible foreign bank or govern- 
ment in settlement of blocked dollar balances. Blocked exchanges were described 
as resulting from the shortage of free exchange which, in turn, was caused chiefly 
bv lack of exports to the United States and other free exchange countries (House 
hearings on H. R. 8887, December 14, 1937, vol. No. 807, pt. 1., pp. 828-83 

It was pointed out that the appropriations for the expenses of the Export 
Import Bank did not come out of Treasury funds. The appropriations were an 
authorization by Congress for the bank to use a portion of its own profits (House 
hearings, vol. No. 1807, pt. 1, p. 6 


Extension of l und increase in lending authority (1939) 


In 1939 Congress amended the law relating to the bank, and provided that the 
life of the bank be extended until June 30, 1941, and that the lending authority 
of the bank be limited to $100 million (Public Law 3, 76th Cong. (53 Stat. 510 


Legislative Histor mp. § In the hearings on these ame oes to the law 
Mr. Jesse H. Jones, Chairman of the Board of Directors of the Reconstruction 
Finance Corporation, stated that there had been som« denied ieee 
to the fact that Mr. Peek had some sort of special adviser on foreign trade. This 
loss had been made up, and there was no loss on the second bank when it was liqui- 
dated. H tated that the Export-Import Bank was needed because private 


apital was reluctant to extend foreign trade credits due to the foreign exchange 
ituation, and that the bank would continue to be needed until conditions became 
more settled If the bank hadn’t provided the credit, the export business con- 
cerned would have gone to other countries. The bank’s function was the granting 
of credit to United States exporters and importers, and was not an instrument 


of foreign policy He also suggested that the lending authority be limited to 
$125 million He stated that there was no limitation under the existing law, and 
that the purpose of the limitation was “to allay the fear of any one who might 
feel we might become too involved through the character of the loans.”’ He 
agreed to the $100 million limitation inserted in the law, but thought it might be 


a little close (House hearings on H. R. 4011, February 9, 1939, vol. No. 842, pt. 1, 
pp. 46, 87-88, 94-95; Senate hearings on S. 1084, February 14, 1939, vol. No. 
581, pt. 2, pp. 34-35 
Mr. Warren Lee Pierson, president of the Export-Import Bank, testified to the 
effect that the only direct loan to a foreign government went to Cuba. All the 
lending industrial nations had agencies comparable or better than the Export- 
Import Bank. The agricultural commodities dealt with by the bank would not 
have otherwise been sold in the foreign countries (Senate hearings, vol. No. 581, 
pt 2 pp 13, 45, 56 
The Export-Import Bank’s annual report for 1938 stated that the bank was 
still granting short-term agricultural commodity credit and medium-long term 
credit for industrial products but that no advances had been made during the 
year 1938 for blocked exchange Senate hearings, vol. No. 581, pt. 2, p. 61 
The committee received seve wal communications which favored the extension 
f the life of the bar k A letter from Cordell Hull, Secretary of State, restated 


the areas in which the bank functioned and then listed four features of the existing 
situation which nec ssitated the operation of the bank: 

(1) Existence of unemployment and agricultural surpluses. 

2) Existence of various types of cor ole over trade and delays in payment 


for trade, which were difficult for American exporters and bankers to handle by 


themselves. 

3) Virtual cessation of private capital investment to which other countries, 
especially in South America, could look for credit 

4) The fact that other governments were giving credit and financial assistance, 
and lack of such a program by the United States would mean Americans would 
lose business (Ser ate | hearings, vol. No. 581, pt. ie pp. 60-61). 

Telegrams in favor of extending the life of the bank were rece eived from Eugene 
P. Thomas, president of the National Foreign Trade Council; E. Guggenheim, 
vice president of the Tradesman National Bank & Trust Co.; aan L. T. Murray, 
secretary and general manager of the Texas Cotton Association (Senate hearings, 
vol. No. 581, pt. Y a pp. 36, 37, and 47 








Reorganization of the bank (1939 


The Reorganization Act of 1939 authorized the President to reorganize Gov- 
ernment agencies (Public Law 19, 76th Cong. (53 Stat. 561)). Pursuant to this 
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Reorganization Plan No. 1 placed the Export-Import Bank in the newly 

1 Federal Loan Agency (Legislative History, p. 5 There are no printed 

available on this act (Index of Congressional Hearings (1935 Supple- 

However, in the House hearings on the Supplemental Appropriation 

r 1940 (Public Law 160, 76th Cong. (53 Stat. 982)), held in June 1939, M1 
n Lee Pierson testified to the following effect: 

work of the bank had increased greatly during the last year, and the bank 


ynly had a staff of 138 employees. ‘This increase in business was due to the 
hat disturbe d political conditions throughout the world had eut down further 
lit extended by commercial banks In recent months, the comme rcial 
would not ¢ xtend 90-day credit for cotton exports There we re three gen- 


ypes of loans: 
Short-term agricultural loans 
) Medium-long-term loans of from 5 to 8 years for industrial development 
rt 
}) Credit lines opens d to small exporters, not to exces d $20,000. 
Chere had been no losses on the loans, but the Spanish Tobacco Monopoly was 
1! in payments on $46,500 owed on tobacco imported from the United States. 
yney loaned by the bank was substantially all spent in the United States 
| exception was a loan made in 1938, to an American contractor for the con- 
tion of public improvement in Haiti. This was the first of the development- 
vans, and it was estimated that two-thirds of the loan would result in pur- 
in America (House hearings on H. R. 6970, June 20, 1939, vol. No. 856, pt 


12.99 


p). de se 


] vendent O flice § A ppro} riation Act (1989 


the hearings on the Independent Offices Appropriation Act for 1941 (Public 


it i 
| 159, 76th Cong. (54 Stat. 119)), held in December 1939, Mr. Warren Lee 
Pierson described the areas of the bank’s activities. In addition to short-term 
ltural loans and medium-term (3 to 8 years) loans for the exportation of 
trial products, 3 other fields of activity were listed: 
Credits to foreign private and Government banks to provide prompt pay- 
to American exporters during periods when the country concerned was cul- 
iting major export crops. 
») Credits to American engineering concerns engaged in foreign-development 
ects of a constructive nature. 
Collection of former loans made abroad by other United States Govern- 
nt agencies. 

r. Pierson stated that the outbreak of war in Europe made it more and more 
difficult to obtain private financing of foreign trade and as a result the business 
the bank was increasing greatly. The war would not cause a great loss to 

bank, since there was only $3% million actually loaned to European countries 

fighting, out of total bank loans of over $110 million 
The following figures for annual fiscal net earnings of the bank were submitted 





1936 $170, 276 
1937 797, 402 
19238 SS5, 673 
1939 1, 744, 630 


irce; House hearings on H. R. 7922, Dec. 18, 1939, vol. No. 875, pt. 2, pp. 1055-1056, 1059. 
PART II. THE WORLD WAR II PERIOD (1940-44) 


functions for the bank (1940) 
The coming of all-out war to Europe was reflected in 1940 by Congress ex 
unding the bank, and revising its policies and functions. Senate bill No. 3069 
as introduced to authorize the Reconstruction Finance Corporation to make 
ins of up to $60 million to the Republic of Finland. However, the language of 
S. 3069 was later stricken out entirely, and new provisions were substituted 
lhe new bill provided that the lending authority of the Export-Import Bank 
uld be increased to $200 million, no more than $20 million could be lent to 
one country, no loans could be made to countries in default of their oblig: 
to the United States Government, and no loans could be made for imple- 





ments of war (Public Law 420, 76th Cong. (54 Stat. 38); Legislative History, 
pp. 5-6 Although repeatedly denied by persons testifying for the bill, many 


Members of Congress expressed the feeling that the true intent of the bill was to 
aid Finland (Senate hearings on 8S. 3069, January 31 and February 1, 6, and 7, 
1940, vol No 618, pt. 6, p. 1). 
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Che Senate hearings were opened with a letter from President Franklin D 
Roosevelt expressing his approval of the bill The letter stated that there was 
a great desire in the United States to assist Finland in financing the purchase of 
agricultural surpluses and manufactured products ‘‘not including implements of 
wal However, there was opposition to the creation of precedents which might 
ead to large credits to European nations. There would be loan applications 
coming in from Scandinavian countries and South America, but these matte: 
would be kept within the neutrality laws. The extension of credit would not 
threaten an involvement in the European war (Senate hearings, vol. No. 618, pt. 
6 ) ») 


Mr. Jesse H. Jones, Federal Loan Administrator, testified that the bill was 
not one for Finland alone, but to aid exports in general. He explained that the 
bank had been denied a request for an additional $100 million in the year before 
and would have needed the additional lending authority even if Russia had not 
invaded Finland. The reason for needing the additional money was because the 
bank had outstanding loans of $70 million and commitments of $60 million. 
Thus the bank was overcommitted by $30 million and could make no new loans 
until the lending authority was increased. 

Mr. Jones explained the lending policy of the bank by stating the Government 
had no right to lend money that it did not expect to be repaid. The reason that 
foreign governments defaulted on loans in the past was because they were lent 
too much money—more than they could possibly pay back. In making a loan 
to Finland, ‘the bank would have to take into account the military situation, 
besides the credit and commercial considerations. On all loans the bank con- 
sulted with the State Department, so that there was no conflict in policy. The 
Export-Import Bank was not the type of an agency to make loans for military 
purposes. No loans would be made in contravention of the Johnson Act or the 
neutrality laws Loans that had been made directly for the benefit of foreign 
governments were: $27 million to Cuba in 1934-35, $25 million to China in 1938, 
$215 million to Panama in 1939, and a recent grant of $10 million to Finland 
(Senate hearings, vol. No. 618, pt. 6, pp. 2-28; House hearings on 8S. 3069 (H. R. 
8477), February 16, 19, and 20, 1940, vol. No. 889, pt. 2, pp. 3-50, 71-75). 

Mr. Green H. Hackworth, legal adviser for the State Department, testified 
briefly tha he United States aircraft industry could not be assisted under the 
existing language of the bill, and that a loan to Finland under this bill would not 
violate the neutrality laws (House hearings, vol. No. 889, pt. 2, pp. 51-69). 





Mr. John H. Jouett, president of the Aeronautical Chamber of Commerce of 
America, appeared in behalf of an amendment to exempt commercial airplanes 
from the classification of implements of war (House hearings, vol. No. 889, pt. 2, 
pp. 86-87). Commercial airplanes were exempted by the act (Legislative History, 
p. 5 

Several months later in the summer of 1940, legislation was introduced to 
increase the lending authority of the bank to $700 million and to extend its life 
to January 22, 1947, for the following purposes: ‘‘To assist in the development 
of the resources, the stabilization of the economies and the orderly marketing of 
the products of the countries of the Western Hemisphere’”’ (Public Law 792, 76th 
Cong. (54 Stat. 961); Legislative History, p. 6). The hearings before the House 
committee were opened by a telegram from Cordell Hull, Secretary of State, in 
which he stated that the enactment of this legislation for the Export-Import 
Bank was necessary to enable the United States to make its economic contribution 
in carr’ out the program laid down by the Habana Conference. (See telegram 

] 


lr 
on pp. 7 f j 


a “ 
8 of Legislative History. 

President Roosevelt’s message on the bill stated that the war was preventing 
the normal flow to markets of the surplus products of the Western Hemisphere 
This had caused distressed selling of these products. The bank could be of assist- 
ance to our neighbors by financing and handling of some part of this surplus to 
prevent excessive price fluctuations (House hearings on H. R. 10212, superseded 
by H. R. 10361, August 6, 7, 8, 13, and 14, 1940, vol. No. 889, pt. 3., pp. 2-3). 

‘Similar communications of approval were received from South Trimble, Jr 
Acting Secretary of Commerce; Claude Wickard, Secretary of Agriculture; and 
D. W. Bell, Acting Secretary of the Treasury (House hearings, vol. No. 889, 
pt. 3, pp. 3-5 

Mr. Jesse H. Jones, Federal Loan Administrator, opened his testimony by 
reading the memorandum shown on page 7 of the legislative history. Mr. Jones 
explained that this bill was a departure from the previous theory of the bank to aid 
\merican manufacturers in their foreign business. The main purpose of the bill 
was to assist the countries of the Western Hemisphere in developing and increasing 
their trade with each other. 


re 
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following information was given regarding the specific purposes of the bill: 





Che type of natural resources to be de veloped were th se that were imported 
ast United States, e. g., rubber, tin, manganese, etc. The production of these 
if ; ts abroad would in turn increase trade with the United States It was not 


plated to encourage the production of agricultural products that would 
with those of the United States 
Bot Che stabilization of the economies was to be achieved by increasing the 


ad not rts of the Latin American countries and by assisting in building the projects 
5, p eded 

}) As to the orderly marketing of products of the Western Hemisphere, the 
. 8 ad no definite plan in mind to achieve this It would be a matter of nego- 
ab the and a loan on surpluses would be treated just as any other business loan 
el re had been no requests at that time for loans on the commodities of any 
d ntry (He se hearings, vol. No. 889, pt. 3., pp. 35, 40-41, 52, 90-91) p 
il Ul [r. Jones emphasized that the bill was not a subterfuge to violate the neutrality 
itl ; 


by denying the Axis Powers an opportunity to purchase these surplus 
jucts nor was its purpose to provide credits for the Allied Powers. The loans 
suld be made largely in the interests of this country, in the interest of our national 


mer economic defense. However, it was necessary to keep the good will of the 
tha itin American countries and increase our business with them by furnishing 

- lit rhe loans would be for specific purposes and largely for manufactured 
- ds \to be purchased in the United States. No loans would be made without 
UOT approval of the State Department (House hearings, vol. No. 889, pt. 3, pp. 
on 35, 38, 91, 103-105). 

Che bill removed the $20 million limitation on the amount that could be loaned 
Itar the government, agencies or nationals of any one country. The bill also 
r the ved the restrictions on loaning money to buy war materials and left the 
rei) r in the discretion of the bank’s Board of Directors. Thus loans could be 
1938 ide for military and naval equipment to be purchased in the United States 
lar d louse hearings, vol. No. 889, pt. 3, pp. 37-38 
1. R Ir. Jones reviewed the past history of the bank and stated there had been no 

ilts on the South American loans. The following figures were given for the 
_ ness of the bank from February 12, 1934 to June 30, 1940: 
ly Million | Million 
) il commitments $436 | Total of repayments : as $61 
e of il cancellations 119} Loan outstanding 3 , 98 
ane il disbursements 160 | Undisbursed commitments___-_-- 158 
t. 2 Net earnings for fiscal 1940 were $3,003,186 (Senate hearings on 8. 4204, July 

ry ), 1940, vol. No. 629, pt. 2, pp. 15, 37 

dq artime activities of the bank (1941-44) 

luring the period from 1941 through 1944, there were no legislative changes in 
nent Export-Import Bank. The congressional hearings on the appropriation bills 
g ol ring this time do not give detailed information on the activities of the bank for 
76 rity reasons. However, the figures released show the expansion of the bank’s 
OUS iuncing. Net earnings for the fiscal years were 
; Million Million 
: 940 B : _ $3.311943 ited $7. 6 
zs 4] 5. 3| 1944 id 7.5 

§42 i = 7 5 
T 
Statement of May 11, 1944 
Million Million 

5 otal commitments $1, 185 | Total repayments . $234 
» otal cancellations 330 | Outstanding loans cata c 219 

I; lotal disbursements - - ~~~ -- 453 | Undistributed commitments - - -- 400 
and Mr. Warren Lee Pierson, President of the Export-Import Bank, testified in 
889 May 1944, that there had been only one loan in default and that was by an 

American importer for $178,000. The bank was engaged in financing the export 

of materials and equipment for projects vital to the war effort, e. g., an 18-year 
ne loan of $45 million for a steel mill in Brazil, as well as the development of resources 
aid to supply strategic materials needed by the United States. In addition the 
bill bank was cooperating with private commercial banks in arranging letters of ¢redit 
ng lesigned to continue the shipment to Latin America of the products necessary 
to the economic life of those countries (House hearings on H. R. 4937, May 12, 


1944, vol. No. 1016, pt. 5, pp. 460-463). 
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The administration of the Export-Import Bank was transferred several tiny 
during the course of the war. In 1942, the bank was placed by Executive orde; 
under the Office of the Secretary of Commerce (Executive Order 9071, dated 
February 24, 1942). In 1943, the bank was transferred twice—first to the Offic 
of Economic Warfare and later to the Foreign Economic Administration wher: 
the bank remained until 1945 (Executive Order 9361, dated July 15, 1943: 
Executive Order 9380, dated September 25, 1943; Legislative History, p. 8 


PART III. THE POSTWAR PERIOD (1945-50) 


The Bretton Woods igreements Act 1944 





In 1945 plans were laid for the part that the United States would play in the | 
postwar financing of foreign trade. In the spring of the year, hearings wer 


he ld on the Brettor Woods Agreeme nts Act which proposed the establishmer 
of an International Bank for Reconstruction and Development and an Inte 


national Monetary Fund (Public Law 171, 79th Cong. (59 Stat. 512 Duri 
these hearings, it became apparent that the Export-Import Bank was to be sox 
enlarged and given a new role in international financing. One of the importa: 
questiol raised in the hearings on the Bretton Wood proposals was the differe: 


tiation of functions of the International Bank and the Export-Import Pan} 


Mr. Dean Acheson, Assistant Secretary of State, testified that the International 


Bank would make very long-term reconstruction and development loans at a 
very low rate of interest and that the borrower could spend the money any wher 
in the world. On the other hand, the function of the Export-Import Bank wa | 
to finance exports and imports for the benefit of the United States and on muc | 


shorter terms (House hearings on H. R. 2211, March 7, 8, 9, 12, 13, 14, 15, 16, 
19, 20, 21, 22, and 23, 1945, vol. No. 1054, pt. 2, p. 46). 

Mr. Harry D. White, Assistant Secretary of the Treasury, stated that the 
International Bank would undertake risky loans—too risky for the Export-Import 
Bank alone Thus through the International Bank, the United States would . 
share the risk with the rest of the world (House hearings, vol. No. 1054, pt. 2 
pp. 45-46, 93 


Mr. Henry Morgenthau, Jr., Secretary of the Treasury, testified that the 
Export-Import Bank would participate in some of the shorter loans of from 3 to 5 
years. Loans running from 20 to 30 years, e. g., for public utilities, would be 


handled by the World Bank (Senate hearings on H. R. 3314, June 12, 13, 14, 15, 
16, 18, 19, 20, 21, 22, 25, and 28, 1945, vol. No. 758, p. 12). 

Mr. Edward E. Brown, chairman of the board, First National Bank of Chicag: 
and a delegat« e Bretton Woods Conference, stated that the type of loan mad 
by the Export-Import Bank would be of a shorter term than by the World Bank 
An example would be if Mexico wanted to import agricultural machinery for resale 
to its farmers, then such a loan with a term of 2, 3, 4, or 5 years would be taken 
care of by the Export-Import Bank. The type of transaction like the loan for a 
Brazilian steel mill made by the Export-Import Bank, would normally now go to 
the World Bank (Senate | rs, vol. No. 758, pp 96-97 

A { nent easury and State Departments on the constitu- 
is Agreements Act, signed by Joseph J. O’Connell 

some information on this subject The report 
n reement of March 8, 1939, in which the Export- 
Import Bank agreed in part ‘‘to aid in improving Brazil’s transportation faciliti 

of her domestic undertakings designed to increase the produc 
tive capacity of the Brazilian nation and her trade with the United States * * *’ 
The report concluded that in this respect, the functions of the Export-Import 








} 
} 





and the devel ypment 








Bank were to the operations of the proposed International Bank and wer: 
far as the United States is concerned, to stimulate the industrial 
nt in other countries and thereby to facilitate the expansion of foreig: 
nate hearing vol No 758, pp. 535 536). 
ton Woods Agreements Act, as passed by Congrs referred to the 
rt Bar section 4 In section 4 (a) the Chairman of the Board of 
e Export-Import Bank was made a member of the National Advisor 
Council on International Monetary and Financial Problems. Section 4 (b) (3 
stated that one of the purposes of this Council was to coordinate the policies ar 
operations of the United States representatives on the International Bank : j 
Fund with the Export-Import Bank and other Government agencies engaged j 


for n finar al transactions (Public Law 171, 79th Cong 50 Stat. 513 Legi 
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14 > 7 ; 
bi } yrl-Import Bank Act (1945) 

} r e meantime conagre ional hearing were also be ng he ld on the | xport 
Bank Act of 1945 (Public Law 173, 79th Cong. (59 Stat. 526 Myr 
l. Crowley, Foreign Economie Administrator, explained the essential change 

act, as follow 


| lending authority of the bank was raised from $700 million to $3.5 


The prohibition on loans by the bank to any government in default on the 
of it obligatior to the | nited States Government as of April 13 1934. 
oved Also the Johnson Act prohibiting loans by private individuals to 
ernments was repealed 

Che bank was established as an indepe ndent agency and given indefinit« 


Ane Che management of the bank was vested in a Board of Directors consisting 

Int io member, the Secretary of State, and 4 full-time members Also 
ory Board, made up of the same persons who were on the National Advi 

Council set up by the Bretton Woods Agreement Act, was established to 

formulating major policy decisions for the bank 

Pp | bank was required to make semiannual reports to Congress 

. Pp 10 Wi made for the purchase by the Treasury De partment of $1 

I the capital tock of the bank, and also for the purcha e by the Treasury 


ient of obligations of the bar | 


k to the extent of two and one-half time 
a pital stock (House hearings on H 


R. 3464 and H. R. 3490, superseded by 
July 11 and 12, 1945, vol. No. 1060, pt oe p. 6 Senate hearings on 
S771 July 17 and 18, 1945, vol No 754 pt 6. pp 1—5 

Cowley testified that the increase in lending authority was necessary 





Che bank’s outstanding loans and undistributed commitments totaled 
llion, leaving $117 million of lending authority, which loans then under 
ration would soon absorb. Thus other loans had to be held in abeyance, 
e bank anticipated heavy demands for loans as the world adjusted to 
peti conditions. 
Che lending program of the bank would aid the major problem of pea 
reconversion faced by the greatly expanded heavy industry in the United 
Che foreign demand for products to aid in reconstruction and econoriic 
ypment would be concentrated principally on the products of heavy industry. 
As a result, if foreign countries could obtain credit to buy these goods in the 
ed States, the problem of reeonversion of heavy industry would be eased and 
iintenance of high foreign-trade levels would be assisted. 
Private capital would be encouraged to participate in the financing of 
tal goods. However, there was a need for financing beyond that which pri- 
apital would supply. The need arose because it would be necessary to 
longer terms of credit for capital goods than the commercial banks would 
rtake and because the credit of some of these foreign countries was not 
iblished to the satisfaction of the commercial banks. 
1) Lend-lease aid would not be used for tasks of relief, rehabilitation, and 
nstruction Although the prime responsibility for rehabilitation of the 
gn countries rested on their own governments, the United States had an 
ration to help these countries to help themselves. The Export-Import Bank 
most suitable agency to provide these funds, and the $2.8 billion increase 
a ending authority would suffice for this purpose during the current fiscal year. 
The International Bank for Reconstruction and Development would pro- 
large and long-term credits to foreign countries for reconstruction and 
lopment. However, it would be many months before the International 
ik went into operations, and the Export-Import Bank must fill the gap until 
time (House hearings, vol. No. 1060, pt. 2, pp. 6-7; Senate hearings, vol. 
No. 754, pt 6, pp. 1, 10). 
Mr. Crowley stated that the removal of the prohibition on loans to governments 
ch had defaulted on their obligations was necessary if the bank was to be in a 
sition to assist in reopening important markets in a number of foreign countries 
lhe repeal of the Johnson Act (act of April 13, 1934) was necessary if private 
banks were to participate with the Export-Import Bank in financing foreign trade 
these countries. The bill repealed the Johnson Act in the same way as it 
vas done in the Bretton Woods Agreements Act (House hearings, vol. No. 1060, 
pt. 2, pp. 7, 18). 


th 
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My ier that the extension of life of the bank was necessary 
for the ve assistance in the postwar period. After the Int 
natior 1, there would still be the necessity of financ 
this « The requirement of semiannual reports was con- 
sidere the method for obtaining capital was recommended 
on the score of simplicity. In discussing the bank’s policy in making loans, 
Mr. Crowle tated that the National Advisory Council would coordinate the 


operations of the Export-Import Bank with the policies of the representatives of 
the United States on the International Bank and Fund. The Chairman of th: 
Board of Directors of the Export-Import Bank would keep the Council informed 
of the bank’s activities and would be guided in turn by the Council’s policy deci- 
sions (House hearings, vol. No. 1060, pt. 2, p. 8; Senate hearings, vol. No. 754, 
pt. 6, p. 18). 

On page 9 of the Legislative History of the Export-Import Bank, there is an 
excerpt of Mr. Crowley’s testimony in which he stated that the money loaned 
should not be used for diplomatic or political pressures, and that the money 
loaned would be spent in the United States. 

Mr. Wayne C. Taylor, President of the Export-Import Bank, reviewed the 
types of credit extended by the bank during the past 11 years. The types of 
credit, in brief, were listed as 

1) Short-term agricultural commodity credit 

2) Credit for American firms exporting industrial products. 

3) Credit lines to individual exporters and importers. 

1) Wartime credits to South American countries short of dollar exchange for 
essential purel ases from the United States. 


Development loans to foreign governments and their agencies. 
6) Wartime credits to stimulate production of strategic materials. 
(7) Underwriting letters of credit during the war in favor of approved foreign 
arings, vol. No. 1060, pt. 2, pp. 32-33 

Mr Tay lor testified that the bank did not use political pressure or require a 
certain form of government in the countries where loans were made. However, 
it was hoped that the bank would have an influence in the foreign countries to 
stabilize them so that they might have free governments. Mr. Taylor presented 
Fj tatement on the bank’s loans as of June 15, 1945: 





banks (House he 





Million Million 
Total commitments $1, 268 Total repayments---_- \ $289 
Total cancellations and expira- Outstanding loans wa 208 
tions , 396 Undistributed commitments 374 
Total disbursements ; 197 
Source: House hearings, vol. No. 1060, pt. 2, pp. 43, 51, 54. 


Mr. Dean Acheson, Assistant Secretary of State, in his testimony before the 
House committee reiterated the essential changes made by the bill. He also 
stated that in 1940, the bank was called upon to implement our foreign economi 
policy by combating the extensive penetration by the Axis powers in Latin 


America He testified that the loans made by the bank would not be used for 


social reforms (House hearing, vol. No. 1060, pt. 2, pp. 58-61). Mr. Acheson’s 
entire testimony in the Senate hearing, where he attempted to explain which 
body would determine policy for the Export-Import Bank, is set out on pages 9, 
10, and 11 of the Legislative History 

Mr. W. Randolph Burgess, president of the American Bankers Association, 
presented the views of his organization in the House committee hearings. The 
association was in favor of an increase in the capital and lending authority of th 
bank because: 

(1) It would provide means for meeting promptly deserving credit needs prior 
to the establishment of the International Bank; 

2) It would enable the United States to make loans where this country had 
special interests and which could be done more effectively through a national 
institution rather than an international one. 

The following principles were offered to govern the operation of the bank: 

1) The bank should supplement and encourage, and not replace private 


capital. The bank in the past had done this. 
) 


repayments was good 


2 


care and discretion in loans so as to not add to the danger of inflation 


2) Loans should be made with practical assurance of repayment. The 
Export-Import Bank had followed this principle and its record in obtaining 


3) Too much credit was as bad as too little credit. The bank should use 
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association stated that the following provisions should be included in the 

Ty nsure that the methods and policies of the bank for the previous 11 years 
nar continued 
as : | \ statement as to the relation between the activities of the Export-Import 
mer i and private lending agencies, such as that contained in the articles of the 
an } ational Bank, especially a condition that the borrower was unable to obtair 
at t lsewhere under reasonable conditions. 
tive j 9. A definition of standards to be observed in making a loan 

of t a) That loans should generally be for specific purposes; (b) That they 
forr ist offer practical assurance of repayment; and That reconstruction 





y ind development loans should be confined to the cost of imported materials 
0. 7 1 should not cover the cost of local labor and materials. 
\ provision for a small board of directors with adequate salaries to manage 
p ank, and this board should be responsible as to policies to the National 
loaned ory Council (House hearings, vol. no. 1060, pt. 2, pp. 78-80). 
n etter from Ronald Ransom, Vice Chairman of the Board of Governors of the 
eral Reserve System, stated that the financial and monetary policies which 
od the erned the participation of the United States in the International Bank and 
pe f nd should also govern the Export-Import Bank. lo accomplish this, the 
bers of the Board of Trustees of the Export-Import Bank should be the same 
ials as comprise the National Advisory Council (House hearings, vol. No. 1060, 
) p 77 
Other communications in favor of the bill were received from W. L. Hemingway 
re for e Mercantile Commerce Bank & Trust Co of St. Louis and Eugene P. 
nas, president of the Foreign Trade Council (House hearing, vol. No. 1060, 


2, p. 78; Senate hearing, vol. No. 754, pt. 6, p. 2 


\ substantial portion of the Export-Import Bank Act of 1945, as passed by 
reigy ngress, is set forth on pages 12 and 13 of the Legislative History of the Export- 
rt Bank. Later in 1945, the Export-Import Bank Act was amended to 

rmit financing of trade with the Philippine Islands (Public Law 282, 79th 


eve? ( 9 Stat. 666); Legislative History, p. 15). There are no hearings avail- 
es f yn this legislation (Index of Congressicnal Hearings (1935 second supplement 
( nment Corporations Appropriation ict (1946) 


rhe only legislation enacted during 1946 affecting the Export-Import Bank 


f the Government Corporations Appropriation Act for 1947 (Public Law 519, 

D259 ith Cong. (60 Stat. 588)). In the May 16, 1946, House committee’s hearings 

208 this act, Mr. William McC. Martin, Jr., chairman of the board of directors 

374 d president of the Export-Import Bank, explained the various types of credits 
en extended by the bank as follows 

Latin-American credits —These were loans for specific projects with terms 

from 5 to 20 years at an interest rate of 4 percent Loan disbursements of 

a ype amounted to $31.3 million in 1945 and $40 million in 1946. Examples 


e materials, equipment, ete., for an iron and steel plant in Chile; 14 ocea 
s for an electrification project in 








cargo vessels for Brazil; and materi 
Ico 

Lend-lease termination credits.—These were loans to finance the purchass 
projects and services for which requisitions had been filed and approved, but 

ontracted for, before September 2, 1945, as provided for under section 3 


e lend-lease agreements. Thirty-year credits had been extended to Belgium 
> $50 million, to France for $550 million, and to the Netherlands for $50 millior 
1946. These loans carried interest at 2% percent, and no more were anticipated 
o be made in the future 
3) Reconstruction credits —The purpose of these loans was to fill the gap in 
, lities for dollar credits until the International Bank was established. When 
) e World Bank came into operation, which was expected not later than June 30, 
1947, it would take the principal responsibility for reconstruction loans Chis 


vould be the principal type of credit undertaken by the bank during fiscal 1946—47 
However, to avoid undue assumption of risks, these loans were made only in urgent 
ises for emergency purchases in the United States. It was estimated that $222 
llion would be disbursed in fiscal 1946. Advances were made against notes 
aring interest at 24% percent which matured in 1950 or 1951 At maturity, 
ligors had a right to tender new notes, payable in semiannual installments 
ver 15 to 25 years at an effective rate of interest averaging 5 percent, in exchangs 
for the old notes. 
1) Cotton loans In October 1945, the bank had set up a credit line of $100 
million for the purpose of financing the export of raw cotton to European countries 
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The maximum term of credit was 15 months at 24 percent interest. No credit of 
this type had been extended in 1945, but it was estimated that $38 millio: 
of credit would be extended in fiscal 1946. The bank had also established a specia| 
cotton credit of $33 million for China for a 24-month term. The additional ti 
granted was to cover the longer time of transport and manufacture. 


(5) Othe redits Chere had been a number of credits extended to exporters 
and importers of the United States for the purpose of financing specific export and 
import transactions. This type of loan had characterized the bank since 
establishment and would undoubtedly increase greatly in value during the next 
period Furthermore, credits of this type would to some extent reduce the need 
for government to government credits of the sort which predominated the opera 
tions of the bank in the recent past. There was also the possibility that the bank 


might set up a general system of export credit and transfer guaranties (House 
hearings on H. R. 6777, May 16, 1946, vol. No. 1098, pp. 1057-1059). 

Mr. Martin testified that exporter-importer credits and the small development 
loans—‘‘the grease and lubricating oil of foreign trade’’—were the concept o1 
which the bank was built. These had been expanded into the reconstruction 
field only on a temporary basis until the World Bank was set up. The World 
Bank had been slow in getting started, slower than had been hoped. The bank 
had held back on these loans as much as possible, and the bank could not later 
transfer the outstanding reconstruction loans to the World Bank (House hearings 
vol. No 1098, p. 1064 

Mr. Martin stated that the foreign countries had been required, with 1 or 2 
minor exceptions, to use their eredit for purchases in the United States. The 
political angle did come in to a certain degree; ‘‘it cannot be disregarded and it 
would not be honest to do so.’’ Since there had to be some policy to go with the 
reconstruction loans, they were definitely in the realm of the political. The pur- 
pose behind the loans was to preserve the trade channels that were developing 
before the war (House hearings, vol. No. 1098, pp. 1066, 1086-1087, 1089). 

Mr. Martin also gave some statistics on the bank’s operations. At the end of 
business on March 31, 1946, the total amount of loans disbursed was $709 million 
total repayments were $321 million, leaving approximately $387 million in out- 
standing loans. The net income of the bank for fiscal 1945 was $8.2 million, and 
there were 61 persons employed in that year (House hearings, vol. No. 1098, pp. 
1060-1061, 1087 

Mr. Hawthorne Arey, Vice President and General Counsel of the Export- 
Import Bank, stated that the total commitments of the bank as of April 15, 
1946 were $2.6 billion and of this, $400 million were to private entities and the 
rest to foreign governments. He listed the following loans as being in default: 

(1) Polish cotton mill.—$3,491.96 in drafts out of a total loan of $166,742.52 
made to a privately owned Polish cotton mill before World War IT. 

(2) American-Brazilian Corp.—Default in 1941, of $142,980 loaned for the 
purpose of importing babassu oil from Brazil. 

(3) Home Plan Corp.—Default in 1942, of $1,218.04 loaned to a small American 
exporter for the shipment of radios to South America. 

(4) Charles B. McDaniel.—$65,000 in three notes, the last of which was due 
in July 1945" The purpose of the loan was to import strategic materials from 
Portuguese West Africa, and the bank held 109,000 pounds in blocked sterling 
as security for the loan (House hearings, vol. No. 1098, pp. 1090-1093). 
Proposal for export credit insurance (1947) 

In the spring of 1947, hearings were held on 8S. 414, which was a bill to en- 
courage fuller participation by small business concerns in soundly expanding for- 
eign trade through Government insurance for United States exports. The bill 
proposed that a division be established within the Export-Import Bank with 
capital stock of $100 million for the purpose of insuring export credit and trans- 
fer risks. The bill was not enacted into law, and, it is important to note, only for 
the fact that the Export-Import Bank was opposed to the bill. Mr. William 
McC. Martin, President of the Export-Import Bank, testified in substance that 
there was no need nor demand for credit and transfer guaranties and that this 
field was more appropriate for private enterprise (Senate hearings on 8. 414, 
March 25 and April 8, 1947, vol. No. 819, pt. 3, pp. 56-58, 60-61). 


Federal reincorporation of the bank (1947) 

Hearings were held in May 1947, on a bill to reincorporate the Export-Import 
Bank under a Federal charter. Mr. William McC. Martin, President of the 
Export-Import Bank, testified that the bill was necessary for the bank to carry 
on its operations beyond June 30, 1948. The Government Corporation Control 
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1945, provided that all Government-owned corporations organized under 
vs of any State or the District of Columbia would be liquidated on June 30, 
8, unless reincorporated by act of Congress (Public Law 248, 79th Cong. 
Stat. 597 The purpose of this bill was to bring about the necessary in- 
ration, extend the life of the bank until June 30, 1953, and provide for pay- 
f dividends on capital stock (House hearings on 8S. 993, May 8 and 12, 
ol. No. 1150, pt. 4, p. 1; Publie Law 89, 80th Cong. (61 Stat. 130); Legis- 
History, p 15 
Martin stated that the bank’s financing over the years could be classified 
1ajor categories 
|) Exporter-importer credits; 
2) Development loans; and 
3) Dollar exchange loans. 
lollar exchange loans were the forerunner of the reconstruction loans made 
end of the war. However, the bank had decided (in January 1947) that 
e opening of the International Bank, the program of emergency reconstruc- 
ins must be brought to an end (House hearings, vol. No. 1150, pt. 4, pp. 


e policy of the bank in the future would be to revert to the traditional types 

nerations and authorize credits for specific purposes which would contribute 

unced long range expansion of foreign trade. The real problem of foreign 

as to maintain a high volume of imports in order to provide foreigners 

e means of buying the products of the United States and of repaying their 

) this country The bank worked to solve this problem chiefly by financing 

xport of capital goods, which in turn, would increase the capacity of the 

countries to produce goods desired by the United States (House hearings, 
No. 1150, pt. 4, pp. 5-6). 

Martin aiso stated that the bank tried to avoid using loans as an instrument 

tical warfare and emphasized that the bank had made no purely political 

No loans had been made to Russia, Yugoslavia or Rumania, but loans 

een made to Poland ($40 million), Hungary ($7 million) and Czechoslovakia 


illion There were now five loans in default, the new one being to Talleries 
as Sur, 8. A. This loan involved the export of a printing press to Monte- 
Uruguay, on recommendation of the State Department during the war. 
total disbursement was $78,875 and $67,310 was in default The following 

ent concerning loans of the bank as of March 31, 1947, was submitted: 
Millions Millions 
il autnorizations $3, 600 | Total repayments ‘ 378 
il cancellations and expira- Outstanding loans ; 1, 500 
561 |} Undistributed autnorizations 1, 100 

il disbursements 1, 800 


¢: House hearings, vol. No. 1150, pt. 4, pp. 26, 34, 37, 61-62. 


nment Corporations Appropriation Act (1947) 

In the hearings on the Government Corporations Appropriation Act for 1948 
blic Law 268, 80th Cong. (61 Stat. 576)), also beld in 1947, President Martin 
iined that the bank endeavored to stimulate the use of private capital for 

n financing (1) without use of the bank’s funds, i. e., financing solely by 
ate banks and (2) by arranging for capital participation with the bank in the 
Wing Ways 
equire that foreign purchasers must finance a portion of their purchases with 
r own dollar funds; require that exporters carry a portion of their transactions 
heir own risk; secure participation by commercial banks at their own risk, 
out the guaranty of the bank; resell some of the securities in the bank’s 
tfolio without recourse; and provide for disbursement of the bank’s loans 
ugh commercial banks (House hearings on H. R. 3756, Apr. 24, 1947, vol. No. 

14, pt. 1, p. 411). 

Mr. Martin stated that there had been a net profit of $9.1 million in siscal 1946, 
| that the bank was handling five different types of credits 

1) Exporter and export-trade-development credits; 
2) Revolving credits for small exporters and importers; 
3) Commodity export credits; 
1) Lend-lease termination credits; and 
5) Reeonstruction credits. 
Mr. Martin also explained how the loan applications were processed. When a 


an application came in, it was channeled to the National Advisory Council. 


Council determined which was the proper agency to handle the type of credit 
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requested, and then referred it to that agency, e. g., the Export-Import Bank o, 
the International Bank, with a limitation on the maximum amount that could b 
loaned. The Board of Directors of the Export-Import Bank would determine 
whether or not to make the loan and on what terms and conditions. The bank 
would not make a loan to a country, if it was declared to be a ‘‘persona non grata” 
by the State Department. Moreover, the Bank would not make a loan to a 
country friendly to the United States unless there was reasonable assurance of 
repayment (House hearings, vol. No. 1144, pt. 1, pp. 412-13, 443-44). 

Mr. Hawthorne Arey, Vice President of the Export-Import Bank, described 
the difference between exporter credit and export-trade-development credit. Thi 
latter type was extended directly to the foreign purchaser, while the former went 
to the supplier in the United States. An example of an export-trade-development 
credit was the credit extended in 1939 to the Development Corporation in Chile 
The corporation used the credit for purchases in this countrv of equipment for 
rehabilitation of earthquake damage (House hearings, vol. No. 1144, pt. 1, pp 


"7 


27-428 
Economic Cooperation Act of 1948 


The Economic Cooperation Act of 1948 stated in section 111 (c) (2), in part: 
“When it is determined that assistance should be extended under the provisions 
of this title on credit terms, the administration shall allocate funds for that pur- 
pose to the Export-Import Bank of Washington, which shall, notwithstanding 
the provisions of the Export-Import Bank Act of 1945, as amended, make and 
administer the credit on terms specified by the Administrator in consultation with 
the National Advisory Council in International Monetary and Financial Problems 
* Credits made by the Export-Import Bank with funds so allocated to it by 
the Administrator shall not be considered in determining whether the bank has 
outstanding at any one time loans and guaranties to the extent of the limitation 
imposed by section 7 of the Export-[mport Bank Act of 1945, as amended”’ 
(Economic Cooperation Act of 1948, Public Law 172, 80th Cong. (62 Stat. 141, 
at 146); Legislative History, p. 15). 

Mr. John W. Snyder, Secretary of the Treasury, in the hearings on this act ex- 
plained that the bank would be only acting as an agent, and therefore, these ac- 
tivities would not in any way affect the regular loan policies and operations of 
the bank. The purpose of the provision was to use an established agency which 





has had broad experience in the loan field rather than establishing a new agency 
House hearings on United States Foreign Policy for a Postwar Recovery Pro- 


gram, including H. R. 4840 and H. R. 4579, Jan. 21, 1948, vol. No. 1191, pt. 5 
pp. 406 156-457 
A statement by the State Department answered the question, ‘‘Whv could not 
the loans granted by the Administrator and serviced by the Export-Import Bank 
be required to meet regular Export-Import Bank standards?” The answer was 
that these loans-would be on longer terms and at a lower rate of interest than the 
ordi ar’ I xport-import Bank loans Th se loans would involve a greater pros- 
pect of loss than the bank’s loans Also the general policy of the bank was to 
restrict money loaned to purchasers in the United States, while the funds under 
European recovery program loans would be expended in countries other than the 
United States (House hearings, Mar. 10, 1948, vol. No. 1190, pt. 1, p. 2201). 





Government Co porations Appropriation Act (1948) 


In March 1948, hearings were held on the Government Corporations Appro- 
priation Act for 1949 (Public Law 150, 8ist Cong. (63 Stat. 374)). At that time 
Mr. William McC. Martin, President of the Export-Import Bank, described the 
various activities of the bank: 

(1) Lend-lease credits —All $655 million of these credits were distributed as of 
June 30, 1946. Repayments had amounted to $19 million in 1947. 

(2 Reconstruction credits —As of June 30, 1947, total credits authorized were 
$1.1 billion and $743 million had been disbursed. 

(3) General foreign trade credits— (This apparently included exporter credits, 
commodity credits, and development loans.) As of June 30, 1947, loans out- 
standing of this type amounted to $380 million and undisbursed authorizations 
were $468.5 millior 

(4) Revolving credits for small exporters and importers.—$600,000 had been 
disbursed from the revolving fund of $1 million. The average loan was $5,000. 

(5) Import activities—There had been very little direct financing by the bank 
in this area because such financing as was required could be secured from privat« 
commercial banks. 
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ian inn Private capital participation——The bank had diverted applications and 
yuld to private banks to the extent of $25 million since 1945. The bank 
rmine' ight to secure private capital participation in the bank’s credits in the 
e hs ways: 
aedet | Foreign purchasers financed a portion of the purchase price of exports 
ntoa | eir own dollar funds. This had amounted to $25 million in recent years 
nce of \merican exporters participated, at their own risk, in some portion of the 
which they sought the bank’s assistance. ‘The exporters usually put 

‘crib t least 25 percent, and in 1947, this had exceeded $5 million. 

| Participation by private banks in the bank’s loans, at their own risk, and 
r went » 1945, had amounted to $94.5 million. 
Dmeni [he bank could resell some of the securities in its portfolio, without recours« 
Chil, bank, but as yet none of them had been resold. (House hearings, on 
nt for H 6481, Mar. 15, 1948, vol. No. 1198, pt. 1, pp. 41-44). 
1 nn \ir. Martin testified that even if the Secretary of State brought forth a loan 


as in the interests of our foreign policy, if there was not a reasonable assur- 
repayment, the loan was not made $16,000 was collected on the 5 loans 
fault, and there were no new delinquencies in 1947. The following statement 


par the bank’s loan position on February 29, 1948 was submitted: 
isions Million 
b Dur truction loans outstanding ; / $1, 590 
nd r loans outstanding 396 
and 
wit Total loans outstanding - - - 1, 987 
lems sbursed authorizations 1,005 
it b come for fiseal 1947 30 
* Has House hearings, vol. No. 1198, pt. 1, pp. 45, 68, 70. 
“ } yrt-Import Bank Appropriation Act (1949 
141 Hearings were held in February 1949, on the Export-Import Appropriation Act 
50 (Public Law 150, 81st Cong. (63 Stat. 374) At that time, Mr. Herbert 
t ston, newly elected President of the Export-Import Bank, submitted the 
summary of loans for the fiscal year 1948 
Million 
tanding $2, 200 
YT rsement on general purpose, balance-of-payme nt tvpe loans 104 
Pri nent on project type loans 193 
na ent 174 
fit for fiscal 1948 15 
House hearings on H. R. 3083, Feb. 9, 1949, vol. No. 1229, pt. 5, p. 419 
- 


Gaston explained that the general purpose balance-of-payment type loans 
from government to government for the general purpose of prov iding doll ir 
. nge and were not restricted to a particular project or use 
eral reduction of the use of this type of loan down to an estimated $40.5 
in fiscal 1949 and $2 million in fiscal 1950. The project-type loans 
1 commodity credits, credits for specific development projects and export 
ation credits, and the bank reached a point where its lending progran 
e more focused and restricted to these project-type loans (House hearings, 
No. 1229, pt. 5, pp. 423-424). 
ro- Ir. Gaston stated that there were 6 loans in default totaling $260,000, but 
n re were not any other substantial amounts overdue As a result of the bank’s 
t] iragement, over $300 million in private capital had been provided since 1945 
articipation in the bank’s activities. The bank’s interest rate did not now 
of ) below 3% percent and in some cases went as high as 444 percent (House hearings, 
No. 1229, pt. 5, pp. 421-422, 424-425, 427). 
t gation of kickbacks (19 49) 
o In May of 1949, hearings were held by a Senate investigation subcommittee 
it. ( erning kickbacks on a Polish loan made by the Export-Import Bank. Senator 
i Clyde R. Hoey, chairman of the subcommittee, explained that this $40 million 
un had been made in 1946 for equipment to increase coal production in Poland 
e} for export to Western Europe. The purpose of the hearings was to disclose a 
i) $100,000 kickback obtained by a freight forwarder as a rebate on insurance pur- 
chased to cover the shipment of goods bought with the loan money. 
Senator Hoey emphasized that these disclosures did not reflect upon the effi- 
ciency of the Export-Import Bank, since in view of the enormity of the problem, 
the bank had done a good job. The subcommittee hoped that the revelation of 


There would be 
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the scheme would aid in preventing this practice in the future (hearings before 
the Investigation Subcommittee of the Senate Committee on Expenditures in the 
Executive Department, pursuant to 8. Res. 52, May 16, 17, and 18, 1949, vol 
No. 907, pt. 6, pp. 1-3 

Proposal for investment guaranties (1949) 

In the summer of 1949, hearings were held on S. 2197 and H. R. 5594 which 
authorized the Export-Import Bank “to guarantee United States private capital 
invested in productive enterprises abroad which contribute to economic develop- 
ment in foreign countries against risks peculiar to such investments.” These 
bills grew out of President Truman’s message to Congress in which he requested 
a program of guaranties to implement his point 4 program. Mr. Herbert | 
Gaston, President of the Export-Import Bank, testified in behalf of the bills and 
stated that the first risk to be protected against was that of inconvertibility of 
foreign exchange. The bills were reported out by both the House and Senate 
Banking and Currency Committees, but were not enacted into law (House hear- 
ings on H. R. 5594, Aug. 17, 19, 22, 23, and 24, 1949, vol. No. 1261, pt. 4; Senate 
hearings on 8S. 2197, Aug. 9 and 10, 1949, vol. No. 913, pt. 2). 


Export-Import Bank Appropriation Act (1950) 


The only legislation enacted concerning the bank in 1950 was the Export- 
Import Bank Appropriation Act for 1951 (Public Law 759, 81st Cong. (64 Stat. 
641) In the hearings on this act, Mr. Herbert E. Gaston, President of the 
Export-Import Bank, stated that in 1951 most of the loans disbursed and new 
credits authorized would be of the project type. The bank was placing increasing 
emphasis on the degree to which a given project would increase productivity of the 
country in which it was located. The purpose being to improve the country’s 
exchange position either by increasing exports to hard currency areas or reducing 
imports which cause a drain on dollar reserves. The project type loan did more 
to overcome dollar deficiencies than the general purpose type loan. The bank 
also recognized the need for assisting American exporters in the coming year 
(House hearings on H. R. 7786, Jan. 23, 1950, vol. No. 1276, pt. 3, p. 651; Senate 
hearings on H. R. 7786, Mar. 7, 1950, vol. No. 942, pt. 2, p. 515). 

Mr. Gaston testified that the bank was permitted to guarantee loans, but that 
this power was practically never used. There were still only six loans in default 
amounting now to $254,644. The following figures were submitted on the bank’s 
activities: 


Credits disbursed in fiscal 1949: 


Kmergeney reconstruction loans : $37, 000, 000 
General foreign trade _ __ 176, 000, 000 
Small exporter-importer _ - ; 262, 000 

Net income for fiseal 1949 ‘ 47, 000, 000 


Active ciedits as of Feb. 28, 1950: 
Net authorizations Ss 4 es 3, 000, 000, 000 
Total disbursements z oa re 2, 500, 000, 000 
Total loans outstanding s ae 2, 100, 000, 000 


PART IV. THE KOREAN WAR PERIOD (1951-53) 


Increase in lending authority and extension of life (1951) 

Hearings were held in 1951, on 8. 2006, which increased the lending authority 
of the bank by $1 billion to a total of $4.5 billion and extended the life of the bank 
until 1958 (Public Law 158, 82d Cong. (62 Stat. 367); Legislative History, p. 16). 
Mr. Gaston stated the bill was part of the general program which took into account 
the needs of nations friendly to the United States and was designed to hold friends 
for this country in the disturbed world. Mr. Gaston quoted from President 
Truman’s message to Congress of May 24, 1951, on the mutual security program: 

“Loans by the Export-Import Bank will also continue to play an important 
role in our efforts to assist the economic progress of friendly countries. In order 
that full use may be made of opportunities for loans, especially to develop stra- 
tegic materials, I recommend that the lending authority of the Export-Import 
Bank be increased by $1 billion. Not all of the increased lending authority, 
of course, will be used in the coming year.’’ (House hearings on 8. 2006, Sept. 
18, 1951, vol. No. 1340, pt. 2, p. 1-2; Senate hearings on 8. 2006, Aug. 28, 1951, 
vol. No. 980, pt. 6, p. 2). 

Mr. Gaston testified that the funds would be used for economic development 
of friendly nations and to assist in the production of strategic materials needed 
by the United States as a result of the Korean war. $113 million in credits had 
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ded in the past year for the production of strategic materials. Although 
ank bad $500 million still uncommitted, the additional billion dollars was 
so that there could be a reserve fund for emergencies (House hearings, 
No. 1340, pt. 2, p. 3; Senate hearings, vol No. 988, pt. 6, p. 11). 
yugh the loans for strategic materials and exporter credits figured pre- 
antly in the bank’s operations then, there was a new class of loans to which 
ank attached growing importance. These were loans to foreign business 
which were not agencies of the Government, and whose loans were not 
iranteed by the foreign governments or their agencies. These loans approached 
closely the standards of international banking than any other kind of fi- 
, g by the bank (House hearings, vol. No. 1340, pt. 2, p. 3). 
In discussing the policy of the bank in its lending operations, Mr. Gaston testified 
might be necessary to change the bank’s requirement that the money 
1 be spent for American goods because of the growing shortages of materials 
country. He also stated the bank did not normally take collateral on a 
he bank preferred to have the endorsement of the borrower on paper. 
policy of the bank not to make purely political loans and the requirement of 
nable assurance of repayment were restated. The bank didn’t make loans 
intries where the Economie Cooperation Administration was operating or 
expected to be operating (House hearings, vol. No. 1340, pt. 2, pp. 5, 7, 15; 
senate hearings, vol. No. 988, pt. 6, pp. 4, 14-16; Legislative History, p. 16). 
\ir. Gaston also pointed out that Americans who represent foreign governments 
\btaining loans from the Export-Import Bank could not be paid their fees 
f loans granted. There was a provision in the loan agreements prohibiting 
It was also stated there was no conflict between the World Bank and the 
rt-Import Bank. The following statement of loans on July 31, 1951,was 


itted: 
Millions 
Total authorizations , : , $5, 100 
Total cancellations and expirations - . 990 
il disbursements ma aida i 3, 300 
| repayments as \ setdimseeell 1, 000 
Total outstanding loans . : : 2, 300 
tributed authorizations ‘ 678 
profit for fiscal 1950____~_~- a Suits 51 


House hearings, vol. No. 1340, pt. 2, p. 9; Senate hearings, vol. No. 988, pt. 6, pp. 14, 23 


Letters were received from the following persons endorsing this bill: 


Charles F. Brannan, Secretary of Agriculture 
Dean Acheson, Secretary of State 
rles Sawyer, Secretary of Commerce 
' W. Snyder, Secretary of Treasury 
William MeC. Martin, Jr., Board of Governors of the Federal Reserve System and 


it 


William C. Foster, Economic Cooperation Administrator 


Senate hearings, vol. No. 988, pt. 6, pp. 26-29. 


thority for Defense Production Act loans (1951) 
ixecutive Order No. 10281 of August 28, 1951, authorized and directed the 
port-Import Bank to make loans (including participations in loans) to private 
ss enterprises as provided for in section 302 of the Defense Production Act 
950 (Public Law 774, 81st Congress (64 Stat. 798)). The Executive order 
tated that the loans would be for “‘the expansion ot capacity, the development of 
hnological processes, and the production of essential materials, including the 
oration, development, and mining of strategic and critical metals and min- 
, in those cases where such expansion, development, or production is carried 
on in foreign countries.” 
The funds for the loans were to be provided by the Defense Production Act of 
1950, as amended. The order stated three limitations on the loans: 
1) ‘The loans would be made on the terms and conditions as determined by the 
bank 
2) The loans could be made only after the bank had determined that financial 
assistance was not available on reasonable terms from private sources and that 
the loan could not be made under the provision of the Export-Import Bank Act 
of 1945. 
(3) The loans could not be made without a certificate of essentiality, issued by 
the Secretary of Agriculture with respect to food and by the Director of Defense 
Mobilization with respect to other materials and facilities. 
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Mutual See rity Act 1951 

Also in 1951 the Economie Cooperation Administration was abolished and its 
functions transferred to the Mutual Security Agency (Mutual Security Act 
1951, Public Law 165, 82d Congress, (65 Stat. 378)).. The Export-Import Bank 
was continued as the pr cessing agent for loans under the Mutual Security Agency 
Expo t In port Bank Appropriation Act 1952 

In the hearings on the Export-Import Bank Appropriation Act for 1953 (Publi 
Law 425, 82d Cong. (66 Stat. 283)), held in January and March 1952, Mr. Herbert 


E. Gaston listed the principal areas of the bank’s activities: 

1) Loans made pursuant to section 302 of the Defense Production Act. 

2) Loans for strategic and critical materials. As of December 31, 1951, ther 
were S97 million in authorized credits of this type of which $185,000 had hee; 
disbursed. The bank had also authorized $40 million for expansion ot steel mills 
in Mexico, Chile, and Brazil since June 1950. 


3) Credits for the export of cotton. One hundred and forty million dollars had 
een allocated for this purpose and $22 million disbursed (House hearings on 
H. R. 6584, Jan. 28, 1952, vol. No. 1350, pt. 8, pp. 537, 5438; Senate hearings on 
H. R. 6584, Mar. 3, 1952, vol. No. 1007, pt. 1, pp. 677-678, 705 

Mr. Gaston pointed out that the Bank had received no funds from the point 4 
program In the future, the Reconstruction Finance Corporation would make 
only domestie loans, and the Export-Import Bank would handle tke foreign 
loans. He also explained the positions of the Export-Import Bank and the 
World Bank. ‘There was overlapping between the two in that the Export-Import 
Bank had the power to make the same type of loans as the World Bank. The 
World Bank was limited to loans to member countries which were guaranteed 
by the government of the member country. The Export-Import Bank could make 
development loans to nonmember countries, and could make loans to private en- 
terprises (House hearings, vol. No. 1359, pt. 8, pp. 511, 559). 

Mr. Gaston discussed several of the foreign loans, and in particular, the loa 
of $4 million to the Republic of Panama for the El Panama Hotel. The economic 
justification for the hotel would be the bringing of dollars into Panama by Ameri- 


I 





can tourists and other travelers. The hope was to make Panama an important 
stopover and recreation point. There might be other ways to invest the $4 millior 
that «ould do more for the economic welfare of Panama, but nothing could more 
capture the imagination and enthusiasm of the people of Panama than a project of 


1 
this type (House hearings, vol. N>. 1359, pt. 8, p. 558 

As of December 31, 1951, there were still six loans in default totaling $226,117. 
On January 31, 1952, there were over $4.1 million in delinquent loans. The 
delinquencies consisted of $3.2 million owed by Nationalist China, and $992,000 
owed by the 8S. & S. Construction Co. »9f Venezuela. The summary of loans on 
January 25, 1952 was: 


Millions Millions 

Total authorizations $5, 300 | Outstanding loans ran - $2, 200 

Total cancellations and expira- Undisbursed authorizations ‘ 763 
tions 996 | Uncommitted lending author- 

Total disbursements . 3, 400 ity . : . 1,400 

Total repayments 1, 100! Net profit for 1951_._.........- 51.6 


Source: House hearings, vol. No. 1359, pt. 8, pp. 539, 543, 546-548; Senate hearings, vol. No. 1007, pt 


7) 729 


pp. 714, 732. 
Insurance for export 1955S 


The efforts to provide export insurance through the Export-Import Bank 
culminated in 1953 in an amendment to the Export-Import Bank Act of 1945 
Public Law 30, 83d Cong. (67 Stat. 28); Legislative History, pp. 16-17 
Mr. Glen E. Edgerton, the new President of the bank, explained that the main 
prov isions of the bill were: 

1) The bank was authorized to utilize up to $100 million of its lending authority 
for this insurance program. At that time, about $1 billion of the bank’s lending 
authority was uncommitted. 

2) The insurance would cover the risks of war and expropriation of goods and 
commodities of United States origin and ownership exported from the United 
States, while located in a friendly foreign country during commercial intercourse. 
These war risks would cover hostile action arising from civil war or revolution, as 
well as military hostilities between nations. The war risks did not include civil 
disorders such as riots and strikes. The expropriatory action covered by the 


insurance would have to be taken under color of official authority, but would not 
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the legitimate seizure of goods pursuant to normal health and contraband 


| and i tions 
{ [here were two specific requirements before insurance would be issued, 
rt B that it was unobtainable from private insurance companies and that it 
A ore obtainable under the existing marine and war-risk insurance program of the 


e Department. The private insurance companies and the Commerce 


tment did provide war-risk insurance while goods were aboard ship, so the 
Pul ild not issue that type of coverage However, neither the Commerce 
Her! utment nor the private insurance companies would provide protection for 


after they were located abroad. 
Che bank was permitted to reinsure in private insurance companies and 
uch companies as underwriting agents. The indications were that efforts 
private companies to reinsure part of the risk would be unsuccessful. 
er, the bank felt it would be able to call on the facilities of the private insur- 
ympanies to act as agents for the bank. The use of private companies 
ars had } avoid the necessity of enlarging the bank’s staff to process insurance 
n ations and to administer the policies, 
The bank would fix the terms and conditions of the insurance. However, 
imited the term to 1 year, subject to a renewal for a period not to exceed 


— 


int 4 | r (Senate hearings on 8S. 1413, April 13 and 14, 1953, vol. No. 1038, pt. 7, 
aa iz 
ore Edgerton stated that the need for insurance arose because American 
rters could not arrange for commercial bank financing of sales abroad unless 
npor risks were covered by insurance. This was particularly true of such com- 
T! as cotton, and especially where goods and commodities were shipped 
unt id on consignment. It was believed that the availability of this type of 
mal rance would encourage commercial bank financing and thus help American 
te en- ters sell more goods and commodities abroad (Senate hearings, vol. No. 1038, 


p. 13). 
[he bank would have a problem in fixing rates for insurance. The difficulty 
i e because fixing a rate on an actuarial basis would make it necessary to charge 
bitive rates. On the other hand, the insurance program should be on a self- 
rte iining basis. The solution would be to have the rates on an equitable basis, 
j with the country and the type of goods and commodities involved. Also 
; would be subject to change, and the risks would not be concentrated in 


ct urea (Senate hearings, vol. No. 1030, pt. 7, p. 16 
Another problem discussed by Mr. Edgerton was the necessity of limiting the 
117 rance to certain types of goods and commodities. The program would be 
| ted to those exports which really needed insurance protection in order to be 
2,000 | abroad and which normally constituted an exportable surplus (Senate hear- 
vol. No. 1038, pt. 7, pp. 16-17). (Notre.—Mr. Hawthorne Arey, vice chair- 


of the bank, presented this same statement of the bank in the House Banking 
irrency Committee’s hearings on H. R. 4465, April 20 and 21, 1953, 


,(){) } 2-6). 
763 Mr. Howard H, Gordon, of the Agriculture Department, voiced approval of the 
rance program because it would facilitate the export of agricultural commodi- 
100 particularly cotton. The following persons endorsed the bill for the same 
D1. 6 neral reasons as Mr. Gordon’s: 
| William A. McGregor, vice president of the Guaranty Trust Co. of New York; 
Walter L. Randolph, American Farm Bureau Federation; 


W. D. Felder, Jr., National Cotton Council; 
1). W. Brooks, National Council of Farmer Cooperatives; 


Q4r hn C, White, American Cotton Shippers Association; 
17 arles Sayre, Delta Council of Mississippi, Arkansas Agricultural Council, 
a Lousiana Delta Council, and Missouri Cotton Association; 
. Raymond Ogg, American Farm Bureau Federation; 
Read P. Dunn, Jr., National Cotton Council; and 
Homer L. Brinkley, National Council of Farmer Cooperatives. 
Senate hearings, vol. No. 1038, pt. 7 pp. 18-23, 24 25, 31-33, 33-37, 38-40, 47-51, 
MT 51: House hearings, pp. 19-23, 25-30, 30-39, 39-41, 41-43, 52-57.) 


Mr. Craig R. Sheaffer of the Department of Commerce, stated that the Com- 
erce Department was in favor of the bill, but wanted to ike it clear that 
ifactured goods were covered by the insurance. Another statement in favor 
e bill on general grounds was made by Allen Walker, director of the inter- 
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national division of the Washington Industrial Research Consultants, |; 
Letters in favor of the insurance program were received from: 


Harold E. Stassen, Director of the Mutual Security Agency; 

Fzra Taft Benson, Secretary of Agriculture; 

M. B. Folsom, Acting Secretary of the Treasury: 

Thruston B. Morton, Assistant Secretary of State: 

Robert B. Murray, Jr., Acting Secretary of Commerce: and 

lerbert N. Goettlich, president of the National Association of Steel Exporters 
Inc 


(Senat ? 


e hearings, vol. No, 1038, pt. 7, pp. 23-24, 40-42, 3-9; House hearings, 
pp. 12-19.) 


Several persons appeared to oppose the insurance program, and it is of interest 
to note that this was the first time that legislation concerning the bank was enacted 
in the face of full-scale opposition. Mr. Rov Leifflein, of the Association of Marine 
Underwriters of the United States, stated that the underwriters felt that the same 
problems which deterred commercial companies from providing this insurance 
applied to an even greater extent to the Government. The modern weapons of 
war rendered the entire amount of insurance subject to loss in the event of hos- 
tilities His suggestion that the insurance should not cover goods and commod- 
ities while in transit was incorporated in the bill as passed by Congress (Senate 
hearings, vol. No. 1038, pt. 7, pp. 26-30; House hearings, pp. 43-52). 

Mr. K. G. Hunt represented the Dallas Cotton Exchange and the Dallas Cotton 
Shippers Association in opposition to the insurance program. He stated that the 
small shippers of cotton could not profitably undertake the sale of cotton by con- 
signment abroad. There were only a dozen cotton exporters with financial 
ability and organization that could consign large quantities of cotton. Therefore 
this insurance program would not help the small and medium size cotton shippers. 
As for cash-on-arrival sales, there was already sufficient insurance available for 
those transactions. There was the danger of great losses in insurance from war 
Also there were no dependable statistics showing that supplies of cotton abroad 
were inadequate (Senate hearings, vol. No. 1038, pt. 7, pp. 43-47; House hearings, 
pp. 57-59 

The only other opposition was a letter from H. W. Farnum, vice president of the 
Insurance Company of North America, He stated the following points: 

(1) It would be impossible to accumulate enough premiums during peacetime 
to cover war losses \ war would result in losses to the taxpayer. 

(2) Insurance coverage presently available was sufficient for exporters who 
exercised reasonable precaution 

(3) The legislation discriminated in favor of large exporters because small 
exporters would not have sufficient capital to tie up part of their stock abroad 

(4) There was a security danger in having stocks of American merchandise in 
exposed overseas areas, 

(5) This legislation continued the trend of Government support to trade and 
business (Senate hearings, vol. No. 1038, pt. 7, p. 30). 


Reorganization of the Bank (1958) 


On April 30, 1953, the President of the United States presented to Congress 
a plan for reorganizing the Export-Import Bank, under the authority vested in 
him by the Reorganization Act of 1949 (Public Law 104, 81st Cong. (63 Stat. 203); 
Legislative History, pp. 17-19). In the hearings on the Supplemental! Appropria- 
tion Act for 1954 (Public Law 207, 83d Cong. (67 Stat. 418)), held in June and 
July 1953, Mr. Glen E. Edgerton explained the effect that this reorganization 
»lan would have on the Bank. Under Reorganization Plan No. 5 of 1953, the 
Board of Directors was abolished and three officers, i. e., a Managing Director, a 
Deputy Director and an Assistant Director were substituted for it. The Advisory 
Board of the Bank, which never functioned materially, was abolished along with 
its functions. Also the position of the Chairman of the Bank on the National 
Advisory Council was abolished (Hearings of subcommittee of the House Appro- 
priations Committee on H,. R. 6200, June 9, 1953, pp. 180, 194, 202). 

It was pointed out by a committee member that sections 4 and 5 of the reorgan- 
ization plan appeared to be inconsistent. (See Legislative History, p. 19.) Mr 
Edgerton stated that ‘it leaves the Managing Director with the authority and 
responsibility to do everything just as his judgment dictates except as he is in- 
fluenced by the National Advisory Council. It does not devolve upon it to say 
anything except what it feels is necessary to guide the Managing Director.” He 
did not think that the plan substituted the National Advisory Council for the 
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f Directors. “I think the power of the National Advisory Council to 
ite under the original law is very broad. You cannot coordinate ynless 
veto, so I think the plan emphasizes the authority of the National Ad- 
Council, but I do not think it changes it materially.” Some examples of 
blems considered by the Council were loans of great magnitude, what the 
rate should be, policy with respect to different countries, conflicts or 
ition with other agencies including the International Bank (House Appro- 

ubcommittee hearings, pp. 202-3, 204-5). 
ussing the various functions of the bank, Mr. Edgerton stated that the 

id not as yet issued any insurance under its new authority. The bank 

process of setting up the mechanism for this program. The bank was 
ing as agent for loans under the Defense Production Act of 1950, and the 
Security Act of 1951. There was no relation between the bank and the 

1 program, except that the bank obtained advice from that source (House 

opriations Subcommittee hearings, pp. 191, 198, 204). 
ir. Edgerton testified that the time for processing loans varied greatly, but 
erage time was a matter of months, not days or weeks. The bank had no 
lard application form. The applicant kept furnishing more information until 
plication was complete. The applicant might think that the time considera- 
the loan began with the first inquiry, but the bank felt the time began to 
hen the application was complete. There had been some complaints on this 
hearings of the Senate Appropriations Committee on H. R. 6200, July 23, 
} pp. 491-492, 498-499). 
[r. Edgerton listea the various activities of the bank and the amounts involved, 
ated as of June 30, 1953. 
Ceneral foreign trade.—(a) Credits for development projects abroad and for 
ion of foreign sources of strategic materials: Total loans outstanding of 
(b) Commodity credits: Total loans outstanding of $430 million. 
Total loans outstanding of $68.5 million 

Small exporter and importer credits.—Average utilization of $200,000 a year. 

Reconstruction credits.—Total loans outstanding of $835 million. 

Lend-lease termination credits.—Total loans outstanding of $506 million. 
der the Mutual Security Act loans, there was an unpaid balance of $1,150 
nm. Under the Defense Production Act loans there was $60,935 outstanding 

otes (House Appropriations Subcommittee hearings, pp. 210-213). 
ir. Edgerton stated that loan losses actually written off amounted to $279,500 
that loans in default fully reserved amounted to $220,000. Delinquent loans 
led $3 million in principal and $3% million in unpaid interest (House Appro- 
itions subeommittee hearings, p. 199 
e following statement of the bank’s operations as of June 30, 1953, 
tted: 


illion. 
Credits for defense purposes. 


was 


authorizations $6, 300, 000, 000 


il cancellations E, 100, 000, 000 

al disbursements _ - - 4, 100, 000, 000 
tal repayments 1, 500, 000, 000 
791, 000, 000 


tal undisbursed authorizations 
ig loans 2, 500, 000, 000 
51, £00, 000 
53, 800, 000 
1, 000, 000, 000 


andalt 
income for fiseal 1952 
income for fiseal 1953 
ommitted lending authority 


enate Appropriations Committee hearings, pp. 495, 501 


rhe last congressional hearing in 1953, dealing with the Export-Import Bank, 
held on July 29, 1953. The purpose of this hearing was the nomination of 
E. Edgerton to be Managing Director and Lynn U. Stambaugh to be Deputy 

rector of the Export-Import Bank, pursuant to the Reorganization Plan No. 5 

earings of Senate Banking and Currency Committee on the nominations of 
Kk. Edgerton and Lynn U. Stambaugh, July 29, 1953, pp. 1-3). 


CONCLUSION 


Che purpose of this study was to codify the expression of opinion concerning 
policy and activities of the Export-Import Bank as recorded in the congres- 
No attempt has been made to present a statistical analysis of 


bank’s growth or operations. The statistics provided were for the purpose 


f showing the general trend of the bank’s operation. 


Furthermore, no attempt has been made to analyze the legislative history of 


the bank, since that matter has already been covered by the committee staff. 
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The reference to various legislative and executive pronouncements was both for 
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Don 09 


a | 


purpose of showing the opinion of Congress and the executive branch and als 


serve as a background for the testimony of the various witnesses. 
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Senator Roperrson. Are we also supposed to read United States 
and Its Foreign Trade Position, which is 239 pages; an Analysis 
of Legislation of about 200 pages; the Foreign Trade Position. 
which is about 100 pages; and a Statement of the Managing Director 
of about 75 pages; International Position and Commitment, which 
is about 50 pages; and the material in these 2 big envelopes which 
I have before me? 

The Cuarrman. What is the Senator’s question? 

Senator Roperrson. Are we supposed to read all of that to know 
what to do? 

The CHARMAN. It is a question of whether or not you want to 
legislate on the facts or whether you want to legislate from your hip. 
You are the judge of that because you are a Senator from the State 
of Virginia. You know your own judgment. What we are trying 
to do in this study is to be 100 percent factual. We are trying to pre- 
sent the true story. We are trying to give everybody the facts. We 
have a very efficient staff. They “have done a lot of work and they 
will proceed to do a lot of work. They will present to this committee 
and to each member all the factual information that they think, 
under my guidance, that each member of the committee ought to 
have and ought to read in order to come to an honest conclusion. 

Each Senator will have to be the judge himself as to whether he 
wishes to read it or whether he does not. 

Senator Ronertson. Mr. Chairman, I used to do pretty well shoot- 
ing from the hip on quail, but most of those were straightaway shots. 
When you are shooting at ducks, you have to lead them a bit. I 
think there will be a good deal of ‘lead on some of this, 

The Cuatrman. I do not know whether the Se nator is opposed to 
the fact that we are trying to be factual, trying to dig into this thing 
in a factual way, or whe ther he is opposed to the study, or whether he 
just simply wants to ask an honest question. 

Senator Rosertson. The Senator is trying to emphasize his posi- 
tion that we should be factual. We have here enough work to keep 
all of us busy for the next 2 months on this issue alone. 

As I suggested to the chairman a few minutes ago, I am on five 
subcommittees on appropriations bills one of which meets at 10.30 
this morning, dealing with civil functions, always a highly contro- 
versial issue. If we are going to keep deficit down to about $3 billion, 
which the President has requested us to do, it is very important for 
the members of the Appropriations Committee to know what all these 
items are and be able to form intelligent opinions. 

[ wish merely to emphasize that we face at this session more work, 
if we are to do it on a strictly well-informed and factual basis, than 
any one man has the time to do. 

The CuHatrman. If we are going to be factual and get the facts 
and legislate from the facts, instead of hearsay, then we are going to 
have to study most of these subjects from a factual standpoint. We 
are going to have to get the facts. 

If we simply want to legislate on the basis of what is hearsay, or 
gossip, or rumor, or w hat somebody thinks, without having the 
slightest idea of what the facts are, that is another thing. 

T was hopeful on this matter of the Export-Import Bank and the 
International Bank, and their relation to international trade, that we 
could make a real, honest-to-goodness factual study; that when we 
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hrough with that we would have the facts as they are and be 
to come to a decision based upon facts and not upon hearsay. 
is the purpose of our method of procedure. 
ope we can continue along that line. As you well know, the 
nistration, as well as the Congress, are very much interested at 
noment in foreign trade. The Randall Commission has just 
| its report on which it has spent many, many weeks. ‘This 
ittee has jurisdiction over the Export- Import Bank, the Inter- 
onal Bank, and the general policies applying to foreign trade. 
are going to legislate, going to improve our methods, it seems 
will have to do it based upon facts and based upon experiences 
we have had in the operation of the Export-Import Bank and 
International Bank during the past many years. That is the 
ison for our procedure. 
Senator Ropertson. I note that all of the Republicans on the 
Randall Commission are opposed to all of the tariff recommendations 
that Commission. If we proceed along the lines that we are 
yposing here 
(he CHarrMAN. I am not going to pass judgment on the Randall 
Commission at this point or what the Republicans did or did not do. 
What I am primarily interested in here is in getting a good factual 
study and getting in one book or one pamphlet the entire story of the 
United States’ participation in foreign trade as it applies to banking 
as it applies to credits. That is what we are going to try to do. 
hope we will be able to do it. I realize it is a ‘big ‘job. Nobody 
ows better than 1 do how busy eac h Senator is, how many problems 
has, and how much work he has. 
still say we would be much better off as a country if we would 
slate from facts rather than from hearsay and sentiment and 
observation and rumors and gossip. That is what we are going to 
to do in this hearing if we can, deal with the facts. 
Our first witness will be Gen. Glen E. Edgerton, Managing 
Director of the Export-Import Bank. Mr. Edgerton. 


STATEMENT OF GLEN E, EDGERTON, MANAGING DIRECTOR OF 
THE EXPORT-IMPORT BANK OF WASHINGTON 


Mr. Epcrrron. Mr. Chairman, may I read a prepared statement? 
The CHArRMAN. You may proceed in your own way, Mr. Edgerton. 
| believe you have a short prepared statement, which each Senator 
has before him. 
Mr. Epcerron. It will take me about 10 minutes 
\ir. Chairman and gentlemen of the committee, it is a privilege to 
appear before you this morning in connection with your study of the 
Export-Import Bank. At the preliminary meeting on September 14 I 
said that the Export-Import Bank was gratified that this study was to 
be undertaken. I am able to repeat that statement today with the 
same assurance. During the intervening months we have had the 
pleasant and beneficial experience of working closely with you, Mr. 
Chairman, and side-by-side with members of the committee’s staff 
ae to the task of analyzing and appraising the operations of the 
nk from its beginning. 
The Deputy Director, the Chief Economist, and the Chief Engineer 
of the bank have traveled through Latin America with you and other 
42498—54—-pt. 15 
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members of the committee. The bank’s staff has worked with and 
at the direction of your counsel and his assistants in gathering from 
our records and from the memories of individuals volume of facts, 
statistics, and opinion relative to this inquiry. 

Your judicious approach to the solution of the problems of expand- 
ing international trade and your broad view of the relevant factors 
give good assurance that the conclusions resulting from this study 
will be sound and authoritative. 

As a preliminary to the presentation of more detailed information, 
I should like to make a general statement concerning the bank and 
its operations. 

Since its creation in 1934, the Export-Import Bank has disbursed 
$4.5 billion in loans. Of this amount, more than $1.7 billion has been 
repaid to date. Losses which have been written off against reserves 
have amounted to a little more than Moo of 1 percent of the dis- 
bursement. This business has been transacted at a net profit of 
about $407 million, $83.4 million of which has been paid to the 
United States Treasury in dividends. The remainder is carried in 
reserves for losses and contingencies. 

Senator Rogpertson. Does that cover the interest payments of 
capital advanced by the Government? 

Mr. Epcerron. That is over and above the interest payments to 
the Treasury. They are considered one of our operating costs. 

Senator Ropertson. What was the rate of interest? 

Mr. Epcerton. It has varied from about 1% to 2% percent. 

Senator Ropertson. Whatever it cost the Treasury? 

Mr. Epcrerton. Whatever the going rate was. 

Senator Rozerrson. This net is over and above the interest? 

Mr. Epcrrrton. Yes, sir. 

Every loan made by the bank has aided in financing and facilitating 
the exports and imports of the United States in conformity with the 
purposes prescribed for the bank by the Congress. 

As of January 1, 1954, the bank had an uncommitted lending 
authority of $1.1 billion. 

During the 20 years of the bank’s existence, many changes have 
occurred in the needs of our foreign trade. Conditions have varied 
greatly from time to time in international economy, and emergencies 

ave arisen requiring extraordinary financial transactions dictated by 
important interests of the United States. The bank has been able 
readily to adjust its operations to meet these changes as they have 
occurred. Although the records of the operations of the bank show 
a great variety of loans, they have been principally in the following 
several fields: 

1. The bank has extended credits in participation with United 
States manufacturers and suppliers to assist in financing individual 
foreign sales of United States products. These loans involve the 
purchase by the bank from the manufacturer, without recourse, of 
notes of the foreign buyer, usually representing from 50 to 75 percent 
of the financed portion of the sale. The manufacturer is required 
to carry at his own risk the remainder of the credit portion of the sale. 

2. The bank has extended lines of credit to foreign banks to provide 
short-term financing for the export of United States commodities, such 
as cotton, tobacco and other products, in those instances in which 
the products would not move to customary United States markets 
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abroad because of lack of the necessary financing from private 
sources. Such lines of credit are operated through the facilities of 
United States commercial banks so that usual trade channels are not 
disturbed. 

3. The bank has made loans to foreign private enterprises owned 
in whole or in part by United States investors to assist in financing 
the purchase of United States products and services needed for the 
construction or expansion of the foreign facilities. 

4. The bank has extended credits to foreign private enterprises to 
finance the purchase of United States products and services for the 
construction or expansion of facilities located outside the United 
States. 

5. The bank has extended credits to foreign governments or their 
agencies to finance United States equipment and services required 
for public works and other economically sound governmental-type 
projects like ports, highways, water supply and irrigation systems. 

6. The bank has from time to time extended loans to central 
banks of foreign countries to assist them to fund outstanding com- 
mercial arrearages owing to United States exporters, or otherwise to 
supply the dollar exchange necessary to restore normal private trade 
and the extension of commercial credit between those countries and 
the United States. 

7. Immediately following World War II the bank authorized 
approximately $1.8 billion of loans to finance the purchase of United 
States products and services required by European countries for 
reconstruction of both private and governmental facilities. These 
loans, some of which were made in participation with commercial 
banks, provided financing during the period between the end of lend- 
lease and the inauguration of the International Bank for Reconstruc- 
tion and Development and the grants under the European recovery 
program. 

In addition to its contribution to the foreign trade of the United 
States, the Export-Import Bank has served often as an instrument of 
foreign policy. But in no instance has the bank disregarded provisions 
of its act in order to extend a loan to serve a political purpose, however 
important. The loans made that have had political significance have 
been made available to the borrower to finance United States exports 
and only in cases in which the management of the bank has determined 
that there was reasonable assurance of repayment and that the pur- 
poses of the borrowing served well the essential objectives of the bank. 

Even before the policy was written into the law, the Export-Import 
Bank exercised care to use its powers to supplement and encourage 
and not compete with private capital. Since its first operations the 
bank has utilized the facilities of commercial banks in the extension 
of credits. Consequently, commercial banks have been familiar with 
the activities of the Export-Import Bank and usual commercial 
channels have not been disturbed. 

In a number of instances, credits which were originally established 
by the Export-Import Bank have been taken over by commercial 
banks. The notes held by the Export-Import Bank have always 
been available for purchase by private interests. Since 1946 the 
bank has had a division known as the Private Capital Participation 
Division, the principal duty of which is to investigate the availability 
of private funds for proposals under consideration by the bank. If 
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there are any cases in which the bank has extended credit that could 
have been obtained from private sources, the number is very small. 

Not only has the bank avoided competition with private capital, 
but there is ample evidence of positive contributions to the increase 
of private investment abroad. Examples could be cited to show that 
developments abroad such as highways, port works and also some 
undertakings of a private rather than a governmental nature, have 
opened up new areas for investment and have been followed or ac- 
companied by the development of many new enterprises. 

Loans extended by the bank to private groups and entities have 
generally been accompanied by equal or greater private investment. 
An analysis of all the credits which the bank has authorized in the 
past 5 years directly to private enterprises or to governments for 
relending to private entities, indicates that for every dollar which the 
bank has loaned, more than $1.50 of private American capital or 
private or public foreign capital has been invested in the same enter- 
prises. 

The benefits from the bank’s lending have not often been confined 
to the immediate advantages flowing from the particular transaction 
financed. When new capital equipment is employed abroad in the 
development of the resources of another country, it becomes a better 
customer of the United States as well as of other markets of the world. 
With this principle in mind, the bank has consistently endeavored to 
direct its operations to the financing of those export goods that will 
contribute best to the development of the importing country and the 
improvement of its dollar earnings. Of special benefit are those loans 
which have financed the development of foreign sources of minerals 
and other products required in the United States, and thus have 
increased directly the dollar supply of our foreign customers as well 
as serving the needs of our own industries. 

Senator Buss. Do you want questions at this point, Mr. Chair- 
man? 

The CHarrMan. Any time. 

Senator Buss. Or would the witness rather finish? 

Mr. Epcerrton. It does not matter. 

Senator Busx. At the top of page 6 you say— 

An analysis of all the credits which the bank has authorized in the past 5 years 
directly to private enterprises or to governments for relending to private entities, 
indicates that for every dollar which the bank has loaned, more than $1.50 of 
private American capital or private or public foreign capital has been invested in 
the same enterprises. 

I would be interested if you would apprise me of the respective 
percentages of the private American capital versus the private or 
public foreign capital in that particular statement. My impression 
is that the latter, the private or public foreign capital, would con- 
stitute the bulk of those participations; is that right? 

Mr. Epcerton. That is correct. 

Senator Buss. Is it something like a horse and a rabbit pie, or is 
it not quite that bad? 

Mr. Epcerron. It is like a horse and mule pie. Actually, foreign 
countries have a great deal more public investment in business, in 
some foreign countries, than we have here. So that was the reason 
it was stated in that way. We do not have a precise statistic on it, 
but I am sure you are correct, that the amount of American capital 
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per dollar of public American money that has gone in is a compara- 
tively small proportion. Maybe it would be 30 cents. 

Senator Busu. Is it also true, do you think, that most of the 
American capital in that category would be corporate capital rather 
than individual investors? 

Mr. Epcerron. I would not be sure about that. I suppose so, 
usually corporate capital. 

Senator Busua. Do you have many cases where individual investors 
want to invest jointly with you? 

Mr. Epeerron. Yes, sir; except they do not invest jointly in the 
sense that we take the same kind of interest. The American capital 
takes equity interest and we only make loans. There is that differ- 
ence. 

Senator Busn. We are speaking here about loans. You said every 
dollar that the bank has loaned. 

Mr. Epcerton. Somebody else has invested other capital, more 
than we have loaned. 

Senator Busu. But that is more likely to be corporate capital, or 
banks, than it is to be individual; is that right? 

Mr. Everrrton. I think so. More often it is the foreign govern- 
ment. They often invest quite heavily. A large percentage of our 
loans have been for development loans of a governmental type. 

A number of our loans are for the establishment of private bus- 
inesses. There is a classification of laws, in which American investors 
take some of the risk of the equity investment in a business along with 
foreign investors. An Export-Import Bank loan is needed for the 
purchase of the United States equipment required, and also, in some 
cases, as a psychological protection of the participating United States 
private interests involved in the investment. 

That reference to private and foreign public investment is to all 
classes of loans, but only in the last 5 years. It is a rather difficult 
task to determine with precision the proportion of such investment 
in cases like these. We have done it for the last 5 years only. 

Senator Busu. I thank you, sir. 

The CuarrMan. I might say that Mr. Arey will be testifying a 
little later in the day. In his testimony—if you do not have a copy 
of it now you will have it when he is ready to testify—he lists every 
loan that has been made by the Export-Import Bank since 1934, 
which will give you an opportunity to see how many of them have 
been made directly to private enterprise and how many have been 
made directly to governmental subdivisions, direct to governments 
themselves. 

I think you will be quite surprised to find that the great bulk of 
them have been loans made to other governments. 

Senator Rozsertson. As I previously indicated, I have to excuse 
myself shortly from these hearings and attend a meeting of the 
Appropriations Committee. I would like to get the statements of 
all the witnesses. I intend to read them tonight. I will attend all 
the hearings I can. I hope to read all the testimony each day as it 
is presented. It is quite a job at night. I will try to keep up with it. 

The Cuarrman. I know it is a big job. We do not want to over- 
burden any of you gentlemen, but we want to make a factual record 
here of the operation of the Export-Import Bank and the Inter- 
national Bank. 
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We want every Senator to be present as much as he possibly can, 
and ask as many questions as be can and cares to. I think it is very 
important that we on this committee, who have the responsibility for 
these two agencies, know exactly what is going on today, what has 
gone on in the past and what may go on in the future. You may 
proceed, General. 

Mr. Epcrrton. The Export-Import Bank, by virtue of the breadth 
of its charter, the quality of the management in the past, and the 
flexibility of its policies, has an excellent record of performance 
through the 20 years of its existence, under rapidly and widely chang- 
ing conditions at home and abroad. It has promptly adapted its 
practices to meet new needs and new emergencies. 

The year 1953, like many others, brought its changes in circum- 
stances bound to influence the bank. Among them were the extraor- 
dinary efforts to bring the national budget into balance and to keep 
the national debt within the established ceiling. 

United States suppliers began to experience a transition from a 
seller’s market to a buyer’s market. Suppliers in other countries 
offered more effective competition than they used to in world markets, 
at the same time that slackening of domestic demand made American 
Pe more deeply concerned in the export segments of their 
yusiness. These and other new conditions were promptly recognized 
in the bank and its practices adjusted accordingly as rapidly as prac- 
ticable without intolerable disruption. 

Notwithstanding the changes in the bank’s operation, it is worthy 
of note that there is little change in the volume of its business. In 
the calendar year 1952 the bank authorized credits totaling $597 
million; disbursed upon existing credits $478 million; and collected 
principal and interest totaling $344 million. In the calendar year 
1953 the bank authorized credits totaling $561 million; disbursed upon 
existing credits $647 million; and collected principal and interest 
totaling $390 million. 

I believe that the record of the Export-Import Bank establishes its 
importance to the foreign trade of this country and to many other 
countries as well. The record shows successful performance under 
rapidly and widely changing conditions at home and abroad and by 
many different methods adapted to the conditions encountered. As 
long as such rapid and extensive worldwide changes continue, the 
bank will have specially important functions to perform. It can be 
relied upon to perform them well under its present charter. 

That concludes my statement, Mr. Chairman. 

The CuarrMan. Are there any questions, gentlemen? Senator 
Payne? Senator Bush, do you have any questions? 

Senator Bus. No, sir. I asked the questions I had. 

The Cuarrman. Senator Bennett? 

Senator Bennett. I had a question but I will wait until Mr. Arey 
comes on. 

The CHarrMan. Senator Sparkman? 

Senator SparKMAN. Will Mr. Arey give us a detailed breakdown? 

The Cuarrman. Mr. Arey has a long statement. However, he 
will talk more or less extemporaneously from his statement and place 
it m the record. In his statement you will find a list of every loan 
that has been made by the Export-Import Bank since its inception 
back m 1934. That will give you an opportunity to see to whom the 
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loan was made, for what purpose, whether it went directly to a gov- 
ernment or directly to private enterprise. It will tell you exactly 
who made the loan. 

General Edgerton will be available to be called back for any testi- 
mony any time we desire to call him. The plan of proc ‘edure under 
this study is to have those gentlemen connected with the Export- 
Import Bank that are dealing each day with specific problems testify 
on those problems, rather than to ask the Managing Director, who 
possibly is not as familiar with the details as are members of the staff 
who deal with them each day, to testify. 

That is one of the formats of our procedure here. Each witness 
will be an expert within the Export-Import Bank on his particular 
subject. 

Senator SpaARKMAN. I would like to ask General Edgerton a couple 
of questions on policy, if 1 may. 

General Edgerton, I have read your statement. It seems to me 
that the gene ral policy is one of assisting in projects that would have 
a beneficial effect to the United States; is that generally correct? 

Mr. Eperrton. That is correct, but we also pay a great deal of 
attention to the effect of the project in the foreign country. Obviously 
with the total funds available or that could be made available the 
bank is not able to assist in financing all of the exports that could use 
financing to advantage. 

It becomes necessary therefore to apply a selective process in order 
to make the resources available to us as effective as possible in promot- 
ing the objectives of the act. We like to make loans that will improve 
the forei ‘ign country as well as benefit our trade and make the foreign 
country better able to meet obligations in terms of dollars. 

First, we have to see that the borrower will be able to pay back 
the loan. We would also like to have the enterprise make a very 
definite additional contribution to the foreign exchange position of 
the country so that it will be able to buy more United States products 
in the future. 

Senator SpARKMAN. In reaching that determination, do you take 
into consideration the competition that may be afforded to similar 
industries in this country, its impact on that? 

Mr. Epcrrron. Yes, sir. 

Senator SPARKMAN. I will tell you the reason I am prompted to 
ask these questions. I have been getting a good deal of correspond- 
ence about it recently. I had a very interesting letter from the presi- 
dent of a bank down in my State dealing with the pulpwood industry. 
I have had many letters from him and from different sources deal- 
ing with that, but as to this one in particular, here is the closing 
paragraph: 

I should like to state in my own belief the Export-Import Bank has overall 
done an excellent job and I hope its continuance will be supported. I believe 
that most of the financing of competitive operation abroad has not been by that 
institution. 


With that letter he enclosed a rather lengthy memorandum dis- 
cussing this pulpwood development program in different countries 
abroad and the effect that it was having upon that industry in this 
country. Are you familiar with that, or has the Export-Import Bank 
been supporting the development of that type of industry, or has it 
been by other operations? 
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Mr. Epcerron. Yes, I am familiar with it, in general, certainly 
with the principle involved. 

Of course, when you establish or expand an industry in a foreign 
country you affect somebody’s trade with that country in the products 
concerned. We try to be sure that our loans do not provide facilities 
that would not otherwise be provided to compete seriously with im- 
portant segments of our industry. There are cases in which a manu- 
facturer who wants to start or expand his business in X country will 
buy equipment for his plant in the United States, if he can; in Europe 
if he must; and as to the cases of whether the equipment will be pro- 
vided, or whether it will be provided by the United States or some 
other country, we give favorable consideration under suitable circum- 
stances to making the loan to supply United States equipment. 
That is speaking in general terms. 

There is more to be said about the particular case you have in 
mind. Our financing to date of pulp and paper mills is very limited, 
if it exists at all. 

Senator SpARKMAN. On September 15, when the Citizens Advisory 
Committee, that the chairman invited to assist this committee, had 
a meeting here, Secretary Humphrey said: 

I do want to make clear to everyone that the Government must question both 
its right and its financial ability to use taxpayers’ money to finance investments 
abroad on a large scale in the development of competitive enterprise. 

This memorandum that I received goes on to say—this is not 
quoting Secretary Humphrey: 

Already we find that the foreign competition built by American dollars has 
led to the dumping of foreign papers in the United States. The result is that 
the taxpayer in the United States first pays to build up the competition and 
then as a competitor must meet the cutrate price. 

I want to say that I know nothing about this situation except as 
it has come to me in numerous letters. I would appreciate it if 
someone connected with the Export-Import Bank, and I propose to 
make this same suggestion of every one of the agencies that would 
be involved, would be prepared to give us a statement dealing in 
detail with that feature of the program. 

Mr. Epererron. I could do it in rather general terms now, but I 
think it will be done better in the course of the hearings. If not, I 
will undertake to make as complete a statement as you like later on. 

Senator Busx. Will the gentleman yield? 

Senator SparKMAN. I am through. 

Senator Busa. Would the witness care to make his statement in 
general terms now? 

Senator SPaRKMAN. I would be glad if he would, and have the later 
statement in detail. (See p. 142.) 

Mr. Epeerron. I think as far as pulp or paper products are con- 
cerned, we have no loans that we have participated in for pulp and 
paper products. 

Mr. Arey, who is here, has a greater familiarity with the bank’s 
records, and I would like to ask him if that is correct. Have loans for 
pulp and paper production been made? 
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Mr. Arey. I do not think there has been any case in which a pulp 
and paper industry abroad was dependent upon a loan from this bank 
alone. We have financed United States manufacturers who wanted 
to get their equipment into pulp or paper industries which either 
existed or were going to be built. It was merely a question of compe- 
tition as to whether United States equipment went in or some other 
equipment. 

The CuarrMAN. Are you not financing at the moment, or thinking 
of financing, a pulp mill in Chile or is that the International Bank? 

Mr. Encerton. No. 

The CuarrMan. Is that the International Bank? 

Mr. EnGerton. We are not. 

Senator SparKMAN. The one in Pakistan is not yours, is it, either? 
That is the International Bank? 

Mr. Epaerton. No, that is not before us. We have one in pros- 
pect elsewhere. We do not generally discuss publicly applications for 
loans unless and until the loans are made on account of the fact that 
an applicant objects to having it known that he applied and did not 
get his loan. We have one in prospect, quite a large one, and it is the 
one that elicits the comments of your correspondent. We have 
financed very little pulp or pape rmaking equipment. 

Senator Bennett. I have two questions, Mr. Chairman. As to 
this question of loans which produce competition to American in- 
dustry, I am going to let my comment ride until Mr. Arey comes 
up this afternoon. But I cannot avoid the fact that the bank i 
apparently proud of its loans to develop foreign sources of minerals. 
I come from a State whose domestic industry is very sick because of 
foreign competition. In spite of the fact that we still have very large 
capacities to produce minerals we are unable to use that capacity 
and American miners are losing their jobs and American towns are 
becoming ghost towns. 

I am going to be very interested to see to what extent Export- 
Import Bank money has been used to finance foreign developments 
of lead, zine, and copper. 

I assume Mr. Arey will provide that information this afternoon. 

My second question goes to area No. 7 in your list of areas in which 
you work. Apparently, according to No. 7, at the end of World War 
II you entered actively into the field that was later oc cupied by the 
International Bank? 

Mr. Epveerrton. Yes, sir. 

Senator Bennetr. Have you withdrawn from that field completely? 
Did you withdraw when the International Bank became active? 

Mr. Eperrton. Yes. Gradually, as it became able to take Euro- 
pean loans, we withdrew. The large loans were made immediately 
after the war, in two general classes. One was for general recon- 
struction and one was to cover the lend-lease pipeline. At the close 
of the war, when our allies had been securing great quantities of 
manufactured equipment of all kinds in this country, and the war 
need to continue that supply disappeared, it left American maou- 
facturers with large quantities of partly manufactured products on 
their hands and other equipment on the way to foreign countries. 
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Payment to the American manufacturer for completing the uncom- 
leted products and for their transportation as well was made through 
oans from the Export-Import Bank. It provided an orderly transi- 
tion from the lend-lease program to more nearly normal business 
relationships. 

Senator Bennerr. Are those two banks, yours and the International 
Bank, currently considered to be parallel sources of credit? Are you 
in competition with each other? 

Mr. Epeerton. No; we are not in competition with each other. 
There is a good deal of publicity that suggests we may be, but we are 
not, really. 

The fields of possible activities overlap wherein we may by our 
charter do almost anything that the International Bank may do. It 
has some limitations in its charter; it can lend only to member gov- 
ernments, or to governmental agencies, or with a guaranty of the 
Government. 

We coordinate our activities carefully with those of the International 
Bank. When we have applications for loans in the member countries, 
I usually discuss the loan with a high official of that bank. It requires 
merely good coordination. 

Senator Busx. Do you compete? 

Mr. Encerton. No. 

The Cuarrman. Why do you not compete? I thought we believed 
in competitive enterprise? Are you saying that you have a cartel 
and an agreement with the International Bank that you will do this 
and they will do that? 

Mr. Epcerton. No, sir. If a beneficial project is done in any 
country, no matter by whom it is financed, most of the benefits of the 
project to the foreign country at least are secured. Our funds are, 
of course, limited. Those of the International Bank are, too, but not 
so definitely. They are limited by their ability to dispose of their 
securities at low rates in financial markets. But no matter who does 
a development project, its benefits accrue. 

The difference is that in not all cases of loans by the International 
Bank are the principal elements of supply drawn from the United 
States market. They may be drawn from other markets which are 
cheaper, whereas loans from the Export-Import Bank, with few 
insignificant exceptions, are for United States purchases only. 

The Cuarrman. Is it not a fact that all International Bank loans 
must be guaranteed by the government in which the loan is made? 

Mr. Evcrrron. That is quite right. 

The CuarrmMan. Therefore, it is government to government? 

Mr. Eperrron. Yes. 

The Cuatrman. The International Bank is owned by 55 govern- 
ments, loaning money guaranteed by those governments including 
the government in which the project is located? 

Mr. Encerton. That is right. 

The Cuarrman. Is it not a fact then that when that money is 
loaned to them they are privileged to go out and buy the goods, the 
materials, wherever they want to, wherever they care to in the world? 

Mr. Epcrrron. I think that is right. 

The CuarrMan. On the Export-Import Bank loans that you make 
you require that the money be spent directly in the United States? 

Mr. Epcerton. That is not quite 100 percent, but it is so near 
right that I hesitate to mention any exception. We have a few loans 
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for special purposes which could not go ahead unless we furnished 
some local currency 

The CuarrMan. Generally speaking, 99 percent of the time? 

Mr. Epeerron. More than that. 

The CHarrMANn. The money is spent in the United States? 

Mr. Epgerron. Yes. 

The CuarrmMan. As to the loans the International Bank makes, 
the money may be spent in the United States or any place in the 
world? 

Mr. Epe@erton. Yes. 

The CuarrmMan. Because the contracts are let on the basis of the 
lowest bidder; is that not correct? 

Mr. Epasrron. Yes, sir. 

The CuarrMANn. Let me ask you this: Is there more demand today 
for loans than there was a year ago? 

Mr. Evaerron. I hesitate to answer. There is a greater demand 
for loans of the exporter credit type, as we call it. 

The CHarRMAN. You mean, as compared to capital goods loans? 

Mr. Epgerron. I mean, as compared to the same demand a few 
years back, or a few months back. I am speaking of the demand for 
the exporter type credit, at least the inquiries and requests are 
increasing. 

It is very obvious why. During the war when the manufacturing 
industries were all well occupied, the trouble was for the foreign buyer 
to get the equipment even after he got the loan, whereas now I think 
all producers—— 

The Cuarrman. If you will yield just a moment. What you are 
saying is that there is a bigger demand on the part of the individual 
exporter of the United States for a loan to finance his exports of 
consumer goods, and that sort of equipment, capital goods, or both? 

Mr. Epeerron. We virtually do not finance consumer goods of 
the ordinary kinds, because they have practically no benefit to the 
borrowing country and to the future trade. Generally speaking, we 
feel that consumer goods financed on borrowed terms, public funds 
at least, tend to increase the purchase of things that the purchaser 
cannot afford. If we did that the benefits—— 

The CHarrMAN. General, I think we had better get into the record 
at this point, because I think it is a very, very important item, just 
what is the purpose of the Export-Import Bank. What is the purpose 
of it? Whao is it to help? 

Mr. Epeerton. The purpose is stated in the act—— 

The CuarrMan. Is it written some place? 

Mr. Epeerron. It is to aid in financing and to facilitate the export- 
import trade of the United States. 

The CuarrMan. In other words, the purpose of it is to aid and to 
increase exports and imports? 

Mr. Epeerron. That is right. 

The CHArrRMAN. And to finance exports and imports? 

Mr. Epeerron. Yes, sir. 

The CuarrmMan. Have you been doing that? 

Mr. Epeerron. Yes, sir. 

The CuHarrmMan. I thought you just said it did not do that? 

Mr. Epaerron. I did not mean to say that. I said, ‘consumer 
goods.” 








70 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


CuarrMaAN. You just said that it did not finance consumer 
goods. 

Mr. Epcerron. Generally, we do not finance consumer goods 
because we have the necessity, as I have explained since I have been 
on the stand, of applying a highly selective process. We cannot 
accept all the loans that would benefit by our financing. We cannot 
accept all the applications. So we try to accept those that we think 
will contribute the most to the export trade of the United States, not 
only immediately, but over a longer period of time. 

To a large extent, that confines us to the more durable goods of a 
kind that will have some kind of earning capacity in the country to 
which they go. 

The CuarrMan. You think both of the good it will do the United 
States, as well as to the country to which it goes? 

Mr. EpGerron. Both; yes, sir. We do not finance the kind of 
thing that has only transitory value or importance, generally. 

The CuarrMan. Is there not a big demand at the moment for some 
sort of an agency—you, for that matter—to finance exports on longer 
terms? 

Mr. Epcerron. On longer terms? 

The Cuarrman. Yes. 

Mr. Epcerron. Well, I think that there is some demand for the 
financing of exports on somewhat longer terms than we have been 
accustomed to give; yes, sir. I think that is true. Whether that 
demand should be met or not, I am not prepared to say. 

Senator Busn. Will the chairman yield? 

The Cuarrman. Yes. 

Senator Busn. Could you comment on the question of terms? 
What is the typical terms, in years, for Export-Import Bank loans? 

Mr. Epcrerton. Well, the terms range from a year and a half to 20 
years, depending on the commodity. 

Senator Bus. How would that be weighted, General? 

Mr. Epcerton. It depends much on the character of the product. 
For instance, the very short-term loans are for consumer goods, to be 
sure, the commodity-type credits which are consumer goods. It does 
not take very long for the Japanese, referring to the cotton loan, to 
receive the cotton and make it up and sell it again, and then they are 
in & position to repay the loan or they will never be. So it does not 
take a very long term for that kind of loan. 

On the other hand, take heavy railroad equipment, power equip- 
ment, and so on. It is never expected, in this country or elsewhere, 
that it will pay for itself in a matter of 2 or 3 years. So the bank, 
with what wisdom it can muster, examines the product, estimates the 
situation, and sets a term that is obviously reasonable for that sale. 
It may even be somewhat short in order that the borrower will repay 
the loan as promptly as he can, maybe quicker than he might like to. 

It is of definite advantage to the bank to shorten the term of the 
loan as much as practicable so as to use its funds over and over again. 
We recognize in this country or abroad, in no area, is it practical 
generally to pay for very heavy and expensive equipment in a very 
short time. 

Senator Busu. Is it true that you prefer loans that will create a 
continuing demand for American products in the way of replacement 
markets abroad. For instance, in connection with oil-drilling equip- 
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ment, where you have made an installation and the replacement of 
parts that have been broken or worn out come from the supplier? 
Does that illustrate your point or not? 

Mr. Eparrtron. The statement of the question does illustrate the 
point, but it happens that we rarely finance oil equipment, in the 
belief that there is plenty of venture capital in the oil industry. If 
the investment climate is favorable in any country, private capital 
will flow in and, therefore, we should not be making such a loan. 

The CHarrMan. You have never financed any oil developments? 

Mr. Epemrton. Yes, indeed. There is scarcely any rule that you 
can mention that we have not made some exception to for good reason. 
In 20 years, and with the various needs of all the special cases that 
arise, under the broad charter that we have, we have been able to 
meet many a case that is not normal. 

We have, indeed, a few loans for oil pipelines and for oil refineries. 

Senator Busu. But you always have an eye toward creating a 
market abroad for American products? That is part of your policy 
in making a loan? 

Mr. Epeerton. A continuing market. That is a very important 
consideration. People have ad us many times to set down the 
factors that ought to be considered in acting on an application for a 
loan. It is impractical. There are so many possible considerations 
that if we listed all the possible factors we would have a long list 
indeed. 

In trying to do this job, to promote the objectives of the act, with 
the broad powers to do it, and involving matters of judgment, no 
doubt we have a percentage of error. We could not help having. 
I think we do. 

Senator Bennerr. You have been talking about your policy in 
financing exports. Your name is the Export-Import Bank. How 
much of your time or how much of your capacity has been involved 
in the financing of imports? 

Mr. Epcerton. A much smaller part than in financing exports, 
for several reasons. One is that in the broad general application 
you do not really need to do much financing in foreign countries to 
sell something in the United States. 

I suppose if you have a product sold in the United States you will 
get money pretty early on the shipping documents. But on the kind 
of thing we have financed, and the aggregate has been rather large, 
for the production of minerals, and so on, the product could not be 
produced fast enough to meet the need in the United States. Pay- 
ment on the shipping documents would be inadequate, and it was 
thought, and true at the time, that the minerals were going to be of 
the highest importance to the United States for war purposes or 
industrial use related to war. 

So our financing of mining products has been generally on the basis 
of testimony that there was great urge for those products in this 
country at the time the loans were made. Now the war is over. It 
is quite possible that some of the products which we were financing 
are not so badly needed as they were. Certainly, they should not be 
allowed to injure or affect very unfavorably our own industry at the 
same time here. 

Senator Bennett. I will be interested as the testimony develops 
to see to what extent your loans have contributed to the shutdown 
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of the American domestic mining industry for nonferrous metals. 
It will be very interesting information. 

Mr. Epcerrton. I do not have it at my fingers end. 

Senator Bratt. Have you had occasion to finance any coffee 
companies? 

Mr. Epcerton. No coffee. 

Senator SpaRKMAN. You said coffee? 

Mr. Epcerton. No, sir; no coffee. 

Senator SpAaRKMAN. Maybe you should. 

The Cuarrman. General, there are a number of questions that I 
think I want to ask you, not now, but possibly later when we have 
listened to these other witnesses. 

I want you to be thinking about this one, that it seems to me that 
up to this time you have aa financing capital goods or goods to 
produce something in another country. 

Mr. Epeerton. Usually. 

The CuarrMan. Versus consumer goods or goods that are to be 
consumed or used up. Has there been—and you do not need to an- 
swer this now but we will want an answer—a big demand on you to 
finance other than capital goods? 

Mr. Epcerton. Yes. I think perhaps I spoke a little too broadly 
when I said that we did not finance consumer goods. 

The Cnarrman. You have financed a lot of cotton and tobacco? 

Mr. Epcrerron. Yes. I was thinking more of what you normally 
call consumer goods. 

Usually we felt in that type of commodity that to borrow money 
from the United States public to import those into a foreign country 
was making it possible for them to buy something they probably 
should do without if they have an acute position where they cannot 
provide the dollars themselves. 

If there are any of those commodities that save dollars, and save 
enough to pay our loan and make a continuing contribution to the 
dollar exchange position of the foreign country, of course, favorable 
consideration might be given. 

The CHarrman. You know every Latin American country—I can 
speak of that because I have just returned from there—is doing 
everything it possibly can to become self-supporting in the production 
of foodstuffs. Doing everything they possibly can in the production 
of manufactured goods. 

You understand that I am not criticizing them for doing it. But 
those are the facts. That is what they are trying to do. You have 
been helping them through your capital goods loans, and the Inter- 
national Bank has been helping through their capital goods loans. 
I think we must keep that in mind, that that is their ambition, not 
only Latin American but all other countries of the world, to become 
self-supporting in the production of goods and the production of food- 
stuffs. They will not all be able to do it, but at least they are working 
at it, making the effort in trying to do it. By so doing they are going 
to build up trade among themselves. 

Our great prosperity in the United States and our high standard of 
living has come about by virtue of trade among ourselves and not our 
exports and imports. It has been our ability to produce and sell amo 
ourselves. That is exactly what these Latin American countries an 
other countries are trying to do. They want to produce and furnish 
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jobs for their people in producing things to sell to their own people, just 
as we do in the United States. They will frankly tell you that they 
cannot build up their standard of living if they are going to import 
everything they use. They have to use their own labor to make it. 
They will very frankly tell you that. That is the way we developed 
the United States. We developed on the basis of making e verything 
ourselves that we use and thereby creating jobs and creating trade 
within the country. 

There are two kinds of trade. There is trade within the country 
with the people of the country and then trade between two countries. 
We want to get into this matter a little later. Maybe other witnesses 
will get into it. Maybe there will be a better place to do it then, than 
at this point. We will want to get into this matter of whether you 
should or should not finance more commodities and more consumer 
goods, and also get into this matter of terms. 

Are there any other questions? 

Senator MayBank. I am sorry I am late. I had another meeting. 
General, have you had much competition from the International Bank 
on loans? 

Mr. Epererton. No, we did not. I just explained to the commit- 
tee 

Senator MayBank. I am sorry I was not here. 

Mr. Epcerton. We do not have competition. We are able to 
operate in the same areas and in the same fields and with the same 
conditions, to a considerable extent. 

Senator MayBank. Do you have duplication with them? 

Mr. Eperrtron. No. 

Senator MayBank. You say you operate in the same fields and on 
the same things. 

Mr. Epcrrton. We could have competition, but we do not. We 
coordinate with them. We try to take advantage of loans that they 
make and direct ourselves to loans that they cannot make, are unable 
to make, or are unwilling to make, because neither of us has resources 
enough or is likely to have resources enough to do all that could be 
done. 

Senator Maypank. I understand that, and I meant no criticism 
against the International Bank. I wanted to find out because a lot 
of countries have told me they would rather deal with you than with 
the International Bank. 

Mr. Epcerton. That is something we appreciate. 

Senator Mayank. In dealing with you, they are dealing with the 
United States, and when they are dealing with the International 
Bank they are not. The United States does not own the Inter- 
national Bank and does not have a controlling interest in it. 

You do not have any trouble with them? 

Mr. Epcerron. No. 

Senator Payne. I have one question. Do you have at the present 
time, or are you at liberty to say whether you have, an application 
for a loan, that is receiving consideration, to Argentina? 

Mr. EpGcerton. We have a large number of inquiries. 

Senator Payne. But that loan has not yet been granted? 

Mr. EpGerton. No, we have not made a loan to Argentina for 
some time. We made a large loan, 1 believe, in 1951, before my 
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time at the bank, of around $100 million for the purpose of helping 
them clear up arrearages that had been accumulated in dollar exchange. 

Since that time, with approximately $100 million in Argentina, the 
bank has been disposed to be conservative about further loans. We 
have a principle of diversification to observe. With a $90-million 
obligation there, which begins to be paid off this year, we will be 
cautious about making additional large loans. 

Senator Payne. Mr. Chairman, if it would be proper to request it, 
I would like very much to have this committee furnished with such 
information as the Export-Import Bank may be able to provide the 
members of this committee for the review of specific applications that 
are before the bank from Argentina at this time. 

Mr. Epeerton. Would you permit it to be done later, or possibly 
in executive session, because we are reluctant to announce the in- 
quiries or applications that we have for loans on account of —— 

Senator Payne. I would be agreeable to have it in executive 
session. 

The CuarrmMan. We will see about that. 

Senator Maypank. Last year about this time we passed a bill 
regarding export insurance. How is that getting along? 

Mr. Epcertron. We are all ready to go. We have an organization 
established, with rules and regulations issued, and have had for more 
than 2 months. But there has not been any insurance written yet. 
I understand it is largely a matter of the price of American cotton as 
compared to cotton—— 

Senator Mayspank. Has there been any inquiry on other materials? 

Mr. Epacerton. There have been some inquiries, yes, but we have 
not set up any machinery to handle other commodities. 

Senator Maysank. Why do you not do that? It was not passed 
for cotton. It was for anything; automobiles, or anything else. 

Mr. Epe@ertron. The demand is not tremendously active, and we 
do not know whether we are going to need a large part of this credit 
for cotton, which was one of the principal commodities likely to need 
such insurance. 

Senator MaysBank. I grant that, General. I distinctly made it 
clear, and I think the committee will recall, that it was not for the 
cotton business, that it was for anything, automobiles, sewing ma- 
chines, and so forth. There is more cotton to export than anything 
else, that is true. 

Mr. Epcrrron. It is a little simpler to arrange for cotton. 

Senator MayBanxk. The truth about cotton is that you started too 
late. When the cotton season was on, you had no insurance. It 
took from February to about November to get it set up. Am I 
wrong? 

Mr. Epeerton. That is right. 

Senator Maysank. The cotton business is all over. If it takes 
from February to November to put a law in effect to get exports to 
help Mr. Benson with what he wants, someone is negligent. 

Mr. Epneerton. I do not mind saying that it took us longer than 
we expected when we were here on that point. 

Senator Maysank. When I attended the banker’s meeting I spoke 
to you about it, and you said you were sorry about it. But that is a 
long time to get something going. 
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The CHAIRMAN. Without objection, I would like to place in the 
record at this point the bill we passed this year in respect to certain 
insurance aspects. We will place it in the record at this time, if 
there is no objection. 

(The material referred to follows:) 


[Pustic Law 30—83p Conaress] 
CuaPTEeR 64—I1stT Session] 
[H. R. 4465] 
AN ACT To amend the Export-Import Bank Act of 1945, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That secton 2 of the Export-Import Bank Act 
of 1945, as amended, is hereby amended by inserting the following as subsection (c) : 

““(e) (1) The Export-Import Bank of Washington is further authorized, in the 
manner and to the extent herein specified, to provide insurance in an aggregate 
amount not in excess of $100,000,000 outstanding at any one time for the benefit 
of citizens of the United States, including corporations, partnerships, and asso- 
ciations organized and existing under the laws of the United States or any State, 
district, Territory, or possession thereof, against the risks of loss of or damage 
to tangible personal property of United States origin which is exported from the 
United States in commercial intercourse and is located in any friendly foreign 
country, to the extent that such loss or damage results from hostile or warlike 
action in time of peace or war, including civil war, revolution, rebellion, insurrec- 
tion, or civil strife arising therefrom, or from an order of any government or 
public authority confiscating, expropriating or requisitioning such property and 
to the extent that such property is owned in whole or in part by the assured or 
constitutes security for financial obligations owed to the assured. 

‘(2) Insurance may be provided pursuant to this subsection only to the extent 
that it cannot be obtained on reasonable terms and conditions from companies 
authorized to do an insuracre business in any State of the United States and to 
the extent that it cannot be obtained from any agency of the United States 
Government providing marine or air war-risk insurance. 

(3) In providing insurance pursuant to this subsection, the Bank may rein- 
sure in whole or in part any company authorized to do an insurance business in 
any State of the United States or may employ any such company or group of 
companies to act as its underwriting agent in the issuance of such insurance and 
the adjustment of claims arising thereunder. 

(4) Subject to the limitations herein provided, the Bank shall from time to time 
determine the terms and conditions under which it will provide insurance pursuant 
to this subsection: Provided, however, That such insurance shall be based, insofar 
as practicable, upon consideration of the risk involved: And provided further, 
That the term of coverage of any such insurance shall not exceed one year, subject 
to renewal or extension from time to time for periods of not exceeding one year 
as may be determined by the Bank.” 

Sec. 2. Section 7 of the Export-Import Bank Act of 1945, as amended, is amend- 
ed by substituting in lieu of the words “loans and guaranties” the words “loans, 
guaranties, and insurance’. 

Approved May 21, 1953. 


Senator Mayank. I understand you had an argument about who 
was going to handle it. Am I wrong? 

Mr. Epcerton. Yes; we had some arguments about it. 

Senator MayBanxk. It went on for 9 months. 

Mr. Epasrrton. It just took longer than we thought to make up our 
minds as to what the rules and regulations were to say and to see that 
the cotton shippers thought it was workable. It was difficult to 
arrive at a rate. 

Senator MaysBank. My only suggestion, with the export situation 
as it is in this country, that I respectfully wish that the chairman ask 
you to get some rules and samibibee for automobiles, sewing ma- 
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chines, and other things that make up exports, because that was the 
purpose of the law, and not wait until it is too late. 

Mr. Epcerton. We will be taking that up right away. 

The Cuarrman. Are there other questions? If not, we thank you, 
General. Possibly we will want you to come back with more informa- 
tion a little later as we get a little further into this subject. 

Mr. Epcerton. It was a pleasure, Mr. Chairman. 

The CuarrMan. Our next witness will be Mr. E. V. Huggins, vice 
president of the Westinghouse Electric Corp., for the purpose of pre- 
senting documents for the record only. Mr. Huggins is connected with 
the National Electrical Manufacturers Association. We would like 
to have the benefit of their study of this whole problem placed in the 
record at this time. Do you have anything else to say, Mr. Huggins? 


STATEMENT OF E. V. HUGGINS, VICE PRESIDENT, WESTING- 
HOUSE INTERNATIONAL ELECTRIC CO. 


Mr. Hvuccrns. Nothing other than to give the background of it 
and describe what is in the study. 

The Cuarrman. It will not take long? 

Mr. Huaains. No. Mr. Chairman and gentlemen of the commit- 
tee, the National Electrical Manufacturers Association, which is the 
trade association for the entire electrical industry, has been troubled 
for some time about foreign competition, both in the United States 
and overseas, particularly in the fields of heavy equipment where 
there is a great deal of handwork and the labor content of the total 
cost is large. 

We started to look around last spring for facts on the subject and 
could find no place where the facts were pulled together, and many 
of the facts that we thought were necessary were just not available. 
So a Committee on Foreign Trade Study, of which I am chairman, 
was formed to recommend to the board of governors what type of 
study should be made and who should make it. 

We came up with a recommendation which was adopted by the 
board of governors, which called for a study of the basic causes of the 
trade didlocetion in the world, the factors which involved the wide 
price disparities between United States-built equipment and foreign- 
built equipment, and finally the dependence upon the electrical manu- 
facturing industry of the United States of the entire economy of the 
United States both in peace and war. 

We recommended that that study be made by the National Indus- 
trial Conference Board. 

That is an organization of three thousand-odd associates, composed 
of industries, labor unions, educational institutions, governmental 
agencies, banks, insurance companies, and even some foreign organ- 
izations. It is completely objective and takes no side on any par- 
ticular issue. It was our intention to obtain a study of facts only, 
with no recommendations one way or another as to what any phase 
of the United States and foreign economic policy ought to be. 

They took that job on for us at the end of July and completed it 
about the Ist of December. 

This document, entitled “The United States and Its Foreign Trade 
Position” (see appendix, p. 399) isa result of that study by the con- 
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ference board. You will find a summary of its findings beginning on 
page 1, going through page 8. 

The study covers the statistics on imports and exports of electrical 
products, and it gets into much broader fields, such as balance of 
payments, who will benefit from freer trade, such factors as the effect 
upon the trade of our allies of the markets which are now behind the 
Iron Curtain, the effect of their altered colonial relationships. It 
gets into comparative production costs. Then there are 2 sections 
relating to subsidies and other State aids which are provided to 
exporters, not only by our former allies, 9 of them, including Japan 
and Germany, however, but it also gets into the subject of import 
restrictions and exchange controls, particularly as they affect exports 
from this country. 

Recognizing Senator Robertson’s point, that these are pretty big 
documents, we asked that the conference board prepare a summary. 
That is done on the first eight pages. It is their summary and is 
not a summary by anyone in the electrical manufacturing industry. 

To the best of our knowledge, it is the only study of its type which 
has been made, and on many of its points where there are studies, 
we believe it to be the most authoritative. They put a large number 
of men on it. We had two men travel around Europe talking with 
governmental agencies, trade association, and companies. 

The collection of information as to various types of trade, currency 
restrictions, controls, and various types of state aids to exporters, 
which are found in sections 5 and 6, is, we believe, the only compilation 
of that type of information which is now available. 

The report was not aimed specifically at the Export-Import Bank, 
but we feel the facts that are in it will be of assistance to you in your 
study. 

In addition to that we have asked the firm of Donovan, Leisure, 
Newton & Irvine in New York, who are counsel for the association, 
to prepare an analysis of legislation, treaties, and regulations affecting 
the ability of American manufacturers to compete with foreign- 
produced goods. The report is rather short. The rest of it is made 
up on background material. (See appendix, p. 561). 

Finally, on the third point of our effort to obtain facts, the con- 
ference board told us they were not qualified to study the comparative 
aspects of United States-built electrical equipment and that produced 
in other countries and the dependence on United States-built equip- 
ment of the economy of the United States. 

That phase of the study was thereby subcontracted by them to the 
Stone & Webster Engineering Corp., which is one of the leading 
engineering and consultant firms in the country, with 65 years of 
experience all over the world. Their report is in the brown-covered 
document. (See appendix, p. 547.) 

Those were the three reports which were prepared on behalf of the 
National Electrical Manufacturers Association. As stated, they 
are as objective as we could get them to be. 

There are no recommendations as to what ought to be done about 
the facts as disclosed. The conclusions are entirely factual and are 
their conclusions. 

Because of that aspect of the report, and because in the electrical 
manufacturing industry there are many of us who are affected by 
foreign competition, both domestically and overseas, some particularly 
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in the mass-production goods who are not, we in Westinghouse 
retained Prof. O. Glenn Saxon of Yale University, who is a well- 
known economist, to take these three documents, analyze them and 
come up with his recommendations. 

His analysis and recommendations are found in the book entitled, 
“The Foreign Trade Position of the United States and the Electrical 
Manufacturing Industry of the United States.” (See appendix, p. 647.) 

Again, recognizing the bulk of these four documents, and knowing 
that many people would never try to wade through them, we in 
Westinghouse took the 4 summaries and printed them up in 1 short 
brochure of some 20 pages. (See appendix, p. 551.) 

As stated before, each summary is that of the author of the study 
and is not by Westinghouse or by the electrical industry. You will 
have those summaries, and if you want to dig deeper into the back- 
ground material it is all there. 

The CHarRMAN. Without objection, we will place this material in 
the record. 

Senator Busu. Reserving the right to object, is it your intention 
to put all these documents in full into the record? 

The CuarrMan. These particular documents. 

Senator SpARKMAN. In the record or the files? 

Mr. Huaerns. They are being submitted for your use. 

The CuarrMaANn. I recommend strongly we place these particular 
documents in the record. 

Senator Busu. I have just been glancing through them, It seems 
they are very exhaustive studies of the subjects which their title 
indicates. I just wondered what bearing they would have upon the 
study of the Export-Import Bank and International Bank. 

The CuarrMan. I think you will find they have a lot of bearing on it. 
In fact, everything, I think, has a bearing upon banking, particularly 
the Export-Import Bank and International Bank. 

Senator Busu. They could be placed in the files and be available. 
It will burden the report a great deal. There are a lot of things in 
them that have no relation to this study. 

The CuarrMan. I disagree with you, Senator, very much. I think 
they have a lot to do with it. As we develop this whole subject I 
think it will be brought out that they do have. 

If it is not the wish of the committee to place these things in the 
record, I will be very glad to abide by that. 

Senator Bennett. I was just going to say that there is no necessity 
to have these in the official transcript, is there? 

The CHarrMan. No. 

Senator Bennett. They do not need to appear in the transcript. 
They should appear as exhibits. 

The CuarrMan. They will appear in the printed record. They 
will not be transcribed by the official stenographer. 

Senator Busu. Is that your understanding? 

The CuarrMan. They will be made a part of the official record. 

Senator Busx. But in the appendix thereof; is that your recom- 
mendation? 

The Cuarrman. I do not care whether they are in the appendix or 
where they are. The appendix is perfectly all right. 

Senator Maysank. That does not include these first eight pages? 

The Cuarrman. What I hold in my hand. 
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Senator MayBank. I thought that was going into the appendix, 
but the first eight pages that he has summarized would go into the 
record 

The CHArRMAN. That is right. 

Senator MAYBANK. I notice on the first eight pages—— 

Mr. Huaarns. They are also in this white-covered document, 
Senator. 

Senator Bennett. There are 3 or 4 condensations. 

Mr. Huaarns. There are four. 

The CuarrMan. What is the objection to having them go in—cost? 

Senator Busu. Cost, and burdening the record with material that 
perhaps is not in point here. 

The CHarrMAN. Let me say we have given considerable thought to 
this, possibly more thought than the able Senator has because this is 
the first tume he has ever seen them. 

Senator Busu. That is right. 

The CuarrMan. I would still like to put them in the record. If 
the committee does not want to do it, it is all right with me. What 
is your wish? 

Senator Busu. I just raised the question. It seems to me that this 
type of material, which is very valuable for reference in years to 
come— 

The CHArRMAN. Let me say what we are hopeful of doing. 

Senator Busu. I do not see it has any real bearing on the study 
that this committee is making. Therefore, I do not think the record 
should be burdened with a lot of material at this time. I think if we 
encourage that we will encourage manufacturers and others to file 
long statements here on the question of international trade, which is 
not quite in point. 

The CuarrMan. I think the matter of the Export-Import Bank, 
particularly, and likewise somewhat the International Bank, the 
matter of treaties and tariffs and the treatment that other countries 
give our investors, has a lot of bearing upon whether or not we ought 
to expand the Export-Import Bank, what we ought to do with it. 
To me, it has everything to do with it. 

You. certainly would not loan money to a man without knowing 
where he was going to sell the product, how he was going to use the 
money, what his competition was going to be and under what cir- 
cumstances he was going to be able to operate. You are a banker, 
and I am certain in every instance that you have ever loaned money 
you wanted to know a lot of facts. I am sure you wanted to know 
what the man’s competition was going to be, w here he was going to 
sell the goods, what laws were going to be against him, and other 
things which I think are very, very pertinent to the Export-Import 
Bank. 

As we develop this subject I think factual information will become 
more important, because it is my opinion we are going to have to take 
some action in respect to the Export-Import Bank. 

Senator Bennett. I had to go out briefly. Is there any reference 
in this summary to the activities of the Export-Import Bank? 

Mr. Hueearns. Not in the summary as such. But you will find in 
the heavy detail there is reference to the Export- Import Bank. 

Senator Bennet. Do I understand from your testimony that there 
are no recommendations contained in this material? 
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Mr. Huaarns. There are recommendations contained in Professor 
Saxon’s analysis, and that is the only one that has any recommenda- 
tions in it. 

Senator Bennetr. Does it contain recommendations with respect 
to the Export-Import Bank? 

Mr. Hvuearns. Not specifically, as I remember it; no. It is con- 
cerned primarily with the domestic competition problem as distinct 
from the foreign competition problem. I might state that the com- 
petition in foreign markets for our heavy electrical equipment, and 
this perhaps in some respects bears on the discussion between Senator 
Capehart and Senator Bush, derives primarily from two facts. 

One is a price comparison. Our foreign competitors can always 
underquote us substantially. 

The other relates to the financing of the equipment that the foreign 
country desires to purchase. Many countries will prefer American- 
built equipment to foreign-built equipment for reasons which are 
spelled out factually, particularly in the Stone & Webster report. 
But in the absence of a financing medium they have no alternative but 
to turn to foreign-built equipment. And perhaps from that angle it 
fits in with the deliberations of this committee. 

Senator Bus. May I ask, Mr. Huggins, were any of these docu- 
ments submitted to the Randall Commission? 

Mr. Huearns. Yes, sir, every one of them—to the Commission and 
to each of the members. 

Senator Busn. That was my impression. My impression also is 
that they are going to be printed in full in the appendix of the Randall 


Commission’s report and will be available for anyone who wants to 
read them. 


The CuarrmMan. That is very true. 

Senator Buss. I am not discounting the importance of this infor- 
mation. 

The CHarrMan. I am anxious to get into 1 volume, or 2 or 3 vol- 
umes, all of the pertinent information that I personally think as chair- 
man of this committee, who has given a lot of thought to it and a lot 
of hard work, ought to be there so that we can deal with this subject 
on a factual basis. If the committee does not want to do that, and 
each time we want to put something in the record here we are going to 
be questioned on it, then I do not see much use in holding the hearings. 

The Randall Commission is one thing and the United States Con- 
gress is another. 

Senator Busu. I agree with that. 

The CuatrMan. The Randall Commission has absolutely no author- 
ity to make laws or pass laws or hold hearings. 

Senator Busu. Certainly, the Senator is abeatencie correct. 

The Cuarrman. When it is all through, the matter of what will 
happen to the tariff, and so on, will be up to the Congress and not to 
the Randall Commission. 

Senator Busn. I agree completely with the Senator. I am sur- 
prised that he thinks I would not agree with that. I simply questioned 
the putting of all this material into the record when it seems to have 
virtually no connection with the study which this committee is 
authorized to make; namely, concerning these banks. 

The Cuarrman. That, I presume, is a matter of opinion. I still 
say that the matter of tariffs, the matter of trade obstacles in other 
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countries and this country, the matter of expropriations, the matter 
of competition has a lot to do with whether we ought to lend one, 
two, three or five billion dollars to a group of countries. I am sur- 
prised that you, as a banker, do not agree with it, because I know as a 
banker you would not loan money to me unless you had all the facts. 

Senator Busu. I would suggest that the tariff legislation, which you 
mentioned, is not the function of this committee. 

The CHarrMan. It is not the function of this committee. While 
there are some matters in here which pertain to tariffs, it is only 
incidental to the general overall problem of financing international 
trade. We are concerned in this committee with the financing of 
international trade—— 

Senator Busu. Absolutely. 

The CuarrMan. Through the Export-Import Bank, the Interna- 
tional Bank, and maybe other ways and means. If we are going to 
finance it, which means we are going to put up billions of dollars, then 
I think we are interested in what the market is, what the tariffs are, 
what the climate is in respective countries for the private enterprise 
system, and whether or not we are going to get our money back, and 
whether it ought to be done or not. 

Senator Busn. I agree in all you have just said. As to whether it 
is the function of this committee to go into all this——— 

The CHarrMAN. It is not the function, except as it applies to whether 
or not we should loan money. 

Senator Busu. Maybe this is not the time to discuss it, but I think 
the committee has a tremendous amount of business ahead of it this 
year. I think if we are to get into the question of discussing inter- 
national trade and all its aspects, we will never get around to doing 
some of the very important things you have on your agenda. I am 
a little disturbed at the situation for that reason. 

The CuarrMan. I gather that there is a little something behind 
some of this in that you do not want to make this study. 

Senator Bus. What study? 

The CHarrMAN. That we are doing here. 

Senator Busx. No, sir; I voted for the study. Iam very glad that 
we are going to make the study. I just question, a little bit, this type 
of material that we are faced with—receiving this type of material 
from other industries. 

The CHarrMAN. You are not. 

Senator Busu. How do we know? If the electrical industry is 
invited to present it, why not the automobile industry and others? 
I think we are stepping into a field that is not authorized by the 
authorization under which we are operating here, and which is perhaps 
not also in the field of this committee but belongs in another com- 
mittee. 

Mr. Chairman, I did not mean to get into any dispute with you 
here about this. I raised the question in good faith. I do not wish 
to embarrass the chairman or the committee. If nobody agrees 
with me—— 

The CuarrMan. I think you have embarrassed the chairman, and 
I shall accept your apology for having done so. I have spent a lot 
of time and effort on this whole subject, as the very able Senator 
knows, and I feel that my judgment on this matter at the moment 
ought to be better than somebody’s who has spent no time on it. 
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Nevertheless, I will not deny your right; therefore, I withdraw my 
request to put it in the record. I just feel that we are not going to do 
the job that we ought to do here if we are not going to get a little bit 
better cooperation. 

Senator Bennerr. Mr. Chairman, I have listened to this discussion. 
Senator Bush was a member of the Randall Committee. So he has 
sat through the hearings of this problem from the other side. 

I suggest the chairman call an executive meeting of the committee 
to discuss this problem and iron out these difficulties. I do not think 
it should be done in a public hearing. I respectfully ask that we have 
an opportunity to consider this problem, and give the chairman a 
chance to share with the members of the committee his feelings about 
the scope and the variety of the hearings. I think we can go forward 
with the hearings because the witnesses have been called and are here. 
I think before we go too far it would be very wise for all of us to get 
the same understanding as to the area and extent of the hearings, 
and give us a chance to iron out some of these little difficulties that 
we have in executive session. 

The Cuarrman. I do not understand the request. Therefore, I 
move that the committee adjourn to the further call of the chairman, 
until such time as we can find out whether or not this committee 
wishes to continue with this study or whether they do not. 

Senator SparkKMAN. Before that motion is put, let me make a 
suggestion, that instead of adjourning now why not go ahead and see 
9 IN and the committee can decide later what is to be done 
with it. 

Senator MaysBank. I make this suggestion. You have discussed 
this hearing with me as the ranking minority member. 

Senator Busx. I cannot hear you. 

Senator Maybank. He talked to me as the ranking Democrat some 
time ago, and I told him I thought it was a good thing to do. I could 
not go to South America. 

Senator Busu. Please do not misunderstand me. I am in favor of 
holding the hearings. I thought it was a good idea. I voted for the 
motion. I have not changed my mind one single bit. My thought 
was that we were going to make an investigation, a thorough one, of 
the banks. I feel that this gives evidence that we are getting a little 
bit far afield. 

i think it is not improper to request that it be reconsidered. I like 
the suggestion made by the Senator from Utah. I say this all in the 
very best of spirit, and out of anxiety that the committee can proceed 
and do its job and be prepared to receive some of the other matters 
that are to come before this committee. 

You have a very extensive program of business waiting for this 
committee. 

The CuarrmMan. There is no question about that, and your chair- 
man is very much aware of that, just as much as the able Senator from 
Connecticut. 

I think this is the first time, possibly, that the committee members 
have questioned the committee chairman to the extent that you have 
questioned me today. I just frankly want you to know that I do not 
particularly appreciate that. 
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Senator Busu. I am very, very sorry about that, Mr. Chairman. 

| thought the matter was worthy of consideration. I certainly had 
no— 
The CHarrRMAN. You raised the question. I wish somebody would 
make a motion that we adjourn these hearings and find out whether 
this committee wishes to make a study of this problem or whether it 
does not. 

Senator SPARKMAN. In about 3 minutes we can adjourn. 

Senator Bennett. I would like to make a motion that we not 
adjourn the hearings, but at a time convenient to the members and as 
early as possible and convenient meet in executive session, but go on 
with the hearings as scheduled, so that the scope and extent of the 
hearings, the proposed material, and so forth, can be outlined to us. 

Senator MayBank. I will make a motion, Mr. Chairman, if you 
will permit me to do so, that we have an executive session at 10 
o'clock in the morning before we start the hearings at 10:30. 

The CuarrMan. We will now recess until 10 o’clock tomorrow 
morning, at which time we will have an executive session, at which a 
decision will be made as to whether or not we will continue this 
hearing. 

(Whereupon, at 12 o’clock noon, a recess was taken until 10 a. m., 
Tuesday, January 26, 1954.) 
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WEDNESDAY, JANUARY 27, 1954 


Unitep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


The committee met, pursuant to call, at 10:07 a. m., in room 301, 
Senate Office Building, Senator Homer F. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bennett, Bush, Maybank, Sparkman, 
and Frear. 

Also present: Henry F. Holthusen, general counsel; H. K. Cuth- 
bertson, Jr., Raymonde Alexis Clarke, and Donald L. Rogers, assistant 
counsel. 

The CHatrMan. The committee will come to order. Our first 
witness this morning will be Mr. Arey of the Export-Import Bank. 
We have a short biographical sketch of Mr. Arey. Without objection, 
it will be made a part of the record at this point. 

(The material referred to follows:) 


BIOGRAPHICAL SKETCH OF HAWTHORNE ArRgy, AssISTANT Director, Export- 
Import BANK 


Born, Omaha, Nebr., October 31, 1905: attended Grinnell College, 1924-26: 
University of Nebraska 1926-27; bachelor of laws cum laude Creighton University 
1930. Married Ruth Gordon August 21, 1929: has 1 daughter and 1 son. 

Engaged in the general practice of law in Omaha from 1930 to November 1933; 
from 1933 to December 1934 was on the legal staff of the Reconstruction Finance 
Corporation; from December 1934 to July 1938, was a member of the legal staff 
of the Home Owners Loan Corporation regional office in Omaha, and subse- 
quently the Washington office; joined the staff of the Export-Import Bank of 
Washington in July 1938 as Secretary and Counsel; in 1943 was promoted to the 
position of Vice President and Assistant General Counsel, serving in this capacity 
until 1945; was also a member of the Board of Trustees of the Export-Import 
Bank of Washington from 1943 to 1945 and Vice president and general counsel 
from 1945 to November 1947. From November 1947 to April 1949 served as 
executive vice president of the Export-Import Bank; was nominated by the 
President of the United States and confirmed by the Senate in April 1949 to be a 
member of the Board of Directors of the Bank to fill an unexpired term; was 
nominated and confirmed as a member of the Board for an additional 5-year 
term, in July 1950; was vice chairman of the Board of Directors from 1949 to 1953; 
following abolishment of the Board of Directors under the Presidential reorganiza- 
tion plan was appointed to the position of Assistant Director; also served as a 
technical adviser to the United States delegation, United Nations Monetary and 
Financial Conference, Bretton Woods, N. H., in 1944; member of the Nebraska 
State Bar Association and the University Club in Washington, D. C. 

A Presbyterian, and presently lives at 4224 Franklin Street, Kensington, Md. 


The Cuarrman. Mr. Arey will be our first witness. We will change 
the order a little bit and ask him to testify at this time. Mr. Arey 
is the Assistant Director of the Export-Import Bank. Mr. Arey, 
you may be seated and proceed in your own way and tell us what 
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you care to about the Export-Import Bank. You have a very long 
prepared statement, have you not, a history of the Export-Import 
Bank from its inception. Suppose we place this in the record as it is 
prepared. Do you want to talk about it extemporaneously, or do 
you prefer to read it? 


STATEMENT OF HAWTHORNE AREY, ASSISTANT DIRECTOR, 
EXPORT-IMPORT BANK 


Mr. Arey. No, sir; I shall talk about it. 

The Cuartrman. We will, without objection, place the full statement 
as written by you in the record. 

(The statement referred to follows:) 


History oF OPERATIONS AND Po.icrEes oF Export-Import BANK OF WASHINGTON 


The Export-Import Bank of Washington was created on February 12, 1934. 
Starting with a total capitalization of $11 million, the bank now has a lending au- 
thority of $4.5 billion of loans outstanding at any one time. Over the period of 
its operations it has authorized credits in a total amount exceeding $6 billion and 
has disbursed over $4 billion in loans in 56 countries of the world. 

The record and experience of the Export-Import Bank are unique because it 
came into being and has operated in a period unique in history. No period of 
similar length has produced so many varying conditions affecting international 
trade and finance. 

From 1934 to 1939 international trade was confronted with problems incident 
to the greatest economic depression in history. Competition for dwindling world 
markets introduced new devices in the nature of barter, trade restrictions and in- 
ducements, currency depreciation and governmental susbidies. In some countries 
exchange controls were adopted in attempts to halt or offset the effects of capital 
flights and diminishing gold stocks. United States exporters, who had previously 
conducted much of their trade on a cash-against-documents or letter-of-credit 
basis, found it impossible to sell many items, especially of a capital-goods nature, 
without the extension of credits on terms approaching those customary in the 
domestic market. 

With the advent of war in Europe, industry throughout the world began con- 
version and expansion dictated by the exigencies of world conflict. Normal 
markets and sources of supply were disrupted and products which had existed in 
surplus became items of scarcity. New sources of supply were developed, not 
only to supplant the former sources, but also to meet the increased need of ex- 
panded industrial capacity. 

In the postwar period the demand for goods for reconstruction and the return 
to civilian economies far exceeded the supply, even though plant capacity of the 
United States had been greatly cr In this respect it was a ‘‘seller’s’”’ 
market, the problem of the seller, being however, the ability of the buyer, whose 
wealth had been dissipated by war, to pay for the goods he required. Postwar 
grants and loans generally provided the funds so that United States trade con- 
tinued at a high level. 

As civilian production has been resumed throughout the world, the expanded 
productive facilities of the United States are again, and for the first time in 14 
years, beginning to experience active and effective competition in world markets 
and we are moving from a “seller’s” to a ‘‘buyer’s’”’ market. 

The varying activities of the bank over the past 19% years have resulted from 
changing demands of the foreign trade and economic relations of the United States. 
Without departing from fundamental policies based on sound business principles 
the bank has maintained a flexibility of operations or ‘“‘mechanics” which has 
permitted it to meet immediate problems in ways designed to accomplish progress 
toward an expanded and sound foreign trade. 


ORGANIZATION AND INITIAL OPERATIONS 1934-39 


The Export-Import Bank was created to facilitate trade between the United 
States and Russia. An immediate and substantial increase in trade between the 
two countries was expected to follow United States recognition of the Union of 
Soviet Socialist Republics in late 1933. Following numerous conferences between 
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officials of the Reconstruction Finance Corporation, State and other Departments, 
the President of the United States on oheunes 2, 1934, pursuant to authority 
vested in him by the National Industrial Recovery Act, issued an Executive order 
directing the Secretaries of State and Commerce to cause to be organized a District 
of Columbia Banking Corporation ‘‘with power to aid in financing and to facilitate 
exports and imports and the exchange of commodities between the United States 
and other nations or the agencies or nationals thereof.’”’ The Executive order 
named officials of the Departments of State, Commerce, and Agriculture, and the 
Reconstruction Finance Sonseatien as the first Board of Trustees. A subsequent 
order added as members of the Board an Assistant Secretary of the Treasury and 
Mr. George N. Peek, special adviser to the President on foreign trade, who became 
the first President of the bank. Hon. R. Walton Moore, an Assistant Secretary 
of State and later counselor of the State Department, became the first Chairman 
of the Board of Trustees and served in that capacity until his death in 1941. 

Soon after the creation of the bank, difficulties arose in the discussion of the 
settlement of debts owing by Russia to the United States Government and 
United States citizens. Consideration of the settlement of such debts was one of 
the subjects of agreement involved in the recognition. On March 16, 1934, the 
Board of Trustees of the bank adopted a resolution stating it to be their position 
that the bank would not enter into any transactions with respect to trade between 
the United States and the Soviet Union prior to the submission by the Russians 
of an acceptable debt settlement. As evidence of good faith the resources of the 
bank were for over a year reserved for the anticipated trade with Russia. 

At the same time or shortly after the incorporation of the bank in February 1934, 
officials of interested agencies of the Government were seeking a solution to a 
request by the Government of Cuba for a loan to finance the purchase of silver 
and the minting thereof into Cuban silver pesos. The proposed transaction was 
considered by the Cuban Government as the only practicable means of meeting a 
serious Cuban budgetary deficit that had resulted in the nonpayment of Cuban 
civil servants and also as a means of instituting a program of useful public works 
in Cuba. From the United States point of view it was considered advisable to 
assist Cuba to reestablish its economy on a sound basis and thus to restore and 
expand a diminishing but important trade between the two countries. 

It was decided that an institution, such as the Export-Import Bank, would be 
the appropriate vehicle for such an arrangement. Accordingly, pursuant to an 
Executive order dated March 9, 1934, the ‘Second Export-Import Bank of 
Washington, D. C.’”’ was organized on March 12, 1934. The statement of its 
legal purposes and powers were identical to those of the Export-Import Bank of 
Washington but it was announced that the second bank would use its facilities to 
finance trade between the United States and Cuba. Both banks obtained their 
capital through the sale of preferred stock to the Reconstruction Finance Corpora- 
tion. 

The first business transacted by either bank was the loan by the Second Export- 
Import Bank in favor of the Republic of Cuba in the amount of approximately 
$4 million to finance the purchase of silver bullion and its coinage at the United 
States Mint at Philadelphia into 10 million Cuban silver pesos. Four more such 
credits were extended to Cuba between 1934 and 1938. 

The creation of the two banks caused such interest among United States foreign 
traders generally that the banks and the Export Division of the Reconstruction 
Finance Corporation received numerous inquiries and requests as to the possibility 
of extending their operations to finance trade with countries other than Russia 
and Cuba. There was discussion of the formation of a third bank, but finally 
with the approval of the President of the United States, the Board of Trustees 
in July 1934 announced that the Second Export-Import Bank of Washington, 
D. C., which had been formed to promote trade between the United States and 
Cuba, would extend its operations to assist in financing United States trade to 
any part of the world except Russia, An advisory committee was appointed by 
the American Bankers’ Association to assist the bank to formulate methods of 
cooperation in foreign trade financing. A similar committee was later organized 
representing industrial and commercial interests directly concerned with foreign 
trade. The establishment of fundamental principles which have continued to 
guide the operations of the Export-Import Bank resulted from these important 
contacts. 

Several commitments were entered into by the second bank between July 1 
and the end of 1934 but certain fundamental difficulties were encountered. Since 
the banks had been created under the terms of the National Industrial Recovery 
Act, their authority to do business would expire on June 16, 1934, as provided by 
that act. Also, their ability to enter into certain arrangements was limited by 
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provisions of the District of Columbia Code, under which they were incorporated, 

which were framed for the guidance of ordinary commercial and savings banks. 
The second annual report of the banks stated “By the very nature of its business 
a Government-owned bank designed to finance foreign trade requires powers 
broader than those exercised by commercial and savings banks whose activities 
are very properly circumscribed in order adequately to safeguard the interests 
of their depositors.” 

In January 1935 by act of the 74th Congress, both banks were continued as 
agencies of the United States until June 16, 1937—or such earlier date as might 
be fixed by the President by Executive order—and certain additional powers 
were granted to them which enlarged the scope and type of business they could 
consider. 

On April 3, 1935, the Boards of Trustees of the banks decided to accomplish 
what amounted to a consolidation of the two banks. The Russian debt negotia- 
tions had failed and it was evident that the funds of the Export-Import Bank 
would remain idle for some time if reserved for their original purpose. Since the 
existence of the two institutions proved somewhat confusing to the public, it was 
decided to begin liquidation of the Second Export-Import Bank of Washington, 
D. C. and gradually to tranfer all of its loans and commitments to the Export- 
Import Bank of Washington. In September 1935 the Reconstruction Finance 
Corporation agreed to purchase $25 million of the preferred stock of the Export- 
Import Bank when and as required by the bank to carry on its activities. The 
Second Export-Import Bank was fully liquidated and went out of business on 
June 30, 1936. 

During the 18-month period from July 1934, when it was decided to extend 
activities in the financing of trade with all countries except Russia, until the close 
of the calendar year 1935 the banks extended 2 more credits totaling $9,292,000 
to Cuba to finance the purchase of silver and the coinage of pesos and authorized a 
total of 35 other credits aggregating $60,409,000 to finance transactions involving 
United States trade with 18 countries. The credits authorized were of three 
general types. 

The first type was for the purpose of financing the export of agricultural com- 
modities, such as cotton and tobacco, for terms beyond the 90-day credit custom- 
arily extended by commercial banks. Facilities of the commercial banks were 
employed so that normal trade patterns would not be disrupted. Risks not con- 
sistent with the obligations of banks of deposit, however, were assumed by the 
Export-Import Bank. 

The second type of operation was the extension of credits upon the direct 
application of American manufacturers, principally those of capital goods. It was 
in these industries that continued employment had become particularly dependent 
on foreign markets. By offering to purchase from the manufacturer a portion of 
the obligations to be accepted from the foreign importer, the bank enabled the 
United States exporter to offer credit terms in specific cases equal to those available 
to his foreign competitor. 

Such credits authorized during this first 18-month period concerned railway 
cars, locomotives and rails, roadbuilding equipment, machine tools, cotton gins, 
cast iron pipe and water meters, trucks, ag and even fountain pens to be 
exported to countries in Central and South America. Also included were auto- 
motive equipment, tractors, and equipment for the construction of a port in 
in Turkey, a power shovel in Yugoslavia, and the machinery and equipment for 
expansion of a steel mill in India. Somewhat more than half of the credits au- 
thorized provided for the purchase of a portion of the foreign obligations by the 
bank without recourse to the United States exporter. The bank’s participation 
in these cases varied from about 54 percent to as high, in 1 case, as $0 percent of 
the sales price of the equipment. In its 1935 report the bank took the position 
that its participation should not exceed 90 percent of the manufacturer’s actual 
cash outaly. hh other words, the bank was not prepared to finance on a non- 
recourse basis such items of cost as profit, overhead, and depreciation. In those 
instances, however, in which the bank reserved the right of recourse against the 
exporter, it was generally prepared to purchase all of the foreign obligations in- 
volved in the particular transaction. 

The third general type of operation during this early period concerned what 
was described in the second annual report as ‘‘hazards of foreign exchange which 
our exporters and their commercial banks should not be obligated to meet un- 
aided.”’ Generally, these transactions provided relief against delays in the 
transfer of dollar exchange. An important example concerned Brazil and the 
arrangement constituted the first operation by the Export-Import Bank designed 
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to liquidate arrearages in the furnishing of dollar exchange. At the beginning of 
1935, approximately $30 million was overdue to United States exporters on 
account of shipments to Brazil for which payment had been made in local currency 
but for which dollar exchange had not been furnished by the Brazilian exchange 
authorities. The National Foreign Trade Council, as the representative of the 
United States exporters, concluded an agreement with Brazil for the funding and 
liquidation of this backlog by the payment in cash of claims of $25,000 and less 
and by the issuance of notes of the Bank of Brazil payable over a 5-vear period 
for the larger claims. The Council then applied to the Export-Import Bank for 
a commitment to purchase the notes from the exporters. A commitment in the 
amount of $17 million was authorized in November 1935 to acquire 60 percent 
of the notes received by each exporter. Subsequently the commitment was 
increased to $27,750,000 to permit the purchase of all of the notes with recourse 
against the United States exporter. A total of only $1,716,977 of the notes was 
presented to the bank for purchase. 

In reporting all of these activities at the close of the calendar year 1935, the 
management of the bank in its second annual report states: 

“The foregoing history indicates the extent to which the objectives of the 
Export-Import Bank have changed since its inception. Originally formed for 
the narrow purpose of assisting in credit transactions with Russia—with a com- 
panion bank to do business with Cuba—experience gradually showed that this 
concept was too limited for the needs of the foreign trade community. In its 
place, there has been evolved the fundamental purpose of providing credit facili- 
ties which cannot be obtained through regular banking channels for our nationals 
engaged in trade with any foreign country. An abnormal situation in foreign 
credits was produced in the depression years by the efforts of nearly all countries 
to manage their currencies and control the flow of imports and exports, and as a 
result of the virtual cessation of long-term foreign loans. Limitations on the 
form and length of credits which can be offered by the banking system of the 
United States led to a logjam of credit which piled up good foreign business as 
well as bad. 

“The place of the Export-Import Bank, as a Government financing institution, 
has been to step in with a reasonably flexible credit system that will supplement, 
but not replace, the functions of existing banks, It is significant that all of the 
important trading nations have appreciated the necessity and usefulness of an 
additional credit agency of this type. Similar government credit organizations 
were formed in Great Britain immediately after the war, in Germany in 1926, 
in Italy in 1928, and in France in 1929. In addition to furnishing a sound 
example of credit assistance, these foreign agencies emphasized the importance 
of a similar financing institution here, since American producers and manu- 
facturers doing business abroad were forced to compete with firms offering attrac- 
tive credits furnished by their respective governments.”’ 

Mr. George N. Peek resigned as President of the banks at the end of November 
1935. In February 1936 the Boards of Trustees elected Mr. Warren Lee Pierson 
president of both banks. Mr. Pierson had assisted in the organization of the 
two banks and had served as Secretary and General Counsel of each from their 
beginning. He continued with the Export-Import Bank as President and General 
Counsel until March 1945. 

The bank having become established as the agency of the United States Gov- 
ernment engaged solely in foreign financial transactions, there were transferred 
to it in 1936-37 certain foreign obligations previously acquired by other agencies 
of the Government. In 1931 loans referred to as “flood relief credits’? had been 
extended to the National Government of the Republic of China by the Grain 
Stabilization Corporation, an agency of the United States Government succeeded 
in 1933 by the Farm Credit Administration. Between May 1933 and December 
1934 the Reconstruction Finance Corporation had made loans to China to finance 
the purchase of United States cotton and wheat. After being transferred to the 
Export-Import Bank these several loans aggregating in excess of $16 million 
were consolidated and a new promissory note issued to the bank secured by certain 
Chinese taxes. Also, the Farm Credit Administration in 1936 transterred to the 
bank for collection an obligation of Reichstelle fuer Getreide, Futtermittel und 
sonstige landvirtschaftliche Erseugnisse as successor to Deutsche Getreide Han- 
delsgeselischaft, m. b. h., an agency of the German Government. The note, which 
was then in default, had been issued in connection with a wheat credit extended 
by the Grain Stabilization Corporation in 1931. The balance of approximately 
$2,600,000 of the loan was retired in accordance with an arrangement between the 
bank and the German Government for payment in monthly installments. 
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From 1935 to the outbreak of war in Europe in 1939 the bank continued to 
approve credits to finance agricultural commodities—principally cotton and 
tobacco—and, in selected cases, to assist exporters to finance the sale of capital 
equipment and other durable goods. 

Cotton credits were established in favor of leading banks or financial institu- 
tions in Hungarv, Latvia, Czechoslovakia, Germany, Poland, Austria, Italy, 
Yugoslavia, and Spain. 

Although machinery and equipment had customarily been sold on medium 
and long-term credit in the domestic market, thus permitting it to be put to 
gainful use that would provide the means of payment, sales of similar equipment 
to foreign customers had often been for cash or on short payment terms. Com- 
petition from foreign suppliers as well as the need of expanding a market abroad 
clearly indicated the necessity in an increasing number of instances for the exten- 
sion of credit by the United States exporter. By the end of fiscal year 1939 the 
bank had authorized approximately $135 million for the purpose of participating 
in the extension of credit by United States exporters. Many of these credits, 
however, were never utilized because the United States suppliers were not the 
successful bidders, because the proposed business failed to materialize, or because 
financing became available from other sources. 

During 1938 the bank established lines of credit of from $2,000 to $10,000 each 
in favor of individual export or import firms which were experienced and of good 
repute but were hampered by lack of capital from obtaining accommodations 
through private sources. Subsequently a few of such lines were established in 
the amount of $20,000 each. The lines of credit were available on a revolving 
basis but with full recourse against the recipient firm. Commercial banks acted 
as agents for the Export-Import Bank in handling these accounts. Over the next 
several years 34 such lines of credit were established of which 7 remain available 
to the present time although they have not been utilized actively in recent years. 
Some of the lines were canceled or expired when the firms were able to obtain 
credit from commercial banks after having strengthened their own position as the 
result of a credit from the Export-Import Bank. Even those firms which have 
continued the lines have apparently been less dependent on this type of assistance 
during the war and postwar years. In recent years the bank has received few, if 
any, requests which might qualify for this type of credit. 

Also in 1938 the bank authorized the first credit of the type which has come to 
be known generally as a development loan. The Government of Haiti, after 
consultation with the Department of State and the Export-Import Bank, retained 
the services of a private United States eumanesing firm to assist it to plan and 
carry out a program of public works within the Republic of Haiti. he bank 
established a credit of $5 million in favor of the engineering firm to finance not 
only expenditures in the United States for equipment, materials, and services but 
also local costs in Haiti. As the funds were required, obligations of the Republic 
of Haiti were issued to the engineering firm and purchased by the bank without 
recourse to the firm. 

Over 100 separate projects of a program designed to improve the island's 
economy generally el its foreign trase particularly were completed. Included 
were roaas, port works, communications, potable water supplies, drainage ana 
irrigation, and agricultural experimental stations. All-weather roads were built 
for the first time between some of the most populous centers, such as the capital 
city of Port-au-Prince and Cap Haitien in the north and into some of the poten- 
tially rich agricultural regions. These improvea conditions were followed by an 
increase’? investment of private capital, principally in agriculture on a commercial 
basis. Additional improvements and developments have taken place in Haiti 
since the original creait, in some of which the Export-Import Bank has been of 
assistance. It is significant that exports of Haiti to the United States have 
inereasea from $2.5 million for the period 1938-39 to $30.7 million for the period 
1951-52 and that its imports from the United States rose from $5.1 million in 
1938-39 to $35.2 million in 1951-52. 

This credit to Haiti marked also the first instance in which a portion was utilized 
to finance local expenuitures which were directly related to the importation and use 
of the equipment and materials purchased in the United States. In the Haitian 
case the management of the bank concluded that such financing was necessary and 
appropriate as a means of accomplishing both the immediate and future trade 
advantages. 

In December 1938 the bank authorized a credit of $25 million to finance the pur- 
chase in the United States by the Republic of China of materials and equipment 
required to construct and maintain a supply line between Burma and China’s 
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recently established wartime capital at Chungking. That road became popularly 
known throughout the world as the Burma Road. The credit was mace available 
through the Universal Trading Corp. organized under the laws of New York to 
act as the agent of China not only in effecting the purchase in this country but 
also for handling the importation of products from China to earn dollars for repay- 
ment of the credit and the purchase of additional items. The Chinese Government 
agreed to provide for the export to the United States of a continuous supply of 
tung oil and to cause an agreed percentage of the dollar earnings therefrom to be 
applied to the repayment of the debt. Although the terms of the agreement pro- 
vided for repayment of the loan by December 1943 it was prepaid in full by the 
Universal Trading Corp. in March 1942. 

In January 1937 the Congress had, for the second time, extended the life of the 
bank for 2 years to June 30, 1939, or such earlier date as might be fixed by the 
President of the United States. In January 1939 the life of the bank was extended 
to June 30, 1941. The act of 1939 further provided that the bank should not have 
outstanaing at any one time loans in excess of $109 million. Prior thereto no 
limitation had appeared in the charter of the hank or by legislation and it was 
limited only to the extent that the Reconstruction Finance Corporation was able 
or prepared to furnish funds through the purchase of the bank’s stock. 

A second loan in the amount of $19,200,000 to liquidate United States commer- 
cial arrears in Brazil was extended in March of 1939. Unlike the credit of 1935, 
under the terms of which the bank had offered to purchase the Brazilian obliga- 
tions from the United States exporters, this second credit was extended directly 
to the Banco do Brasil to permit immediate liquidation of the commercial claims 
for exchange. Advances against the credit were repaid by the Banco do Brasil 
in 2 years. 

In May of 1939 the bank authorized a credit of $2 million to the Government of 
Nicaragua to finance construction of a section of the Inter-American Highway. 
In June a credit of $3 million was established for highway construction in Paraguay 
between its capital of Asuncion and an important agricultural region. As in the 
case of Haiti, the credits were advanced to an engineer or engineering firm to 
finance the cost of United States materials and equipment and at least a part of 
the local costs. The United States Bureau of Public Roads assigned an engineer 
to each country to assist in advising the governments on technical problems and 
to keep the bank informed as to the progress of the work being financed. 

Also, in May and June of 1939 the bank, for the first time, established lines of 
credit in favor of central or other principal foreign banks to provide dollar exchange 
for essential imports from the United States during periods of temporary exchange 
shortages between export seasons. Lines of $500,000 each were made available 
to Banco Nacional de Nicaragua and Banco de la Republica el Paraguay. The 
lines operated on a revolving basis and each drawing was repavable in 12 quarterly 
annual installments. A similar line in the amount of $4 million was established 
in favor of Banco de la Republica Oriental del Uruguay, $2 million of which was 
to be available during 1939 and not to exceed $2 million in any 12-month period 
thereafter. Repayment of each advance was to be made in 10 semiannual install- 
ments. The favorable exchange situation of Uruguay rendered this line unneces- 
sary and it was canceled in February 1940. 

By the provisions of Reorganization Plan No. 1 issued by the President of the 
United States on April 25, 1939, the hank became a part of the Federal Loan 
Agency. Mr. Jesse H. Jones was named Federal Loan Administrator. The plan 
provided that the Federal Loan Administrator should “supervise the administra- 
tion’ and “be responsible for the coordination of the functions and activities’ 
of the lending agencies designated. In addition to the Export-Import Bank, 
there were included under Reorganization Plan No. 1 such agencies as the Re- 
construction Finance Corporation and its subsidiaries, the Home Loan Bank 

Board, Federal Housing Administration and others. The plan did not result in 
a change in the organization or operations of the Export-Import Bank. The 
management was vested in a Board of Trustees of 11 members which included the 
Federal Loan Administrator and representatives of the Departments of State, 
Treasury, Commerce and Agriculture, the Reconstruction Finance Corporation 
and the staff of the bank. Although its activities were reviewed from time to 
time by the full Board of Trustees, an Executive Committee of the Board con- 
sisting of the Federal Loan Administrator, the Chairman of the Reconstruction 
Finance Corporation, the president of the bank and one representative of each of 
the four Departments handled most of the bank’s activities, including the author- 
ization of loans. 
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In August of 1939 the Senate passed a bill to increase the lending authority of 
the Export-Import Bank from the limit of $100 million to $175 million of loans 
outstanding at any one time. The Congress adjourned before any action was 
taken on the bill in the House of Representatives. 


THE WAR PERIOD 1939-45 


World War II began on September 1, 1939 with the German invasion of Poland. 
A conversion of the economies of the European countries to a wartime basis had 
started, however, a year earlier following Munich. Despite the public statement 
of the British Prime Minister that we would have peace in our time, England and 
France had undertaken belated rearmament programs. In March 1939 Czecho- 
slovakia had been occupied and incorporated into the Third Reich. When war 
became official, therefore, the transition to a new situation for the United States 
foreign trader was already under way. For the first time since the few years 
immediately following World War I he was entering a seller’s market. Prices 
were advancing and foreign competition was showing signs of declining. 

On September 13, 1939, at its first meeting following the start of the war, the 
Board of Trustees had for consideration a proposal to assist in financing the sale 
of approximately $1,700,000 of steel rails to a railway in Brazil. In presenting 
the proposal an officer of the bank stated that because of the rapidly rising market 
the United States exporter was willing to quote on a cash basis only but that the 
Banco do Brasil had agreed to advance 35 percent of the sales price and had re- 
quested the Export-Import Bank to participate to the extent of 65 percent. 

For some years following, the majority of applications were to come to the 
bank from the prospective foreign buyer instead of from the United States ex- 

orter. There were exceptions; especially during the first years of the war. 
‘xporters of heavy manufactures such as locomotives and electrical power 
equipment were obliged to extend terms abroad comparable to those required 
by domestic purchasers whether or not they encountreed competition in making 
the sale. 

Within a few days following the invasion of Poland, the Republic of Panama 
issued invitations for a consultative meeting of the foreign ministers of the 
American Republics. Conference met in Panama from September 23 to October 3. 
While the major objective of the meeting was the maintenance of neutrality, the 
Republics considered measures to protect the economies from the inevitable con- 
sequence of a major war and created the Inter-American Financial and Economic 
Advisory Committee to recommend measures to offset dislocation of trade 
resulting from war and to promote economic cooperation. 

During the fall of 1939 the bank, at the suggestion of the Maritime Commission, 
extended a credit to assist in financing the sale of 14 ships owned by one of the 
steamship lines in the United States to a Brazilian line. The proceeds of the 
sale were to be applied to the purchase of new merchant ships under construction 
for the line in the United States. A credit of $2,500,000 was authorized to assist 
the Republic of Panama to finance the rebuilding of a highway to a strategically 
important airport at Rio Hato. A credit of $5 million was extended to finance 
United States farm machinery and some industrial equipment to Chile and a 
credit of $500,000 was made to Banco Nacional de Costa Rica to provide dollar 
exchange for the purchase in the United States of many items formerly obtained 
from Europe. 

Following the partition of Poland by Germany and Russia and the invasion 
and annexation by Russia of the Republics of Lithuania, Estonia and Latvia, the 
Soviets in December of 1939 attacked Finland. The gallantry and effectiveness of 
Finland’s defense aroused the respect and support of the world generally and the 
veople of the United States in particular. The Finnish Government requested the 
Gereré-Tromert Bank to extend a credit of $10 million through its Finnish Ameri- 
can Trading Corp. in New York on 5-year terms, guaranteed by the Government 
of the Bank of Finland. In view of the United States Neutrality Act and the 
policies of the bank against financing military items, the credit was requested 
for the purchase of agricultural and manufactured products for civilian needs. 
Because of previous commitments, however, and the limitation of $100 million 
of loans outstanding at any one time imposed by the Congress in January 1939, 
the bank was not then in a position to comply with the request. After discussions 
with the Federal Loan Administrator and the Reconstruction Finance Corporation, 
the Board of Trustees of the bank approved participation by the bank to the 
extent of $3 million in a loan of $10 million to be made jointly by the Export- 
Import Bank and the Reconstruction Finance Corporation. The $3 million from 
the Export-Import Bank was to be made available immediately through com- 
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ie - mercial banks acting as agents. It was expected that $7 million of the loan 

uate ; » used for the export of agricultural commodities which the Reconstruction 
was would be used ort p g ? $ e Re 

Finance Corporation then had the legal authority to finance. Public announce- 

ment of this loan was made by the Federal Loan Administrator who stated also 

4 that similar credits to Norway were receiving consideration by the bank and the 

Reconstruction Finance Corporation. At the end of the year repayments and 

land the expiration of certain commitments previously authorized placed the bank in 

had position to handle the entire credit and it thereupon assumed as a bank commit- 

Aepmaty ment the full $10 million credit previously established in favor of the Finnish 


| and American Trading Corp. 
The loan not only met with general public approval but sentiment was strong 


ho- 
_ for even greater assistance to Finland. There was introduced in the Senate a 
tates bill (8. 3069) to provide for certain loans to the Republic of Finland by the 
rears Reconstruction Finance Corporation which would have authorized the extension 
rices 7 of a loan of $60 million unrestricted as to what Finland could buy. The President 

$ of the United States sent a message to the Congress recommending that the 
the { lending authority of the Export-Import Bank be increased. The Federal Loan 
sale ; Administrator and officials of the State Depart ment appeared before the Banking 
ting and Currency Committee and the Committee on Foreign Relations of the Senate 
rket after which the bill was reported out by the committee in an amended form to 
the provide for an increase of the lending authority of the bank from $100 million to 
re- $200 million of loans outstanding at any one time. Although the bill itself was 


silent on the subject, it was referred to during debate as for the purpose of permit- 
the ting additional loans to Finland. Among proponents of such action, concern was 
expressed as to whether a vote in favor of the bill would in fact assure the extension 


sar. of a loan to Finland. It was brought out that the Federal Loan Administrator 
wer had testified before the committees that favorable consideration would be given 
red to an application from Finland and that a judgment would be made on the facts 
ing as they then existed. In support of the size of the increase it was stated that 
applications for loans had been received also from Norway, Sweden, Denmark and 
ma China. Opposition to the bill was based on the ground that it might amount to 
the a violation of neutrality to permit the extension of such credits. In concluding 
r3. debate on the subject the majority leader reminded the Senate of its action the 
the previous August to increase the lending authority of the Export-Import Bank 
on- and stated: t ; 
nie “T have no way of knowing whether or not Finland will obtain a loan out of the 
de extra $100 million. I have no way of knowing whether Norway, Sweden, or 
China will obtain a loan out of the extra $100 million. But evenif China receives 
”n not a dollar more; even if Finland receives not a dollar more; even if Norway and 
io Sweden receive not a dollar more -which they may do under tis legislation—we 
he still need the $100 million additional in the capital of the bank in order to facilitate 
on the exportation of American products.” ny 
ist The Senate added to the act language to limit the amount of loans to any one 
ly country and to prohibit loans contrary to international law or for the purpose of 
ee financing arms, ammunition, and implements of war. The House of Representa- 
a tives added a prohibition against loans to governments W hich were in default in 
ar { the payment of any obligation to the United States Government on April 13, 
d ; 1934, the date of the passage of the so-called Johnson Act. That act prohibited 
United States citizens from extending loans to governments which were in default 
oe és in the payment of debts to the United States Government. The Johnson Act 
he : did not by its terms prohibit the making of such loans by agencies of the United 
of States Government. Officials of the Export-Import Bank stated before com- 
16 mittees of the Congress that the bank, as a matter of policy, had not and would 
16 not extend credits to governments which were in default on obligations owing 
: to the United States Government. The House decided to write that policy into 
it law. In addition the House included language which would specifically exempt 
e aircraft for commercial purposes from the term “implements of war.”’ As agreed 
d to by both the Senate and House the act increasing the lending limit from $100 
. million to $200 million contained the following new limitations: 
" ‘Provided further, That the aggregate amount of loans to any one foreign coun- 
) try and the agencies and nationals thereof which are hereafter authorized to be 
e made and are outstanding at any one time shall not exceed $20,000,000, and such 
: amount shall be in addition to the amount of loans heretofore authorized or made 
e to such foreign country and the agencies and nationals thereof: Provided further, 


That the Export-Import Bank of Washington shall not make any loans to any 
government which was in default in the payment of its obligations or any part 
thereof to the Government of the United States on April 13, 1934, or in violation 
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of international law as interpreted by the Department of State or for the purchase 
of any articles, except aircraft exclusively for commercial purposes, listed as 
arms, ammunition, or implements of war by the President of the United States 
in accordance with the Neutrality Act of 1939.” 

The bill was approved by the President on March 2, 1940. The bank there- 
upon increased the loan to the Finnish American Trading Corp. from $10 million 
to $20 million. 

The attack on Finland had produced serious fears regarding the fate of the other 
Seandinavian countries. The Federal Loan Administrator had announced in 
December that Norway had applied for a credit and had stated that the war had 
caused serious dislocations in the trade of the Scandinavian countries which would 
jeopardize valuable and well-established trade relations unless credit aecommoda- 

, tions could be arranged in the United States. In March the bank established a 
credit of $10 million in favor of Norway for purchases of civilian goods in the 
United States and approved a credit of $15 million to the Bank of Sweden for the 
same purpose. Similar credits were arranged in the amount of $10 million for 
the Kingdom of Denmark and $1 million for Iceland. 

On March 27, 1940 the bank approved a credit of $1 million to finance cotton 
to Hungary through the Hungarian General Credit Bank. Except for an addi- 
tional $5 million credit to Finland in 1941, this cotton credit was the last authorized 
to a European borrower until near the end of World War II. Most of these 
European credits authorized in March of 1940 were never used. 

Also during March the bank approved a second loan—this one in the amount 
of $20 million—in favor of the Universal Trading Corp., an agency of the Republic 
of China. To provide dollar exchange for the repayment of this credit the 
Trading Corporation agreed to import from China 40,000 tons of tin over a 
period of 7 years. 

On April 9 the Nazis invaded Denmark and Norway and quickly occupied those 
countries. On May 10 they moved against the Netherlands, Luxembourg and 
Belgium and stunned the world with the speed of their advance in a new and 
effective type of warfare which they called the Blitzkrieg. The Nazis bypassed 
the vaunted Maginot line by moving south into France from Belgium. By June 
22 Paris had been occupied and an armistice signed by the French Government 
which thereafter was established at Vichy. 

With the invasion of Denmark and Norway, credits in favor of those countries 
and Sweden were suspended to assure that the recipients would not be forced to 
attempt to use them in favor of the Nazis. 

Following the increase in its lending authority the bank, between April and 
July 1940, had responded to additional requests from Latin America. 

The bank extended a credit of $10 million to Banco de la Republica de Colombia 
to finance exports from the United States including not less than $5 million of 
capital goods; a credit of $2 million in favor of Banco Central Reserva del Peru 
for United States agricultural and manufactured products and a credit of $20 
million to Banco Central de Republica Argentina for purchases in the United 
States including equipment for the railways and for the construction of two dams. 
A credit was authorized in favor of the Republic of Panama in the amount of 
$2 million to assist in financingt he construction of a trans-Isthmian highway. A 
credit in the amount of $5 million approved the preceding September in favor of 
Corporacion de Fomento Chile was increased to $12 million to finance purchases 
in the United States to be approved by the bank. Credits totaling $1,150,000 
were established in favor of Ecuador to assist in financing equipment for the 
construction of highways, purchase of railway equipment and experimental work 
to develcp disease-resistant strains of cocoa. The Dominican Republic received 
a line of credit of $2 million to finance purchases in the United States for projects 
to be approved by the bank and a credit of $200,000 was extended to an agency 
of the Venezuelan Government to finance equipment required for refrigeration of 
canned meats and fish. Credits were also authorized for the purpose of partici- 
pating with United States exporters in financing railway equipment to Argentina 
and Brazil including a credit to finance 70 percent of the cost of equipment to be 
supplied by United States companies for the electrification of a part of the 
Soracabana Railway in Brazil. 

The fall of France caused serious concern to the United States, and generally 
throughout the other American republics, about the defense of the Western Hemi- 
sphere. In Europe Nazi economic and fifth column penetration had preceded 
military conquest in several places. Of more immediate concern, however, was 
the threat to economic stability. Trade with Europe had all but ceased. Not 
only were these markets closed to the products of the Americas but also as sources 
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of supply. The countries of Latin America had historically obtained from Europe 
much of the industrial and agricultural equipment essential to their economic life. 
Although this trade had declined greatly after September 1939 it ceased to exist 
after June 1940. The United States became the only possible source of supply 
but it could not greatly increase its purchases of those exports, particularly agri- 
cultural, that had formerly gone to western Europe. 

The second meeting of the Ministers of Foreign Affairs of the American Re- 
publics was held at Habana, Cuba, between July 21 and 30, 1940. The agenda 
covered three subjects: I. Neutrality; II. Protection of the Peace of the West- 
ern Hemisphere; and III. Economic Cooperation. In his report on the accom- 
plishments of the Conference, the Secretary of State said the following with 
regard to the resolution on economic cooperation: 

“This resolution constitutes a broad statement of policy with respect to inter- 
American economic cooperation and takes cognizance of the dislocations and dis- 
ruptions of international commerce arising out of the European war and their 
repercussions in the Americas. It declares that the American nations will con- 
4inue to adhere to the liberal principles of international trade and to apply these 
principles in their relations with one another as fully as the present circumstances 
permit. It declares that, they are prepared to resume the conduct of trade with 
the entire world in accordance with these principles as soon as the non-American 
nations are prepared to do likewise. It also declares that the American nations 
shal] do everything in their power to maintain and strengthen their own economic 
position and their mutual economic relationships, and to devise and apply appro- 
priate means of effective action to cope with the problems arising from the present 
disturbed world conditions.” 

om . * * o * * 

“Taken in its entirety, the program of action which is envisaged is flexible 
enought to apply to any emergency, and effective enough to make it possible 
for each of the American Republics to meet more fully the difficulties resulting 
from war-disrupted trade and to safeguard itself from possible dangers of economic 
subordination from abroad.”’ 

It was against this background of Nazi conquest in Europe and the resolutions 
of the American Republics adopted at the Habana Conference that the Congress 
was requested to increase the lending authority of the Export-Import Bank. In 
a message to the Congress dated July 22, 1940, the President said: 

“As a result of the war in Europe, far-reaching changes in world affairs have 
occurred, which necessarily have repercussions on the economic life both of the 
United States and of the other American Republics. All American Republics 
in some degrees make a practice of selling, and should sell, surplus products to 
other parts of the world, and we in the United States export many items that are 
also exported by other countries of the Western Hemisphere. 

“The course of the war, the resultant blockades and counterblockades, and 
the inevitable disorganization, is preventing the flow of these surplus products to 
their normal markets. Necessarily this has caused distress in various parts of 
the New World, and will continue to cause distress until foreign trade can be 
resumed on a normal basis and the seller of these surpluses is in a position to 
protect himself in disposing of his products. Until liberal commercial policies 
are restored, and fair trading on a commercial plane is reopened, distress may be 
continued. 

“T therefore request that the Congress give prompt consideration to increasing 
the capital and lending power of the Export-Import Bank of Washington by 
$500 million, and removing some of the restrictions on its operations to the 
end that the bank may be of greater assistance to our neighbors south of the 
Rio Grande, including financing the handling and orderly marketing of some 
part of their surp uses. 

“Tt is to be hoped that before another year, world trade can be reestablished; 
but, pending this adjustment, we in the United States should join with the peoples 
of the other republics of the Western Hemisphere in meeting their problems. I 
call the attention of Congress to the fact that by helping our neighbors we will 
be helping ourselves. It is in the interests of the producers of our country, as 
well as in the interests of producers of other American countries, that there shall 
not be a disorganized or cutthroat market in those commodities which we all 
export. 

“No sensible person would advocate an attempt to prevent the normal exchange 
of commodities between other continents and the Americas, but what -.can and 
should be done is to prevent excessive fluctuations caused by distressed selling 
resulting from temporary interruption in the flow of trade, or the fact that there 
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has not yet been reestablished a system of free exchange. Unless exporting 
a are able to assist their nationals, they will be forced to bargain as best 
they can. 

‘““As has heretofore been made clear to the Congress, the Export-Import Bank 
is operated by directors representing the Departments of State, Treasury, Agri- 
culture, and Commerce, and the Reconstruction Finance Corporation, and is 
under the supervision of the Federal Loan Administrator, so that all interested 
branches of our Government participate in any loans that are authorized, and the 
directors of the bank should have a free hand as to the purposes for which loans 
are authorized and the terms and conditions upon which they are made. 

“T therefore request passage of appropriate legislation to this end.” 

For the second time during 1940 the President of the United States had recom- 
mended an increase in the lending authority of the Export-Import Bank in order 
that it might serve as an instrument of the Nation’s foreign and economic policy. 
Furthermore, it was recognized that achievements in that field were not incon- 
sistent with accomplishments of the bank’s fundamental purpose of aiding in the 
expansion of United States foreign trade but could in fact support and be helpful 
to that purpose. In appearing before the Banking and Currency Committee of 
the House of Representatives in support of the bill to increase the lending 
authority of the bank by $500 million, the Federal Loan Administrator said: 

“The increased lending capacity will place the bank in a position to assist in 
the good-neighbor policy and at the same time aid American manufacturers and 
exporters who will meet ever increasing competition from other parts of the 
world, particularly when the war is over. Other countries assist their exporters 
in Many ways, and if we can assist ours through lending under what appear to be 
reasonably sound practices, we will aid our own general economy. 

“The legislation will place the bank in a position to continue financing exports 
from the United States on a somewhat broader scale, particularly to the Patin 
American countries, and, where possible, to assist these countries to develop their 
natural resources, to produce more of the things we import from them and which 
are not competitive with our own products. Examples which may be mentioned 
include rubbe., tin, tungsten, chrome, manganese, iron ore, drying oils, carnauba 
wax, certain types of starch, cocoa, quinine, mercury, tanning bark, medicines, 
insecticides, and off-season fresh fruits from Chile and Argentina, which do not 
conflict with our own. 

“If we can help the Latin American countries to produce more of these and 
other articles that do not compete with our own, we will be rendering them a 
genuine service and without loss to ourselves ”’ 

The bill was debated at length in both Houses, the points of contention concern- 
ing principally the fears of some Members ePoanl e the maintenance of our 
neutrality and of others that the United States might become permanently in- 
volved in a huge cariel to control agriculture and the mar<eting of agricuitural 
products. 

The legislation as adopted increased the lending authority of the bank from 
$200 million to $700 million and extended the period of the bank’s operations to 
January 1947. It authorized the Reconstruction Finance Corporation to make 
the additional funds available to enable the bank to make loans ‘‘to assist in the 
development of the resources, the stabilization of the economies, and the orderly 
marketing of the products of the countries of the Western Hemisphere.” The 
text of the law was as follows: 

“Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the fourth paragraph of section 5d of the 
Reconstruction Finance Corporation Act, as amended, is hereby amended by 
renumbering subsections ‘(1)’ and ‘(2)’ thereof ‘(2)’ and ‘(3)’, respectively, and 
inserting therein the following new subsection: 

*“*(1) To assist in the development of the resources, the stabilization of the 
economies, and the orderly marketing of the products of the countries of the 
Western Hemisphere by supplying funds, not to exceed $500 million outstanding 
at any one time, to the Export-Import Bank of Washington, through loans to, 
or by subscriptions to preferred stock of, such bank, to enable such bank, to make 
loans to any governments, their central banks, or any other acceptable banking 
institutions and, when guaranteed by any such government, a central bank, or 
any other acceptable banking institution, to a political subdivision agency, or 
national of any such government, notwithstanding any other provisions of law 
insofar as they may restrict or prohibit loans or other extensions of credit to, or 
other transactions with, the governments of the countries of the Western Hemi- 
sphere or their agencies or nations: Provided, That no such loans shall be made in 
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violation of international law as interpreted by the Department of State, or of the 
Act of April 13, 1934 (48 Stat. 574), or of the Neutrality Act of 1939. Upon the 
written request of the Federal Loan Administrator, with the approval of the 
President, the bank is authorized, subject to such conditions and limitations as may 
be set forth in such request or approval, to exercise the powers and perform the 
functions herein set forth. Such loans may be made and administered in such 
manner and upon such terms and conditions as the bank may determine.’ 

“Spec. 2. Section 5d of the Reconstruction Finance Corporation Act, as 
amended, is hereby amended by adding at the end thereof the following new 
paragraph: 

“<*The amount of notes, bonds, debentures, and other such obligations which 
the Reconstruction Finance Corporation is authorized to issue and have out- 
standing at any one time under existing law is hereby increased by $1,500,000,000.’ 

“Sec. 3. That section 9 of the Act approved January 31, 1935 (49 Stat. 4), as 
amended, is hereby amended by (a) striking out ‘June 30, 1941’ and inserting in 
lieu thereof ‘January 22, 1947’; (b) deleting from the first proviso thereof the 
figure ‘$200,000,000’ and inserting in lieu thereof the figure ‘$700,000,000’; and 
c) striking out the second proviso thereof. 

‘Approved, September 26, 1940. [Public Law 792, 76th Congress (54 Stat. 
961).]”’ 

With the exception of substantial credits to China and the relatively small 
increase in the loan to the Finnish American Trading Corporation, the bank’s 
activities during the next 5 years were to be confined to the Western Hemisphere. 
As in all other periods, the types of credits requested of the bank reflected the 
economic problems of the moment. 

In the summer of 1940 the President of the United States had appointed an 
Advisory Commission to the Council of National Defense to assist in the mobil- 
ization and coordination of the Nation’s industrial and agricultural strength. 
The Reconstruction Finance Corporation, pursuant to new authority from the 
Congress, created the Metals Reserve Corporation and the Rubber Reserve 
Corporation to acquire from abroad stockpiles of strategic minerals and natural 
rubber. A year or so later, when such purchases began to be substantial, in 
response to our accelerated industrial expansion, several countries started to 
accumulate a supply of dollars which exceeded the supply of civilian goods 
available in the market. In the fall of 1940, however, competition for the limited 
supply of dollar exchange was general and disruptive to the rate of exchange of 
most of the Latin American currencies. 

Between September and the end of December 1940 the bank authorized lines 
of credit to provide dollar exchange to the Banco do Brasil in the amount of $25 
million, to Banco de la Republica Oriental del Uruguay to the extent of $5 million, 
and lines of $10 million for Banco Central de Reserve del Peru and $60 million 
for Banco Central de la Republica Argentina. With respect to several of the 
larger credits there was a limit upon the amount available in any 1 month. The 
terms of one credit permitted use of a portion for purchases in third countries 
provided the dollar exchange thus acquired by such third country be utilized 
solely for the acquisition of United States agricultural products under conditions 
approved by the Export-Import Bank. 

A eredit of $5 million was established for Banco Central de Chile to liquidate 
matured dollar obligations owing to United States exporters. Any balance not 
required for this purpose was made available for new purchases. Banco Agricola 
y Pecuario of Caracas, Venezuela, received a credit of $3 million to enable that 
bank to extend credits to agriculturalists who had previously received such 
financing annually from branches of European banks. A credit of $4 million 
for dollar purchases was approved for Cuba and an existing line to Banco Nacional 
de Costa Riea was increased to $1 million. 

Not all of these exchange credits were used. In Uruguay and Peru the mere 
establishment of the lines removed the fear of exchange shortages and their pur- 
pose was accomplished without their being drawn upon. The Argentine Congress 
did not approve the legislation necessary to put into effect the credit requested 
by the central bank and the loan in favor of Banco do Brasil had been drawn 
upon only in part when Brazil began to improve its position by earning additional 
exchange from sales of strategic materials. 

This demand for dollar exchange to provide for imports essential to the con- 
tinued economic life of the Latin American countries was met partly in some 
instances by the bank’s agreeing that a portion of some of the credits extended to 
finance highways and other useful public works programs be available for local 
expenditures. With these credits the foreign government obtained local currency 
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to permit the compiction of the project and at the same time the country acquired 

additional dollar exchange to meet other essential requirements. A line of $2 

million in favor of the Dominican Republic was increased to $3 million and mac: 
available for purchases in the United States or locally to relieve the emergency) 
demand for dollar exchange resulting from the closing of European markets 

The highway and public works credits extended during the war period to Colombia, 

Costa Rica, and Ecuador present examples of this type. 

In June of 1940 Brazil had approached the bank for a credit to assist in financing 
the construction of an integrated steel plant in that country. Although it had 
many of the raw materials for industrial development, Brazil depended princi- 
pally upon the export of its agricultural products to earn the exchange to purchase 
abroad a minimum of finished goods. It had several small steel mills, the largest 
of which was European-owned and controlled. Annual imports of structural 
steel and rails from the United States totaled only about 300,000 tons. 

In 1939 a leading steel company from the United States had prepared a report 
as to the feasibility of constructing a mill in Brazil and had made recommendations 
regarding locations and original capacity of sucha plant. Private capital from the 
United States did not respond to the invitation of the Brazilian Government 
to construct such facilities. A group of Brazilians which included both private 
financiers and Government officials was organized to proceed with the plan with 
the full support of the Brazilian Government. The equivalent of $25 million of 
stock of the new company was to be offered first to the public in Brazil with any 
unsubscribed shares to be purchased by the Government. A loan of $20 million 
was requested from the Export-Import Bank to assist in financing the acquistion 
of technical services and equipment from the United States. The bank retained 
engineers recommended by steel companies in the United States to advise it on the 
technical aspects of the proposal. 

It was concluded that the loan requested would result in advantages to both 
Brazil and the United States. Aside from the immediate export of technical 
services and equipment, the new steel mill would permit Brazil to devote valuable 
resources to the common defense and would make a basic contribution to the 
development of that country. All experience supported the premise that the 
best customers of the United States were the industrialized nations and that as a 
country developed in all fields of industry and agriculture it increased the total 
of its purchases from the United States. 

A loan of $20 million to Companhia Siderurgica Nacional (National Steel Co.) 
was authorized in October of 1940 subject to completion of local financing and 
construction plans. 

Repayment of the loan was to be guaranteed by Banco do Brasil. An engineer- 
ing company experienced in the design of steel mills in the United States was 
engaged to supervise the design, construction, and initial operations of the plant. 
The contract with the Export-Import Bank was signed in May of 1941. It was 
anticipated in Brazil that the mill would commence operations in 1943. Demands 
of the defense effort and subsequently of the war prevented completion of the 
plant until 1946 and increased the cost above the original estimates. The credit 
was increased to $25 million in December 1941 and the bank extended a second 
loan of $20 million in 1943. The contribution of additional funds in Brazil 
reached the equivalent of $130 million, a part of which was used for further pur- 
chases in the United States. 

The credit for the Brazilian steel mill was the first extended by the bank to 
assist in financing an industrial development abroad. Its authorization was 
accepted in Brazil and throughout Latin America as tangible evidence of an 
intention to cooperate in the field of economic development as well as in the 
defense effort. In an address before the Latin-American Lecture Series in 
Washington in November of 1940, Mr. Pierson referred to the former dependence 
of those countries upon European capital and markets as producing the “psy- 
chology of a colony rather than a nation,” and said further: 

“Everyone must admit that our greatest markets are the most highly indus- 
trialized nations but I was pleased to read recently the following editorial in a 
newspaper in Pittsburgh, one of our most important steel centers. 

“Commenting upon the Export-Import Bank loan of $20 million for a Brazilian 
steel mill, the Pittsburgh Press said: 

“Tf Brazil’s dependence on us for steel is reduced, her dependence on Europe 
for steel will be reduced even more, and her balance of trade will increase likewise. 

“Future development of our trade with South America lies not along the line 
of further concessions to exploit natural resources, but in helping other American 
countries to build up stable, independent economies. As their standards of living 
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rise, they will become progressively better markets for a wider variety of our 
goods.’ os 

Since the opening of the plant in 1946 new industries, designed to operate with 
steel produced by this plant, have been created in Brazil by the investment of 
private funds. It was reported in 1950 that 28 new companies had been estab- 
lished and that the operations of 56 existing companies had been expanded. 
Furthermore, as Brazilian industrial development progressed, imports of steel 
from the United States had by 1951 increased in volume by more than one-third. 

Additional loans to China were authorized during the latter part of 1940 to 
finance purchases in the United States. In October a credit of $25 million was 
extended to the Central Bank of China secured by an assignment of the proceeds 
of $30 million of tungsten contracted to be sold to Metals Reserve Company. In 
November an additional loan of $50 million was made to the Central Bank. 
Security for the second loan was the proceeds to accrue from a contract for the 
sale of $60 million of tin and other ores to the Metals Reserve Company. 

In December of 1940 the bank advanced funds to finance the acquisition of 
United States equipment and services required in a program of expansion of 
landing fields and other facilities abroad then being used by United States com- 
mercial airlines. Designed originally for defense purposes, these expanded in- 
stallations were to serve in the delivery of lend-lease items and ultimately in the 
prosecution of the war. The advances were authorized by the bank at the 
request of the War Department to be made against funds allocated to that 
Department by the President of the United States from the defense emergency 
fund. On numerous occasions thereafter the Export-Import Bank was to 
perform similar banking functions abroad for other agencies of the United States 
Government. 

In May of 1941 the bank approved a request from the Government of Haiti 
for a credit of $5 million in favor of a corporate agency of that Government to 
finance the experimental cultivation of hevea rubber trees and other tropical 
agricultural development in Haiti including development of Haitian forestry re- 
sources. Subsequently the bank acceded to the request of the Haitian Govern- 
ment that the greater part of the credit be devoted to a large-scale production of 
sisal which was then in great demand as a result of wartime loss of Manila hemp 
and other fibers. Although it has not been as successful as was hoped, the income 
from this crop contributed substantially to the Haitian economy during a number 
of years while sisal enjoyed a high price in world markets. 

At the request of the Metals Reserve Company, the bank extended a credit of 
$25 million to the Aluminum Co. of Canada to assist in financing equipment 
for plant expansion to permit increased production of aluminum ingots for sale 
to the Metals Reserve Company. The proceeds of the sales were assigned to 
the bank as security for the loan. 

Other large credits authorized in 1941 included those to the Republic of Cuba 
in the amount of $25 million and to Colombia for $12 million to finance programs 
of publie works and agricultural development and a credit of $30 million to Mexico 
for road construction including work on the Inter-American Highway. 

The bank authorized credits of $11,300,000 to the Cuban Sugar Stabilization 
Institute and $25,600,000 in favor of the Philippin®’ National Bank, in each case 
to permit loans to producers to finance new crops or carryover stocks which could 
not be disposed of in former markets. Neither credit was used. Disposition of 
the Cuban sugar crop was arranged by agreement with another agency of the 
United States Government. The Philippines were occupied by Japanese troops. 

Following the death of Mr. Moore, Counselor of the State Department, Mr. 
Jones, who was then Secretary of Commerce as well as Federal Loan Adminis- 
trator, had become Chairman of the Board of Trustees of the bank in July 1941. 

On December 8, 1941, the day following the attack on Pearl Harbor, the United 
States declared war on Japan. On December 11 Germany and Italy declared 
war and the United States responded with similar action. On December 9 the 
United States called for a consultative meeting of the Foreign Ministers of the 
American Republics at the earliest possible moment. A meeting was held in 
tio de Janeiro from January 15 to 28, 1942. Before the meeting convened, 12 
of the other American Republics had already declared war on the Axis Nations 
or had severed diplomatic relations with them. Eventually all but one of the 
American Republics took one or the other action. By the resolution adopted at 
Rio, the republics recommended cooperation in defense of the Western Hemis- 
sphere, the protection of the economies of the countries and the increase of pro- 
duction for war needs. For more than 3 years thereafter the United States was 
to be engaged in total military, political, and economic warfare. 
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As a result of war-induced dislocations to their economies, many of the countries 
of the Western Hemisphere were obliged to take measures to relieve unemploy- 
ment and to produce food and other commodities previously imported. Programs 
of public works and agricultural development were undertaken. Following both 
the Havana and Rio Conferences, the Export-Import Bank extended credits to 
assist in financing such programs. The agricultural programs covered the ex- 
pansion and improvement of food crops and such commodities as rubber, fibers, 
insecticides, and plants for medicinal purposes. The improvement and extension 
of railroads and highways, the development of ports and the construction of 
irrigation and drainage systems were predominant in the field of public works 
Such projects were designed to provide basic requirements of increased production 
and exportation of food and strategic materials. The railway equipment and 
rolling stock, the ships, the road machinery and agricultural equipment exported 
to Latin America during the pre-war years as a result of Export-Import Bank 
credits extended to United States exporters were already returning an unforeseen 
dividend by making possible the movement of even a limited supply of strategic 
materials. Prior to the war, the President of the Export-Import Bank, acting for 
the Federal Loan Administrator, had negotiated an agreement under which Brazil! 
made available to the United States its entire production of strategic minerals 
The Government obtained similar agreements from a number of other countries. 

During the war period credits were extended to assist in road construction in 
Mexico, El Salvador, Honduras, Nicaragua, and Ecuador. A major portion of 
these credits was used for work on the Inter-American Highway which was con- 
sidered of sufficient strategic importance that appropriations were voted by the 
Congress to permit the Army to construct a temporary road pending completion 
of the more permanent work. Other roads financed provided access to agricultural 
areas or to sources of strategic materials. 

In addition to those heretofore mentioned, credits were authorized for public 
works programs in Peru, Uruguay, El Salvador, Paraguay, Bolivia, and Ecuador. 
Loans to finance the development of agriculture were made in Colombia, Ecuador, 
Bolivia, and Venezuela. 

At the suggestion of our military authorities, the bank extended a credit to 
Brazil for the purchase of machinery to establish a factory for the building of air- 
lane motors under license from United States manufacturers and a credit to 

fexico to build a refinery to produce high-octane gasoline for aviation purposes. 
An additional credit to the Aluminum Company of Canada was extended and was 
secured, as in the previous case, by the proceeds of the sale of ingots to the Metals 
Reserve Company. Mexico also obtained a credit of $6 million to assist in financ- 
ing the construction of a steel plant to be operated with technical assistance from 
one of the steel manufacturers in the United States. Four credits were extended 
to private companies in Argentina and Bolivia for the purchase of equipment to 
mine tungsten ores for sale to Metals Reserve Company. 

A credit designed to serve emergency strategic purposes which has also made a 
permanent contribution to economic development was the one extended by the 
bank to finance the production and export of iron ore from the Itabira region of 
Brazil. Late in 1940 the Advisory Commission to the Council ot National De- 
fense officially requested the bank to consider means of making this source of high- 
grade iron ore available as a substitute for those of Scandinavian and other regions 
which had been cut off by the Nazi occupation of Western Europe and part of 
Africa. The steel industry in England, having lost access to Swedish ores, was 
concerned over the uncertainty of Spanish and distant African sources. The ore 
from the Itabira region in the State of Minas Gerais was known to possess an 
especially high iron content and a phosphorus content of less than 0.02. These 
features made it particularly satisfactory to meet British requirements. 

Mr. Pierson, President of the bank, investigated the problem carefully during 
several trips to Brazil during 1941. At that time title to three large deposits in 
the region was held by a British company but the deposits were not being worked 
to any appreciable extent. Among other problems, the region is inland from a 
port more than 200 miles and the nearest railroad, the Vitoria a Minas, was not 
in condition to handle heavy ore traffic even if its extension had then been com- 
plete to the site of the mine. Furthermore, the Vitoria a Minas Railway was in 
a condition of bankruptcy and could not effect voluntary reorganization because 
many of its bondholders and stockholders were in occupied Europe and under the 
control of the Germans. Finally, ore storage bins and loading facilities, construc- 
tion of which had been started at the port of Vitoria by German contractors were 
left unfinished when the war began. The inability to surmount the problems of 
these various interests as well as the estimated cost of the program and the risks 
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involved had caused the bank to decline requests from private groups to undertake 
the venture prior to 1941 and resulted in failure in its attempts to find a solution 
during that year. 

After Pearl Harbor the problem became an emergency one to be dealt with by 
the three Governments of Brazil, the United Kingdom and the United States. 
It was concluded that the ore must be made available at least as insurance against 
the loss of ore from other satisfactory sources and an agreement for that purpose 
was entered into by the three Governments in March of 1942. Pursuant to that 
agreement the United Kingdom acquired the shares of its nationals and trans- 
ferred title to the iron-ore properties to the Brazilian Government. The Brazilian 
Government arranged with the management of the Vitoria a Minas Railway to 
take over that property upon terms satisfactory to the owners. Both the mine 
and railway were incorporated into a newly formed entity, the Companhia Vale 
do Rio Doce, the stock of which was offered and partly subscribed by the public. 
The Export-Import Bank extended a credit of $14 million to finance the cost of 
equipment and the services of engineers and contractors from the United States 
to develop the ore properties, rehabilitate and complete the railroad and provide 
adequate facilities at the port to permit the mining and export of 1,500,000 tons 
of iron ore annually. Five-year contracts for the sale of the ore were made with 
the British Government and the Metals Reserve Company. 

Delays occasioned principally by the war prevented completion of the project 
in accordance with the schedule anticipated. The Allied victory in Africa more- 
over assured a continued supply of ore from that source and lessened the emergency 
which had prompted the undertaking. Nevertheless, some ore from Itabira 
continued to be sent to england throughout the war period. Loans for additional 
equipment and rolling stock for the railroad were subsequently extended by the 
bank in the amount of $12,500,000. In 1952 the equivalent of $23 million of foreign 
exchange was earned by Brazil from the export of iron ore by Companhia Vale 
do Rio Doce. Of equal significance, however, has been the development, both 
agricultural and industrial, that has taken place in the valley following the im- 
provement of transportation. New investments of private capital in this area 
have followed the extension of these credits by the Export-Import Bank. 

In an effort to assist our traders to overcome some of the problems of wartime 
commerce and to continue to export to countries of the Western Hemisphere such 
goods as were available, the Export-Import Bank, early in the war, established 
lines of credit in favor of the leading banks of South America to be used to finance 
the purchase of United States products through customary commercial channels, 
Jecause of uncertain shipping conditions, United States manufacturers and ex- 
porters were willing to sell only against irrevocable bank letters of credit covering 
the period of manufacture and providing for payment in United States dollars 
upon completion of the product at the factory. Buyers abroad, on the other 
hand, were unwilling to pay for goods without assurance that shipping space 
could be obtained nor were they willing that the goods be placed in warehouses 
for indefinite periods at their expense. Furthermore, they were not in a position 
to know when or whether the goods would arrive at the port of destination because 
of possible steamer cancellations or deviations resulting from military orders. 

The Export-Import Bank, acting generally with the assistance of the central 
bank of the particular country, extended lines of credit to foreign commercial 
banks against which those banks could open irrevocable letters of credit for their 
customers through their correspondent commercial banks in the United States. 
The Export-Import Bank agreed to reimburse the United States commercial banks 
upon demand for any advances under the letters of credit. The letters of credit 
provided for payment to the seller upon completion of the goods. The Export- 
Import Bank thereupon assumed responsibility for arranging ocean shipment and 
customary insurance. Neither the buyer nor the foreign bank was required to 
accept and pay for the goods unless they arrived at the port of destination within 
4 months of the date of payment to the United States exporter. Upon arrival of 
the goods within the time limit or upon acceptance of the goods thereafter, pay- 
ment was required to be made within 60 days. In 1944 the terms of the credit 
were changed so that the liability of the foreign bank and buyer attached if the 
Export-Import Bank made arrangements to have the goods loaded on an ocean 
steamer at a United States port within 90 days from the date of payment to the 
manufacturer or supplier against warehouse receipt or otber inland document. 
Lines of credit issued to foreign banks pursuant to this arrangement totaled over 
$21,775,000. Although not utilized to any great extent because of the scarcity of 
products for export, the lines of credit provided important financing in some 
instances and further demonstrated the ability of the Export-Import Bank to 
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adjust its operations to meet situations which cannot be handled through private 
sources or normal banking channels. 

Upon the recommendation of the Department of State, the bank in 1942 
established credits to assist International Telephone & Telegraph Corp., a 
privately owned United States company, to fund obligations incurred in connec- 
tion with its operation of telephone and radio telephone systems in South America 
and between that continent and North America. In 1938 and 1940 the bank 
had participated with five New York banks in extending credits to this company. 
Not only was the maintenance of adequate telephones and cable communications 
recognized as essential to modern foreign trade and commerce but it was consid- 
ered important that the systems continue to serve the needs of defense and war. 
Only a minor portion of the credit was utilized and it was subsequently repaid 
prior to maturity. 

In 1942 an Executive order placed the bank under the Office of the Secretary 
of Commerce (Executive Order 9071, February 24, 1942). In July 1943 the 
President of the United States, by Executive order, created the Office of Economic 
Warfare (Executive Order 9361, July 15, 1948). That agency, under Mr. Leo 
T. Crowley as Director, assumed direction of the activities of the Board of 
economic Warfare and other wartime agencies and the Export-Import Bank. 
Mr. Crowley succeeded Mr. Jones as Chairman of the Board of Trustees of the 
bank. Mr. Jones, as Secretary of Commerce, continued as a member of the Board. 
On September 25 a further Executive order (Executive Order 9380) established 
the Foreign Economic Administration and transferred to it t!:e Office of Economic 
Warfare, including the Export-Import Bank, the Office of Lend-Lease Adminis- 
tration and other agencies engaged in foreign economic activities. Mr. Crowley 
was named Administrator of the Foreign Economic Administration. The func- 
tions and methods of operation of the Export-Import Bank continued unchanged. 

Early in 1945 Mr. Warren Lee Pierson resigned as president and general coun- 
sel of the bank to return to private business. He was succeeded as president by 
M1. Wayne C. Taylor. Mr, Taylor had been a vice president of the bank from 
1934 to 1936 and then had served as an Assistant Secretary of the Treasury and 
subsequently as Under Secretary of Commerce. 

Between September of 1940 and the end of 1944, the total of additional credits 
authorized by the bank in Latin America reached approximately $593 million. 
About $180 million of credits were canceled or expired during this period because 
the needs which had prompted the extension of some were satisfied othe: wise or 
because wartime shortages prevented the realization of the programs for which 
the credits had been approved. The major part was used, however, and was 
devoted to projects of sound value which not only contributed to the ultimate 


victory but also resulted in economic development that assured and expanded 
foreign trade within the hemisphere. 


POSTWAR RECONSTRUCTION 1945-48 


As the allies moved to success in Europe following the Normandy invasion of 
June 1944, consideration began to be given to credits which would serve the 
coming demands of postwar reconstruction. As early as August of that vear the 
bank extended a credit of $500,000 to the Government of Ethiopia to be used to 
employ experts in the United States to assist in taking over the operation of the 
Ethiopian portion of the railroad from Addis Ababa to the French port of Djibouti 
and also to finance in the United States the cost of engraving and printing of 
Ethiopian paper currency to replace the east African pound sterling. A credit of 
$750,000 was authorized in favor of a Norwegian corporation to purchase United 
States machinery and equipment for rehabilitation of the coal mines at Spits- 
bergen. 

Late in 1944 and during the first months of 1945 credits were extended in Latin 
America in anticipation of the early availability of equipment which would pro- 
vide long-delayed maintenance, replacement and development. Credits for rail- 
way equipment were approved for Mexico and Brazil. Mexico also received loans 
for further highway construction and some power equipment; $25 million of the 
funds of the bank were earmarked for the purchase of United States materials 
and equipment for construction of hotels in Latin America. 

Three credits were subsequently established to assist in the construction of 
hotels. In 1948 a loan of $2,337,697 was approved to finance the purchase of 
equipment and materials for the Hotel Tamanaco in Venezuela and in 1949 one 
of $3,057,600 for the Hotel San Diego in Colombia. Repayment of each loan 
was guaranteed by one of the leading local banks. Between 1948 and 1951 the 
bank made two loans totaling $4 million to assist in financing United States 
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equipment and services for the Hotel El Panama. Repayment of that loan is 
guaranteed by the Republic of Panama. The hotel in Panama opened in January 
1950 and that in Colombia in May of 1953. The availability of adequate hotel 
accommodations has increased both tourist and business travel to these countries 
and is making a valuable contribution to dollar earnings. The hotel in Venezuela 
is scheduled to open in December 1953. 

With the German surrender in May 1945, attention was directed immediately 
to the problems of reconstruction in Europe. Both military and industrial 
equipment required for the prosecution of the war had been furnished to our 
allies under the provisions of the Lend-Lease Act. Such assistance would end with 
the cessation of hostilities. Until credits could be made available, war-devastated 
countries would not be able to obtain materials and equipment for reconstruction 
and United States industry would not obtain the orders which would be important 
to utilize expanded capacity and maintain employment. In May 1945 the bank 
extended for another year the $10 million credit authorized in favor of Norway 
prior to the German nivasion of 1940. Most of the countries of Western Europe, 
however, remained ineligible for loans from the bank under the provisions of the 
legislation of 1940. Furthermore, the uncommitted funds of the bank totaled 
less than $150 million. 

It was determined, therefore, to request the Congress to increase the lending 
authority of the Export-Import Bank from $700 million to $3.5 billion and to 
repeal those provisions of its act which prevented loans to countries which were in 
default to the United States Government on obligations arising out of the First 
World War. A bill for these purposes was introduced in the Congress and in 
hearings before the Banking and Currency Committee of the House of Represen- 
tatives, Mr. Crowley said: 

“The United States has before it an unusually favorable opportunity to maintain 
its foreign trade at high levels and at the same time ease the problems of reconver- 
sion at home and assist in the reconstruction and further development of the 
economies of foreign countries. The expansion in manufacturing capacity in the 
United States during the war has been concentrated in heavy industry. It is 
heavy industry, therefore, which faces the most severe problems of reconversion 
in the period which lies immediately ahead unless substantial foreign outlets for 
its products can be found. 

“On the other hand, foreign demands for United States products will also be 
heavily concentrated during this period on the products of heavy industry, and for 
many of them the United States will be the only immediate source of supply. 
Thus, if private and governmental financing is available on appropriate terms, 
large exports of these products can be carried out to mutual advantage. It is 
to be hoped that most of this financing will be arranged through private channels, 
but it is certain that a considerable amount of Government assistance will be 
required especially in financing exports of capital equipment, which must be sold on 
terms which take account of the time required for installing it and getting it into 
operation. 

“As I indicated in my recent statement to the House Appropriations Com- 
mittee on lend-lease appropriations for 1946, lend-lease aid will continue to be 
furnished as in the past for the sole purpose of promoting the defense of the 
United States and aiding in the most effective prosecution of the war. Lend-lease 
aid will not be furnished to assist in the task of relief, rehabilitation and recon- 
struction in Europe or elsewhere. Assistance to our allies for reconstruction must 
be provided by another mechanism. 

“Qur appropriation request for lend-lease for 1946 was based on the assump- 
tion that Congress would expand the lending authority of the Export-Import 
Bank in such a manner as to permit the financing of portions of the so-called 
3 (c) agreements for the delivery of industrial equipment and supplies to France, 
Belgium, and the Netherlands, provision for which was not made in our appro- 
priation request because of changed war conditions. 

“IT should like to repeat in substance what I recently stated to the House 
Committee on Appropriations regarding the role of the Export-Import Bank in 
the rehabilitation of the liberated countries of Europe: The prime responsibility 
for the rehabilitation of these countries must rest on their own governments and 
be carried out by the use of their own resources. However, the United States 
cannot escape the obligation of helping the liberated countries to help themselves. 
Moreover, by so doing we will unquestionably serve our own interests. 

“Considered alone, the proposed increase of $2,800 million in the lending 
authority of the Export-Import Bank would fall far short of financing the pur- 
chase of all of the materials and equipment required from the United States for 
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the reconstruction of war-devastated countries. It is believed, however, that 
this amount may suffice to finance on a sound basis essential exports for recon- 
struction and other purposes during the present fiscal year. As a result of the 
experience gained during the current year, both the character and scope of the 
demands for the bank’s credit facilities can be more accurately determined. 

“This committee and the House, as well as the Banking and Currency Com- 
mittee of the Senate, have now approved legislation authorizing the participation 
of the United States in the proposed International Bank for Reconstruction and 
Development, which will provide large-scale and long-term credits to foreign 
countries. It may be many months, however, before the International Bank is 
in effective operation. In the meantime, the Export-Import Bank will be the 
only agency in a position to extend dollar credits for the purpose of financing 
exports in connection with reconstruction and development projects abroad. 

“This committee has wisely provided in the Bretton Woods legislation for a 
National Advisory Council to coordinate the policies and operations of the repre- 
sentatives of the United States on the International Bank and Monvtary Fund 
with those of the Export-Import Bank and all other national agencies which 
make or participate in making foreign loans or which engage in foreign financial, 
exchange or monetary transactions. As you know, the Chairman of the Board 
of the Export-Import Bank will be a member of the council. In this capacity 
he will both keep the council fully informed of the bank’s activities and be kept 
fully informed of its policy decisions affecting the bank’s operations. 

“The Export-Import Bank will continue as in the past to pursue its major 
objective of facilitating the foreign trade of the United States either directly 
through the financing of specific export and import transactions or indirectly 
through assisting in the development of the resources of foreign countries in order 
that they may become better markets for American products and better suppliers 
of imports to the United States. Consistent with this policy, the Export-Import 
Bank can also assist during the initial period of reconstruction in Europe in the 
financing of selected key facilities which are urgently necessary to economic 
recovery.” 

Representatives of the American Bankers Association and of the National 
Foreign Trade Council testified or sent messages in support of the legislation. 

The bill was rewritten in the Banking and Currency Ceaninittes of the House 
to effect a major reorganization of the bank. First, the lending authority of the 
bank was increased from $700 million to $3 billion of loans and guaranties author- 
ized to be outstanding at any one time. Second, the bank was made an independ- 
ent agency of the Government. Third, the management of the bank was vested 
in a bipartisan Board of Directors, consisting of the Secretary of State, ex officio, 
and four full-time members appointed by the President of the United States, 
with the advice and consent of the Senate. Not more than 3 of the 5 members 
of the Board were to be members of the same political party. One member was 
to be designated Chairman by the President of the United States. Fourth, funds 
were to be supplied to the bank from the purchase by the Treasury of $1 billion 
of capital stock of the bank and by the purchase from time to time of its obligations 
to the extent of $2.5 billion. Fifth, the act removed the prohibition on loans by 
the bank to governments in default as of April 13, 1934, on their obligations to 
the United States and included an express exception to the Johnson Act (48 Stat. 
574) to permit private entities and persons to participate with or act for the bank 
in the extension of any loans to such governments. Finally, the act created an 
Advisory Committee composed of the Chairman of the bank, as Chairman, the 
Secretaries of the Departments of State, Treasury and Commerce and the Chair- 
man of the Board of Governors of the Federal Reserve System to make such 
recommendations as it deemed advisable and to be consulted by the bank on 
major policy questions. 

lhere was included also in the act language stating it to be the policy of the 
Congress that the bank “in tne exercise of its functions should supplement and 
encourage and not compete with private capital” and that loans, so tar as possible 
consistent with carrying out the purposes of the act shall “generally be for specific 
purposes, and, in the judgment of the Board of Directors, offer reasonable assur- 
ance of repayment.” As was stated by those who proposed the inclusion of the 
language, these policies had 9» many previous occasions been announced by the 
management of the bank as being basic and fundamental in its operations. 

The Export-Import Bank Act of 1945 was passed by the Congress and became 
law when approved by the President on July 31, 1945. On the same day the 
President approved the Bretton Woods Agreements Act. That act provided for 
United States membership in the International Monetary Fund and the Inter- 
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national Bank for Reconstruction and Development. Section 4 of the Bretton 
Woods Agreements Act created the National Advisory Council on International 
Monetary and Financial Problems consisting of the Secretary of the Treasury as 
Chairman, the Secretary of State, the Secretary of Commerce, tee Chairman of 
the Board ot Governors of the Federal Reserye System, and the Chairman of 
the Board of Directors of the Export-Import Bank in order to coordinate policies 
and operations of the representatives of the United States on the fund and Inter- 
national Bank and of all agencies of the Government which make or participate 
in the making of foreigh loans or which engage in foreign financial exchange or 
monetary transactions. 

The National Advisory Council thereafter became an important element in the 
operations of the Export-Import Bank. The Council met regularly to consider 
questions arising in connection with foreign economic and fiscal operations of the 
various departments and agencies of the Government. The Export-Import 
Bank, before taking affirmative action on loan applications, submitted the pro- 
posals to the Council for guidance on any matter of policy which, in the opinion 
of the Council, might be involved. Since the membership of the Council was 
the same as that of the Advisory Board created by the Export-Import Bank Act 
of 1945, all matters of policy concerning the bank were considered by the Council 
and no meeting of the Advisory Board was ever called. 

In July the bank replaced the previous $10 million credit to Norway with a 
loan of $50 million to finance the purchase in the United States of agricultural 
and manufactured products agreed to by the bank. A similar credit in the 
amount of $20 million was authorized in favor of Denmark. 

In September the bank approved three loans which Mr. Crowley recommended 
to the Board of Trustees for the purpose of replacing lend-lease commitments 
that were being canceled. Credits of $550 million to France, $50 million to the 
Netherlands, and $55 million to Belgium were made available to finance the 
acquisition of United States agricultural and manufactured products and services 
for which requisitions had been filed and approved under the provisions of agree- 
ments entered into under section 3 (c) of the Lend-Lease Act but which had not 
been contracted for prior to the termination of operations under that act. Since 
the credits thus served to carry out previous commitments of the United States 
Government, their terms with respect to maturities and rate of interest were made 
the same as those of the lend-lease 3 (c) agreements. These terms called for re- 
payments of principal in installments over a period of 30 years beginning on July 1, 
1946. Interest was at the rate of 2% percent per annum. 

In addition to the “‘lend-lease termination credits” the bank approved loans of 
$45 million to Belgium and $50 million to the Netherlands to finance the purchase 
in the United States of agricultural and manufactured products. As in the case 
of the credits to Norway and Denmark, the funds were available for the acquisi- 
tion of items from a list agreed to by the borrower and the bank. In October the 
bank established a line of credit of $100 million against which allocations would 
be made to banks in Europe to finance the purchase and export of raw cotton in 
the United States on terms up to 15 months. 

Also, during the fall of 1945 the bank approved a loan of $38 million for the 
Lloyd Brasileiro Lines of Brazil to finance the construction of 14 oceangoing 
cargo vessels in United States yards and a credit of $25 million to Corporacion 
de Fomento de la Produccion for machinery, equipment, and services for the con- 
struction of an integrated iron and steel plant at Huachipato, Chile. The bank 
subsequently loaned a total of $48 million for United States equipment and services 
required to complete the plant, the total cost of which was $92 million. Although 
the plant was financed in part by the Government of Chile, the majority of the 
stock of the company was acquired by private interests. Technical assistance 
was provided by a United States firm which has continued to serve in an advisory 
capacity since the plant commenced operations in 1950. 

“he members of the new Board of Directors provided for by the Export-Import 
Bank Act of 1945 were appointed by the President of the United States and con- 
firmed by the Senate during November and December 1945. Mr. William 
McChesney Martin, Jr., former president of the New York Stock Exchange, was 
designated by the President to be the chairman of the new Board. The other 
members were Mr. Herbert E. Gaston, former Assistant Secretary of the Treasury; 
Mr. Lynn U. Stambaugh, an attorney; and Hon. Clarence E. Gauss, a former 
career diplomat and United States Ambassador to China. The Secretary of 
State was the fifth member, ex officio. He was represented at meetings of the 
Board by an Assistant Secretary. Beginning in January 1946, regular meetings 
of the Board were held once a week with informal and special meetings convening 
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almost daily. In addition to his position as Chairman, Mr. Martin was elected 

by the Directors to the office of president of the bank. 

Loans to liberated and war-devastated countries of Europe continued to con- 
stitute the major activity of the bank during the first 2 years under the new form 
of management. Questions of policy required consideration and review in the 
light of problems presented by the immensity and urgency of postwar recon- 
struction. 

Relief grants by the United Nations Relief and Rehabilitation Administration 
were still being made in 1946. That organization, created late in 1943, had begun 
furnishing food, medicine, clothing, and other basic necessities to liberated areas 
in 1944. By December 1945 the United States had appropriated $2,700 million 
as its share of the funds of this international organization which would continue 
its operations through 1947 and into 1948. Also, in December of 1945, the United 
States agreed to extend to the United Kingdom a line of creait of $3,750 million 
‘to facilitate purchases by the United Kingdom of goods and services in the 
United States, to assist the United Kingdom to meet transitional postwar deficits 
in its current balance of payments, to help the United Kingdom to maintain 
adequate reserves of gold and dollars and to assist the Government of the United 
Kingdom to assume the obligations of multilateral trade.’’ The loan became 
effective when approved by the Congress in July 1946. It was administered by 
the Treasury Department. Both the British loan and the extent of relief aid 
were factors to be considered by the bank in attempting to determine whether 
credits which it was requested to make would be able to serve their intended 
purpose and to offer reasonable assurance of repayment. 

Imergency-type reconstruction loans to the extent of $950 million were author- 
ized by the bank during the first 6 months of 1946. Finland received $35 million 
for industrial equipment and raw materials. Greece obtained a line of credit of 
$25 million for equipment and services and a loan of $40 million was authorized 
for Poland to acquire locomotives and coal cars to assist in transporting coal 
needed for European reconstruction. Coincident with the extension of these 
new credits the bank renegotiated with Finland and Poland the repayment terms 
of the prewar loans of 1939-40. 

The bank approved a credit of $650 million to France for the purchase of 
agricultural products and industrial equipment to rehabilitate both governmental 
and privately owned facilities. That credit was agreed to by the bank in connec- 
tion with the negotiation of an overall settlement of war accounts between the 
United States and France by a special committee consisting of the Secretary of 
the Treasury, as Chairman, the Assistant Secretary for Economic Affairs, the 
Secretary of Commerce, the Chairman of the Board of the bank and the Chairman 
of the Board of Governors of the Federal Reserve System. The overall agree- 
ment reached with the Government of France included a settlement of lend-lease, 
reciprocal aid and other war accounts, the purchase of United States surplus 
property located in France and certain French overseas territories, the projected 
purchase of ships owned by the United States and mutual undertakings with 
regard to international commercial policy. 

Jnlike the bank’s usual credits to finance the export of particular products or 
the sale of equipment for a specific foreign project or development, these emer- 
gency reconstruction credits were made available to the recipient governments 
for the acquisition in the United States of a wide variety of agricultural and 
industrial products required to feed their people and to rehabilitate both govern- 
mental and privately owned facilities. The contracts which established the 
credits included lists of items eligible to be financed without designation of the 

specific end use of such items. The bank, with the assistance of the Department 
of Commerce, followed a policy of restricting or denying the use of the credits for 
the purchase of items in short supply and of encouraging their use for the pur- 
chase of commodities in long supply such as cotton and tobacco and many types 
of capital goods. In this way the bank’s policies served to minimize any infla- 
tionary consequences of the loans and at the same time afforded support to many 
war-expanded industries over the period of several years during which these credits 
were drawn down. 

Against the $100 million European cotton credit authorized in the fall of 1945 
the bank made allocations during 1946-47 to banks in Czechoslovakia, Finland, 
the Netherlands, and Italy. An allocation to banks in Hungary in April 1947 
was not made operative when a political coup a few weeks later resulted in seizure 
of the Government by the Communists. 

Credits for reconstruction were extended also to China. A cotton credit of $33 
million was made available through the Bank of China. Five other credits 
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totaling about $34 million were to finance coastal and oceangoing cargo vessels, 
railway equipment, auxiliary steam powerplants, and coal-mining equipment. 
In April of 1946, the bank announced the earmark of $500 million to be available 
to June 30, 1947, for possible additional credits on a project-by-project basis to 
Chinese Government agencies and private enterprises. No credit authorizations 
were made within that period. In noting the expiration of the fund at the end of 
June 1947 the bank in its semiannual report stated that it continued willing to 
consider credits to China for specific projects that would be consistent with the 
statute and policies of the bank. 

In addition to the long-term lend-lease termination credit and the emergency 
reconstruction-type credit extended to the Netherlands in 1945, the bank author- 
ized a short-term credit of $200 million to that country in April of 1946. The 
credit was to be repaid one-half within 1 year and the remaining half in 2 years of 
the respective dates of advances with interest at the rate of 2}4 percent per annum. 
This credit marked the first substantial participation by private capital in a post- 
war credit to Europe. United States commercial banks were invited to participate 
in the credit and 42 banks responded by extending approximately $93 million of 
the credit without recourse to or guarantee by the Export-Import Bank. Late in 
1947, commercial banks participated in like manner to the extent of $18 million 
of a $50 million credit extended to Belgium and repayable over a term of 4 years. 

In December 1946, in its semiannual report to the Congress, the bank referred 
to the extent to which its funds had been commited to postwar reconstruction in 
Europe and China and observed that the International Bank had announced in 
June 1946 that it was open for business and ready to receive applications from is 
members for loans. The report continued: 

“Under these circumstances, the Export-Import Bank has decided that it must 
bring to an end its program of emergency reconstruction credits and that this 
decision should apply especially to countries which have access to the facilities 
of the International Bank. The bank continues to consider, however, in ac- 
cordance with its general powers and policies, credits to finance trade with 
countries undergoing reconstruction as well as with other countries. It is the 
policy of the bank that the credits which it authorizes shall be for specific purposes, 
shall contribute in the most direct manner to a balanced long-range expansion of 
foreign trade, and shall be on terms appropriate to the circumstances in each case. 
In this way the remaining lending authority of the bank will be used most ef- 
fectively in carrying out its statutory mandate of financing and facilitating the 
exchange of commodities between the United States and foreign countries.”’ 

In contrast to the emergency-type credits, several loans to countries in Europe 
were established during this period to finance materials and equipment for 
specific projects or industries. A credit of $25 million was established in July 
1946 to be used to finance, in participation with United States manufacturers or 
exporters, and upon terms to be arranged in each instance, capital goods for 
industrial development in Turkey. Additional reconstruction credits were 
extended to Finland early in 1947 in a total amount of $20 million on varying 
short terms for food, coal, and petroleum products and on medium terms for 
metals and machinery. 

In December of 1946 the Department of State brought to the attention of the 
directors of the bank the serious situation in Greece resulting from civil war 
between the Government and Greek Communists supported by communistic 
governments in neighboring countries and requested the bank to extend additional 
credits to Greece. Representatives of the Department of State and other depart- 
ments urged upon the bank the importance both politically and economically of 
providing assistance to avoid economic collapse and communistic control of 
Greece. After many discussions and much serious consideration, the Board of 
the bank advised that it could not, in good conscience, find that there then existed 
reasonable assurance of repayment as required by the act governing the bank and 
suggested that the situation could be met only through direct aid in the form of 
grants. At the same time the Government of Turkey was faced with the problem 
of maintaining its economy while assuming heavy expenditures for the military in 
order to preserve its security against the communistic countries. After receiving 
the reports of official missions sent to these countries, the President of the United 
States requested, carly in 1947, and the Congress approved, legislation to provide 
assistance to Greece and Turkey necessary, according to the preamble of the act, 
“for the maintenance of their national integrity and survival as friendly nations.” 

Early in 1947, at the request of the Italian Government, the bank agreed to 
consider the extension of credits aggregating $100 million, with maturities appro- 
riate to the circumstances in each case, for the purpose of helping specific Italian 
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industries to obtain equipment and raw materials from the United States. In 

May and June of 1947 representatives of the bank spent 4 weeks in Italy for 

exploratory discussions with industrialists, bankers, and fiscal operators and to 
survey industrial conditions. It was finally agreed that the credits would bx 
made available to the individual Italian companies through the facilities of 
Istituto Mobiliare Italiano, an official agency for the extension of medium- and 
long-term industrial credits. Applications of Italian companies were made in the 
first instance to the I. M. I. If acceptable to it, they were recommenced by the 
[. M. I. to the Export-Import Bank. The individual credits were established by 
the bank in favor of I. M. I. and against its obligations guaranteed by the Italian 
Government but in each instance the credit was for the ¢xclusive use of a particular 
firm and only for the acquisition of items set forth in the credit agreement. 
Credits were made only for companies in those sectors of Italian industry which 
directly or indirectly produced for export or otherwise would affect favorably 
Italy’s foreign-exchange position. Sixty-one such credits were established for 
individual firms and an additional credit permitted the I. M. I. to make loans in 
limited amounts to small firms upon its own determination. 

Credits were established for Austria in a similar manner. The Austrian credits 
which totaled $13,500,000 were made available to 10 Austrian companies or 
groups of companies through the facilities of 2 banks, the Laenderbank Wien 
A. G. and Creditanstalt-Bankverein. The obligations of the two banks were 
guaranteed by the Republic of Austria. 

Although its activities were centered largely in Europe during 1946 and 1947, 
the bank continued to extend some credits in the Western Hemisphere. At the 
beginning of 1946 there remained on the books of the bank undisbursed commit- 
ments in favor of Latin American countries aggregating some $339 million. In 
the next 2 years the bank authorized new credits to finance exports to countries 
of that area totaling approximately $108 million. Included was a line of credit of 
$50 million for Mexico to finance equipment and services for both governmental 
and private projects to be agreed upon. Credits subsequently established for the 
individual projects were guaranteed by Nacional Financiera, a financial agency of 
the Mexican Government. Credits to finance railway equipment were extended 
in Brazil, Colombia, and Chile, for highway construction in Ecuador and for 
harbor barges for a United States shipline in Brazil and the Argentine. 

An example of the ability of the bank to act promptly in an emergency situation 
involving our trade and economic relations was presented in November 1947 when 
a medium-term credit of $300 million was established in favor of the Government of 
Canada to enable it to continue imports from the United States during a period of 
temporary shortage of dollarexchange. The particular time being unfavorable to 
a loan in the private market, Canada would have been forced, except for the credit 
from the bank, to institute severe restrictions against United States goods in order 
to conserve dollar exchange. Canada would have been required also to cancel 
credits which it had extended to European countries to assist in the reconstruction. 
Within 8 months the Canadian Government obtained a loan from insurance com- 
panies in the United States and repaid the amount of $140 million that had been 
advanced against the credit by the bank. The Canadian exchange position 
having eased, the balance of the credit was canceled. 

On June 9, 1947, the Export-Import Bank Act of 1945 was amended (61 Stat. 
130) to reincorporate the bank under Federal charter in substitution for the charte1 
which it had acquired under the laws of the District of Columbia in 1934. The 
bank’s exercise of its lending authority was limited to June 30, 1953. This re- 
incorporation was required by the terms of the Government Corporation Control 
Act (59 Stat. 597). That act provided that any wholly owned Government 
corporation created under the laws of any State, Territory, or the District of 
Columbia would cease to exist on June 30, 1948, unless, prior to that date, it was 
“reincorporated by act of Congress for such purposes and term of existence and 
with such powers, privileges, and duties as authorized by such act, including the 
power to take over the assets and assume the liabilities of its respective predecessor 
corporation.” 

ECONOMIC RECOVERY AND DEVELOPMENT, 1948-53 


By the spring of 1947 the immensity of the problem of achieving economic 
reconstruction and at the same time defending friendly governments against 
Communist pressures was receiving recognition throughout the world. hese 
communistic groups were making every effort, and with some success, to exploit 
the hardships of slow economic recovery. In Czechoslovakia and Hungary 
Communist minorities in control of 1 or 2 Cabinet posts suddenly seized control 
of the entire Government and secured their positions through force and violence. 
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lo avoid a like fate, the majority in France reformed the Government to exclude 
the Communists from all Cabinet positions. In Italy also the Cabinet resigned 
in May in order to form a new government without allotting any Cabinet posts 
to Communists. Almost a month later Italy was still without a new Government. 

It was in this situation that the Secretary of State delivered at Harvard Uni- 
versity in June 1947 the address in which he proposed a plan of economic coopera- 
tion and assistance that was to become known as the Marshall plan. In July 
the Foreign Ministers of the United Kingdom, France, and the Soviet Union met 
in Paris to discuss a plan to effect economic cooperation in Europe as a basis for 
assistance from the United States. Russia refused to participate and prevailed 
upon its satellites to do likewise even though several of them had already an- 
nounced in favor of the plan. Representatives of the United States then met with 
representatives of Western Europe to prepare a joint program for economic 
cooperation and recovery in Europe. 

In the fall of 1947 the bank was requested to extend additional credits to France 
in anticipation of the authorization of Marshall plan aid and in order to tide the 
French over the period before such aid could be made available. As in the case 
of Greece the year before, the directors concluded that the situation then existing 
did not justify an additional loan under the Export-Import Bank Act. Congress 
was requested to enact legislation to provide interim aid pending consideration of 
the overall recovery program. Such legislation, known as the Foreign Aid Act of 
1947, was passed December 17, 1947. 

The Foreign Assistance Act of 1948 (62 Stat. 137) which created the Economic 
Cooperation Administration to administer the European recovery program was 
approved on April 3, 1948. It provided that when the Administrator determined 
that assistance should be extended to a participating country on credit terms, 
funds for that purpose would be transferred by the Administrator to the Export- 
Import Bank and the bank would make and administer the credit on terms 
specified by the Administrator in consultation with the National Advisory 
Council. This provision of the act had been proposed to the Congress and 
supported on the grounds that the ECA was a temporary agency and that it was 
preferable that foreign loans by the Government be administered by a single 
agency. In appropriating funds for the first year of operations under the act, 
the Congress provided that $1 billion of such funds should be available only for 
the extension of assistance on credit terms. Between June 1948 and July 1, 1953, 
the Export-Import Bank extended and is now administering more than $1'% 
billion of loans as agent for the Administrator of the Economic Cooperation 
Administration and his successors, the Director for Mutual Security and the 
Administrator of the Foreign Operations Administration. 

Also, in June of 1948 the Chairman of the bank and the Administrator of the 
Economic Cooperation Administration signed an agreement providing that the 
bank would execute and administer as agent for and upon terms specified by the 
Administrator the contracts of guaranty authorized by the Foreign Assistance 
Act. By these contracts, United States nationals who are prepared to make new 
investments in productive enterprises in countries participating in the recovery 
program, are insured against loss resulting either from inability to convert profits 
into dollars or from expropriation. As of June 30, 1953, there were outstanding 
approximately $35 million of such guaranties. 

In its semiannual report of June 1948 the bank noted a decline in the total of 
credits authorized during the period. This fact, according to the report, re- 
flected in part the inception of the European recovery program and the belief of 
the directors of the bank that in view of activities under the Economic Coopera- 
tion Act, Export-Import Bank credits to the participating European countries 
would not be authorized save in exceptional circumstances. 

Activities of the bank during 1948 were principally in South America. The 
Republic of Colombia received a loan of $10 million for the purchase of equip- 
ment, materials, and services required for reconstruction of extensive damage 
suffered during civil disturbances in that country in April. A credit of $8,330,000 
was authorized for the purpose of participating with United States manufacturers 
of locomotives proposing to submit bids in response to invitations from the 
Departamento Nacional de Estradas de Ferro do Brasil. A credit of $500,000 
was extended to a group of United States construction companies that was under- 
taking the building of a breakwater in the harbor of La Guaira, Venezuela. 

Upon application of the Department of the Army, acting on behalf of the 
Supreme Commander of Allied Powers in Japan, the bank, in June of 1948, 
agreed to participate to the extent of $29 million with commercial banks in the 








110 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


establishment of a line of credit of $60 million in favor of the Occupied Japan 
export-import revolving fund to finance the purchase of cotton in the United 
States. The credit was secured by gold and other Japanese assets under contro! 
of the Occupied Japan export-import revolving fund. 

Following the meeting of the Ministers of Foreign Affairs of the American 
Republics in Bogota, Colombia, in April 1948, the President of the United States 

requested the Congress to increase the lending authority of the Export-Import 
Bank by $500 million primarily to place the bank in a position to assist in meeting 
essential requirements for the financing of economic development in Latin 
America. The bill providing for the increase was passed by the Senate but no 
action was taken on the bill by the Banking and Currency Committee of the 
House of Representatives before the Congress adjourned. 

Several loans of importance were extended during 1948 to private United States 
interests operating abroad. A group of Brazilian subsidiaries of American « 
Foreign Power Co. received a credit of $8,300,000 to purchase United States 
equipment for the expansion of their facilities. A substantial investment of 
private funds by these Brazilian companies was required in addition to the loans 
from the bank. 

A credit of $14 million was extended by the bank to a steel mill in Mexico 
owned by United States interests for the purchase of additional equipment from 
the United States. Also, the bank participated with United States manufacturers 
in financing the sale of generating equipment to a privately owned power com- 
pany in Venezuela. Other credits provided participation with United States 
exporters in the sale in South America of textile and papermaking machinery and 
of buses for the rapidly growing industrial center of Sao Paulo, Brazil. 

A credit of $5 million was established in favor of the Steep Rock iron mines of 
Ontario, Canada. The development of these high-grade iron-ore mines was 
started during the war with financial assistance from the Reconstruction Finance 
Corporation. The credit from the bank was conditioned upon the furnishing of 
additional equity capital by private interests. The development of the deposits 
will enable the company to export upwards of 3 million tons of ore annually to the 
United States. 

In the spring of 1948 recognition was accorded to the newly established State of 
Israel. The Israeli Government immediately applied to the Export-Import 
Bank for substantial credits for the purchase in the United States of materials 
and equipment to carry out a program of economic development designed to 
create a self-sustaining economy in the new state. After a detailed analysis of 
the program and estimates, the bank, in January 1949, earmarked $100 million for 
the establishment of credits in Israel. The first credit approved was for $35 
million for United States machinery and materials for irrigation works, the re- 
habilitation of farms and citrus groves and the establishment of new diversified 
farms. Other credits subsequently established have financed purchases in the 
United States for motor-transportation facilities, construction material for 
housing development, telecommunications, port development, and industrial 
development by private companies. An additional credit of $35 million to con- 
tinue irrigation works and agricultural development was authorized in 1950. 

Mr. Martin resigned as Chairman of the Board of Directors and President of 
the bank in February 1949 when he became an Assistant Secretary of the Treasury. 
The President of the United States designated Mr. Herbert E. Gaston as Chairman 
of the Board and he was elected by the directors to the office of president of the 
bank. Mr. Hawthorne Arey, who since 1938 had served consecutively as secre- 
tary, general counsel, and a vice president of the bank, was named to fill the 
vacancy on the Board of Directors. 

The President of the United States, in his inaugural address on January 20, 
1949, stated that assistance in the economic development of the underdeveloped 
areas of the world had become one of the major elements of United States foreign 
»olicy. He advocated an expanded program of technical assistance that became 

nown as the point 4 program. On June 24, 1949, he addressed a message to the 
Congress outlining specific measures whereby the United States proposed to assist 
in this economic development. The measures proposed included the following: 

1. An expanded program of technical assistance to be conducted under the 
direction of the President by the State Department and other existing agencies 
of the United States Government in cooperation with intergovernmental and 
private organizations. 

2. An experimental program by the Export-Import Bank to encourage the in- 
vestment of private capital abroad by guaranteeing such investments against 
certain risks peculiar to foreign investment. 
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3. An accelerated effort to negotiate treaties with foreign countries which would 
improve and stabilize the climate of foreign investment. 

4. Loans by the Export-Import Bank for the economic development of under- 
developed areas. ‘ 

The President recommended the enactment of legislation which would authorize 
the technical assistance and guaranty programs. No new legislation was re- 
quested with respect to the other two activities since the Secretary of State was 
already authorized to negotiate treaties in behalf of the United States and the 
Export-Import Bank, under its existing powers, was authorized to make loans 
and had for some years been engaged in making loans for economic development. 

A bill was introduced in the Congress to authorize the Export-Import Bank to 
guarantee, for an appropriate premium, United States private capital invested in 
productive enterprises in underdeveloped areas against certain risks peculiar to 
foreign investments. As reported favorably by the Banking and Currency Com- 
mittees of the Senate and the House, the bill would have permitted the bank to 
guarantee that the investor would, if he earned profits, be able to convert those 
profits into dollars and would, if his investment were expropriated, receive fair 
payment in dollars. Although similar authority to guarantee private investments 
in western Europe had been given to the Economic Cooperation Administration 
in 1948 and has since been extended, there was opposition by important business 
groups to the proposal to amend the Export-Import Bank Act for this purpose. 
It was contended that such guarantees to new investors only would place existing 
investment at a disadvantage and that the existence of such guarantees might 
encourage abroad the very acts insured against. Other groups argued for guaran- 
tees to cover a greater number of risks. The bill was enacted by the Senate as 
yroposed. However, as amended on the floor and finally passed by the House of 
Royeesentatives, it included so many conditions precedent to the exercise of the 
authority that reconciliation with the original proposal as contained in the Senate 
bill was not attempted and no further action was taken on the legislation. 

After the organization of the International Bank for Reconstruction and De- 
velopment, it was the policy of the United States that governments which were 
members of that bank should look to it as the principal source of financing of long- 
term development programs. Accordingly, the Export-Import Bank extended 
development-type loans to governments which were members of the International 
Bank only for the purpose of completing projects previously financed in part by 
the Export-Import Bank or in cases in which it was determined by the National 
Advisory Council to be in the best interests of the United States that the par- 
ticular loan be made by an instrumentality of the United States. Since the Inter- 
national Bank was restricted to the making of loans to or upon the guarantee of 
member governments the Export-Import Bank continued to make loans to pri- 
vate entities in cases in which guarantees were not involved. Furthermore, the 
bank continued to participate with United States exporters to assist them to 
obtain important foreign contracts. Credits were extended also to governments 
which were not mémbers of the International Bank. 

In accordance with its long-established policy, proposals for development loans 
were approved by the Export-Import Bank only in those cases in which it was 
determined that the development to be financed would strengthen the economy 
of the other country and improve conditions of trade between that country and 
the United States. Loans were available generally only to finance expenditures 
in the United States. Exceptions were limited to situations to which the ex- 
penditure locally or in a third country of a relatively small portion of the credit 
would best serve the purpose for which the credit was authorized. 

Between 1949 and the end of 1952 the bank authorized credits to complete high- 
way construction started during the war in Bolivia and Ecuador and a flood- 
control and irrigation program undertaken in Colombia. Additional credits were 
extended to expand the productive capacity of the steel mills at Volta Redonda, 
Brazil, and Huachipato, Chile. 

Credits to finance United States materials and engineering services for the 
construction of large dams and irrigation systems were authorized for Afghanistan 
in 1950 and Haitiin 1951. A loan for highway construction and public works was 
made to Liberia. The Philippines received a credit to finance the purchase of 
United States equipment for a hydroelectric installation. 

Following a devastating earthquake in Ecuador in August of 1949, the bank 
established a line of credit of $7 million to assist the purchase in the United States 
of equipment, materials, and services for reconstruction in the damaged area. 
Specific allocations of $1.5 million for equipment to repair highways and $1.5 
million for railway equipment were approved immediately. Subsequent alloca- 
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tions under the line of credit were to finance material and equipment for rehabilita- 
tion of water supply and sewer systems and for housing. 

In September 1949 the Yugoslav Government, after having terminated trade 
arrangements with the countries of Eastern Europe, requested assistance from 
the Export-Import Bank to finance the purchase in the United States of equipment 
and materials essential to maintain general production in Yugoslavia and to 
expand production of minerals and other products for which there was active 
demand in the United States and in Western Europe. A line of credit of $20 
million was established in favor of the National Bank of Yugoslavia. Additional 
credits totaling $35 million were established during 1950 for the same purpose. 
Subsequently, when Yugoslavia was faced with a food shortage resulting from a 
severe drought, the bank agreed to a request to permit use of a part of the credit 
for the immediate purchase and transportation of United States wheat and other 
agricultural products. The bank authorized the use of $7.5 million of the credit 
for this purpose. 

A $25 million credit to Chile was designed to meet the situation which arose in 
the middle of 1949 when Chile’s dollar receipts declined suddenly as a result of 
the sharp drop in the price of copper and the accompanying cutback in production. 
The credit was used to finance payment for equipment and materials on order in 
the United States and required for the maintenance of Chilean production and 
development. 

In February 1950 the bank authorized the establishment of credits of up to 
$100 million for the Republic of the United States of Indonesia. Against that 
credit, specific allocations have been made from time to time to assist in the 
reconstruction and development of facilities required to restore the valuable 
prewar production and international trade of Indonesia. 

Also in 1950 the Mexican Government requested the bank to extend credits to 
finance a series of projects of importance to the further economic development of 
that country. Although Mexico was a member of the International Bank, it was 
determined by the National Advisory Council to be in the interest of the United 
States that a loan be made by the Export-Import Bank. Following the pattern 
successfully established with a similar $50 million commitment made to Mexico 
in April 1947 the bank, in August 1950, committed $150 million for further loans 
to be established from time to time as detailed plans were completed and reviewed 
to finance specific projects in the fields of rail and highway transportation, agri- 
culture and irrigation and electric power generation and transmission. The first 
of the allocations under this commitment was for the purpose of financing part 
of the cost of construction of the Falcon Dam on the Rio Grande. That dam was 
to be constructed jointly by the United States and Mexico under the terms of the 
Water Treaty of February 3, 1944. The completion of this international dam was 
officially observed by a celebration on October 19, 1953, attended by the President 
of the United States and the President of Mexico. It is a multipurpose dam to 
be used for storage of water for irrigation, flood control and power generation. 
Mexico’s share of the water to be stored behind the Faleon Dam will be used to 
irrigate more than 400,000 acres in the general vicinity of Matamoros. Another 
allocation under the credit assisted in financing construction of a new main canal 
and an associated transportation system in the State of Sonora to make possible 
the irrigation of an additional 250,000 acres. An allocation of $51 million was 
approved to finance materials and rolling stock for rehabilitation of the Mexican 
National Railways and the improvement of service on this important railway line 
connecting the two countries. After Mexico received a credit of $29.7 million 
from the International Bank for the purchase of electrical power equipment in 
Europe, it requested the Export-Import Bank to reduce its overall commitment 
by a like amount. 

After representatives of the bank visited Iran and examined certain projects 
suggested by the Iranian Government, a credit of $25 million was authorized in 
October 1950 for use in financing the purchase of United States equipment, 
materials, and technical services chiefly for agricultural development and highway 
construction. Formal action to approve the loan was delayed by the Iranian 
Government. In the meantime the changing fiscal situation in Iran forestalled 
further action on the credit by either party and the authorization was allowed 
to expire. 

The bank extended important credits to private interests during this period. 
Such loans were generally conditional upon the simultaneous investment of 
private funds in an equal or larger amount. Thus, the bank further encouraged 
and facilitated the flow of private capital abroad. Among the larger of this type 
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were credits to develop iron ore deposits in Liberia, to build a zine concentrate 
plant in Peru and to expand electric power facilities in Brazil. 

A loan of $4 million was made to the Liberia Mining Co. to develop the rich 
iron ore deposits known as Bomi Hills not far from the port of Monrovia. A 
steel company in the United States was among the stockholders who invested 
an additional $4 million at the time of the bank loan. The proceeds to accrue 
from contracts for the purchase of the ore secvred repayment of the credit. Sales 
of this ore in the United States are providing additional dollars for Liberia and 
thus assisting in that country’s economic development as well as making it a 
better market for exports from the United States. The loan to the Liberia 
Mining Co. was repaid ahead of schedule. 

Another United States company to receive assistance from the bank was the 
Cerro de Pasco Copper Corp. in Peru. Credits totaling $20.8 million are being 
used to assist in financing the construction near La Oroya, Peru, of a zine refinery 
and related facilities with a daily capacity of 200 tons of refined zinc. The loan 
from the bank which will be used to purchase equipment and materials in the 
United States is small in comparison with the total of private funds invested in 
these properties. Annual earnings of this company will augment the supply of 
exchange available for purchases abroad. 

In 1952 the American & Foreign Power Co. obtained additional credits of $41 
million for 7 of its subsidiaries in Brazil. These credits were to finance the 
purchase of equipment in the United States for an electric power expansion pro- 
gram, the cost of which would total the equivalent of more than $98 million. The 
Brazilian operating companies, together with affiliated companies, are the second 
most important group of electric utility companies in Brazil and form the largest 
United States investment in that country. The companies have been financially 
successful but have been unable to obtain private financing either in Brazil or 
the United States sufficient to meet the total cost of the construction program. 
Funds for the program not furnished by the bank are being obtained from plowed- 
back earnings and in part from the sale of equity securities in Brazil. 

On 2 occasions within the last 3 years the bank has again extended credits 
similar to those extended during the late 1930’s, to liquidate past-due obligations 
owing to United States exporters. In 1950 such a credit was established in favor 
of a consortium of commercial banks in the Argentine. Repayment of the credit 
is guaranteed by the Central Bank of Argentina. Representatives of the Central 
Bank first approached the Export-Import Bank regarding a funding arrangement 
late in 1948. At that time Argentine gold and exchange reserves were continuing 
to be depleted and the arrearages were continuing to increase each month. The 
Export-Import Bank took the position that a funding operation could accom- 
plish little under such circumstances. Early in 1949 measures were adopted in 
Argentina to improve the situation and by 1950 some improvement had been 
achieved. This large backlog of past-due accounts, however, continued to be a 
barrier to trade with a country that had always been a valuable market for United 
States goods despite the fact that exports of Argentina are principally agricultural 
and are competitive with those of the United States. In June 1950 the Export- 
Import Bank established a line of credit of $125 million to liquidate commercial 
accounts owing to exporters in the United States for products sold to private 
importers in the Argentine. It was agreed that Argentina should make additional 
funds available to pay accounts resulting from purchases by the Argentine 
Government. Approximately $97 million of the line of credit was utilized. Im- 
mediately upon conclusion of the refunding agreement, trade resumed with usual 
credit terms again being extended through normal trade channels. 

Brazil also was advised in 1949 of the willingness of the bank to consider re- 
funding arrangements provided an adverse trend could be brought under control. 
This Brazil accomplished and by the fall of 1949 was able to liquidate its blocked 
balances as a result of a favorable world market for coffee. 

On May 24, 1951 the President of the United States requested the Congress to 
increase the lending authority of the bank by $1 billion and to extend the period 
within which it may authorize credits from June 1953 to June 1958. The re- 
quest was included in the message setting forth recommendations for the mutual- 
security program. The message contained the following: 

“The economic, as well as the military aid recommended is grant assistance to 
be provided through appropriated funds. Loans by the Export-Import Bank 
will also continue to play an important role in our efforts to assist the economic 
progress of friendly countries. In order that full use may be made of the oppor- 
tunities for loans, especially to develop strategic materials, I recommend that the 
lending authority of the Export-Import Bank be increased by $1 billion. Not 
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all of the increased lending authority, of course, will be used in the coming year.” 

In a statement before the Banking and Currency Committee of the House of 
Representatives in support of the bill to increase the lending authority, the 
Chairman of the bank, Mr. Gaston, said: 

“The $1 billion of borrowing and lending authority embraced in this bill does 
not consititute a budget for lending within the current year or any time that can 
now be stated. 

“Its purpose is to equip the United States and particularly the Export-Import 
Bank of Washington as an agency of the United States to meet the exigencies 
and emergencies of a disturbed world and further to carry out the original purpose 
for which the Export-Import Bank was established, which is generally to promote 
the trade of the United States with friendly nations and through that trade to 
improve our foreign relations. 

“Tt may be recalled by members of this committee that, when representatives 
of Government agencies then constituting the trusteeship of the Export-Import 
Bank appeared before this committee in 1945 to ask an increase in the bank’s 
lending authority to $3.5 billion, it was stated that the increase then proposed, 
and subsequently provided by Congress, would equip the Export-Import Bank 
to carry on its functions for another vear. 

“More than 6 years have, in fact, passed since that increase was granted. 
During all that time the Export-Import Bank has been carrying out the mission 
established for it by the Congress, for the greater part of the time under the 
administration of a bipartisan Board of Directors created by the Congress under 
the Export-Import Bank Act of 1945. 

“A detailed report on how the bank has employed the funds heretofore granted 
to it is contained in the documents which we are submitting to you. 

‘We have been asked why it is necessary at this time for the Export-Import 
Bank to have increased lending authority in view of the fact that more than 
$500 million of the bank’s funds remain uncommitted at this moment and its 
collections continue to come in with the greatest regularity and virtually without. 
delinquencies or defaults. 

“The reason is simply our belief and the belief of the advisers of the President 
on international financial and monetary matters that the Export-Import Bank 
ought at all times to be provided with a substantial reserve fund so as to meet 
emergencies. 

“We can foresee a continuation of what we would designate as our normal 
lending activities over the next several years. Included in those activities will be 
loans to the Philippines and quite possibly to other countries in the Far East as 
well as loans in many other parts of the world. It is worth the committee’s notice, 
I think, that the bank has loans outstanding in more than 40 countries of the 
world; and it seems quite likely, in many cases, followup loans and related loans 
to assist the same economies and the same peoples may be found to be desirable. 

‘There is another class of loans to which the bank attaches growing importance. 
These are loans to business entities in foreign lands which are not agencies of a 
foreign government and loans which are not to be guaranteed by any foreign 
government or any agency thereof. We have been making an increasing number 
of these loans. They approach more closely to the standards of private inter- 
national banking than any other kind of financing done by the Export-Import 
Bank. We think them all the more desirable for that reason, because it is our 
belief that they may well act as pilot loans toward the resumption of more normal 
financial relations as between the United States and other nations as rapidly 
as the time becomes ripe for them and may also advance that time. 

“But we are making still another class of loans which are of supreme importance 
at this particular time. These are loans for the production of strategic metals 
and other strategic and scarce msterials which are generally made in pursuance 
of and are accompanied by contracts to provide scarce materials for the United 
States market or the United States stockpile. In some cases, however, notably 
that of sulfur, we have made one loan and shall probably make others which have 
as their purpose merely increasing the world supply of this material which is 
indispensable to industrial production throughout the world and which is especially 
urgent and valuable in the countries which have joined in a common defense effort 
with the United States. 

“The Export-Import Bank does not make grants or gifts. It has never had 
authority to do that in its entire history of more than 17 years; it has not done so, 
and it does not seek that authority. On the contrary, it makes loans which, in 
the opinion of the trustees who guided its affairs to the middle of the year 1945 
and of the bipartisan Board of Directors which has guided its affairs since late in 
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1945, will genuinely forward the economic interests of the United States. The 
loans made by the bank have been as a whole good loans. That can be adjudged 
by the fact that of total commitments since the bank was created exceeding $5 
billion and total commitments now on our books exceeding $3 billion, there never 
have been any substantial losses. The ratio of recorded losses to funds actually 
put out by the bank is at the present time less than one one-hundredth of 1 percent. 

“The loans of the Export-Import Bank have been useful loans. They have 
promoted both the political and economic interests of the United States through 
several methods. Among the first of these was by assisting in the financing of 
the sales of American merchandise, not only manufactured merchandise embody- 
ing the skilled labor of many American engineers, designers, and mechanics, but 
also agricultural commodities, such as cotton and wheat. 

“T think it safe to say that no loan has ever been made by the Export-Import 
Bank in which the economic interest of a foreign country was not equally con- 
sidered along with that of the United States. The trade which the bank has 
sought to promote and which it is enjoined by law to create is a mutually profitable 
trade. This means that loans have been made to forward the economic growth 
and development of the foreign countries which have been recipients of loans. 
Not only has this factor been taken into careful consideration but loans have not 
been made without a real evaluation of the ability of the foreign country, the 
foreign economy, and the particular foreign industry concerned to repay them. 

‘‘When we consider an application for a loan, we ask ourselves what it will do 
for the balanced growth of the country in which the loan is to be made. We also 
continuously ask ourselves and continue to get the best information we can find 
available as to whether the effect of the loan will be to increase or diminish the 
ability of the recipient country to pay it off in dollars. We do not make loans to 
dollar-short countries unless they promise to increase dollar-repayment capacity 
through fairly direct processes.” 

The legislation was passed and approved on October 3, 1951. It increased from 
$3.5 billion to $4.5 billion the total of loans and guaranties which the bank may 
have outstanding at any onetime. It extended to June 30, 1958, the date to which 
the bank may continue to exercise its authority to approve loans and guaranties. 
Although the need to expand the production abroad of strategic and essential 
materials was one of the reasons for the increase of the lending authority of the 
bank in 1951, loans for that purpose did not present a new activity for the bank. 
As heretofore shown, the development of new sources of minerals and raw ma- 
terials required by United States industry became increasingly important during 
the Second World War when former sources of supply were disrupted. At the 
same time that demand increased as industrial capacity expanded. 

The outbreak of hostilities in Korea in June of 1950 and the inauguration of 
the defense program of the countries of the Atlantic Pact gave new impetus to 
this type of investment. In the 3-year period from July 1, 1950, to June 30, 1953, 
the Export-Import Bank authorized credits of approximately $215 million to 
finance the purchase of United States equipment and materials and to increase 
the production of cobalt and high grade iron ore, manganese, nickel, tungsten, 
uranium, and zinc. Many of the loans were made after recommendation by 
interested agencies of the Government such as the Bureau of Mines and the 
procurement agencies. In a majority of the cases contracts were entered into 
for the purchase of at least a portion of the products for national stockpiles. 
The loans for the production of uranium were in each instance made at the 
request of the Atomic Energy Commission. 

In establishing the credits the bank determined that the funds were required 
for purchases in the United States, that the existence of the ore reserves had been 
adequately established, that proven and economic methods would be employed 
by experienced management, that sufficient working capital was available in 
the form of equity investment and that the development would improve the 
exchange position of the other country involved. These loans not only met 
emergency needs and resulted in the immediate export of United States machinery 
and services but have also added to the future supply of dollar exchange available 
abroad for trade with the United States. Six of the loans within the Western 
Hemisphere that total about $98 million were for developments which offer the 
possibility of earning as much as $50 million of dollar exchange annually after 
repayment of the loans. This can mean up to $50 million of additional United 
States exports each year. 

In addition to the strategic-materials loans made with its own funds, the bank 
acted for other agencies of the Government in this general field. Provision had 
been made in the Defense Production Act of August 8, 1950, as follows: 
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“Src. 302. To expedite production and deliveries or services to aid in carrying 
out Government contracts for the procurement of materials or the performance of 
services for the national defense, the President may make provision for loans 
(including participations in, or guarantees of, loans) to private business enter- 
prises (including research corporations not organized for profit) for the expansion 
of capacity, the development of technological processes, or the production of 
essential materials, including the exploration, development, and mining of strategic 
and critical metals and minerals, and manufacture of newsprint. Such loans may 
be made without regard to the limitations of existing law and on such terms and 
conditions as the President deems necessary, except that financial assistance may 
be extended only to the extent that it is not otherwise available on reasonable 
terms.” 

This authority was considered necessary to permit the Defense Production 
Administration to make funds available in urgent cases to carry out preliminary 
explorations or assist in developing property in situations which, because of lack 
of equity financing or other reasons, were determined to be ineligible for loans 
under the Export-Import Bank Act. By Executive Order No. 10161 of September 
9, 1950, the Reconstruction Finance Corporation was directed to make loans in the 
United States under section 302 of the Defense Production Act upon receipt of a 
certificate of necessity from one of the agencies designated in the order. Executive 
Order No. 10161 was amended by Executive Order No. 10281 of August 28, 1951, 
to authorize the Export-Import Bank to handle such loans made in foreign coun- 
tries. The order provided: 

“Sec. 311. (a) The Export-Import Bank of Washington is hereby authorized 
and directed to make loans (including participations in loans) to private business 
enterprises, for the expansion of capacity, the development of technological 
processes, and the production of essential materials, including the exploration, 
development, and mining of strategic and critical metals and minerals, in those 
cases where such expansion, development, or production is carried on in foreign 
countries, as authorized by and subject to section 302 of the Defense Production 
Act of 1950, as amended, and within such amounts of funds as may be made avail- 
able pursuant to the Defense Production Act of 1950, as amended. 

“(b) Loans under section 311 (a) hereof (1) shall be made upon such terms and 
conditions as the said bank shall determine, (2) shall be made only after the bank 
has determined in each instance that financial assistance is not available on reason- 
able terms from private sources and that the loan involved cannot be made under 
the provisions of and from funds available to the bank under the Export-Import 
Bank Act of 1945, as amended, and (3) shall be made only upon certificate of 
essentiality of the loan, which certificate shall be made by the Secretary of Agri- 
culture in respect. of food and food facilities and by the Defense Production Ad- 
ministrator in respect of all other materials and facilities. 

‘‘(e) Applications for loans under section 311 (a) hereof shall be received from 
applicants by the said bank or by such agencies of the Government as the bank 
shall designate for this purpose.” 

Loan authorizations by the bank under certificates of essentiality issued by the 
Defense Materials Procurement Agency with respect to minerals and by the 
Defense Production Administration for fibers totaled more than $72 million. They 
included eredits to produce copper, molybdenite, and bismuth in Canada, zinc in 
Mexico, copper and cobalt in Northern Rhodesia and Uganda, and sisal in Haiti. 

In 1951 the bank acted for the Economic Cooperation Administration in ex- 
tending special credits to India and Spain. In June of that year the Congress, 
by Public Law 48, chapter 138, authorized and directed the Administrator of the 
Economic Cooperation Administration to provide emergency relief assistance to 
India on credit terms in accordance with the provisions of the Foreign Assistance 
Act of 1948, as amended. Accordingly, the bank, on direction of the Adminis- 
trator, signed an agreement with India on June 15, 1951, establishing a credit of 
$190 million. The first shipment of grain thus financed was sent to India a few 
days later. 

In the General Appropriation Act of 1951 the Congress provided for assistance 
to Spain to the extent of $62.5 million on eredit terms as provided by the Foreign 
Assistance Act. Since the Economie Cooperation Administration was not carry- 
ing out a general program in Spain, it requested the bank to act for it in consider- 
ing applications and making credits for individual projects. The credits were 
established in each instance with the approval and upon the direction of the 
Administrator. 

A large United States cotton crop in 1951 resulted in requests from cotton 
shippers supported by the Department of Agriculture that the bank consider the 
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establishment of short-term credits to make possible the sale of cotton in Western 
Europe in excess of that being financed by the Economie Cooperation Adminis- 
tration. Between October 1951 and early 1952 credits were established with banks 
in Germany to the extent of $50 million, in Spain for $12 million, in France for 
$45 million, and in Austria in the amount of $6 million. A cotton credit was 
established also in favor of the Bank of Japan in the amount of $40 million. Since 
1951 additional cotton credits have been authorized for Spain and Japan. 

In 1952 the bank authorized a 5-year credit of $50 million to the Kingdom of 
Belgium on condition that participation by United States commercial banks be 
permitted ; 32 commercial banks purchased for their own account and risk notes of 
Belgium endorsed by the Bank of Belgium. The remaining $5 million of notes 
were taken by the Export-Import Bank in compliance with its agreement with the 
commercial banks to participate to the extent of at least 10 percent of the loan. 

Another important operation in Western Europe was the advance to France of 
$154 million against orders for military supplies and equipment placed in France 
by the United States Department of Defense as part of the Mutual Security 
program. Payments due under those contracts are made directly to the bank 
in liquidation of the credit. Again in 1953, upon recommendation of the De- 
partments of State, Treasury, and Defense, the bank approved a similar credit 
to France in the amount of $100 million. 

In June of 1952 Mr. Clarence FE. Gauss retired as a member of the board of 
directors of the bank. Mr. Wilson L. Townsend, general counsel of the bank, 
was designated by an interim appointment to serve in place of Mr. Gauss. In 
January 1953, Mr. Herbert E. Gaston retired as chairman of the board of 
directors and president of the bank. 

By 1952 Brazil was in serious exchange difficulties and by the end of that 
year further trade between Brazil and the United States was severely threatened. 
Brazil, like most countries, had engaged in large-scale buying immediately after 
the start of hostilities in Korea. Orders for several times normal imports were 
placed in many instances in the belief that defense measures in the United 
States would limit deliveries. On top of this, Brazil was forced to spend dollars 
to buy large quantities of wheat in the United States when drought in Argentina 
made customary nondollar purchases impossible. In these circumstances the 
Brazilian Government, early in 1953, requested a credit of $300 million to be 
repaid over a 3-year period from September 1953. The credit was established 
in April in favor of the Bank of Brazil but it did not get into effective operation 
until July. Since the actual arrears totaled about $450 million, it has been 
necessary for Brazil to obtain additional credits from commercial banks and to 
effect substantial exchange savings to liquidate the difference. This is expected 
to be accomplished by the end of 1953. Although the immediate result of such 
a credit is the receipt ot payment by the American exporters, the real benefit to 
the United States results from the removal of a serious impediment to trade in 
one of our largest foreign markets. 

In March 1953, the President of the United States nominated Glen E. Edgerton, 
major general, United States Army, retired, to be a member of the board of 
directors of the bank. In addition to a distinguished career in the Corps of 
Fngineers, Genera) Edgerton had served as Governor of the Panama Canal, as 
Director of the International Division of the Army Service Forces handling mili- 
tary lend-lease and civilian supplies for occupied territories, and as Director of 
United Nations Relief and Rehabilitation in China. Upon confirmation of his 
appointment by the Senate on April 2, 1953, General Edgerton was designated 
by the President of the United States as Chairman of the Board of the bank. He 
was elected President of the bank by the board of directors. 

In May of 1953, the Congress amended the Export-Import Bank Act to provide 
for the issuance by the bank of insurance against the risk of loss resulting from war 
or expropriation to property of United States origin exported in commercial inter- 
course and located in any friendly country. The coverage ceases to attach if the 
property has been transferred to a foreign purchaser. Proponents of the legislation 
contended that the insurance, which is not available through private sources, was 
needed to permit United States exporters of certain commodities and products 
to maintain stocks abroad. It was said that it would prove of special importance 
in moving large cotton stocks. 

The bank has arranged for the issuance of the insurance through private insur- 
ance companies acting as agent for the bank. The program has been initiated by 
the allocation of $50 million for the insurance of cotton. It was announced that 
extension of insurance to other types of exports would be made upon determination 
of a need for such coverage. 
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On April 30, 1953, the President of the United States sent to Congress a plan for 
reorganizing the Export-Import Bank of Washington. The purpose of the re. 
organization plan was stated in the President’s message as being to simplify the 
organization of the Bank by providing for a single Administrator in place of the 
Board of Directors. The plan provided for a Managing Director and a Deputy 
Director to be appointed by the President of the United States by and with the 
advice and consent of the Senate. The Managing Director was authorized to 
designate an Assistant Director. The plan abolished the Advisory Board of the 
bank created by the Export-Import Bank Act of 1945. The Export-Import 
Bank ceased to be represented on the National Advisory Council on Internationa] 
Monetary and Financial Problems. The plan provided further that the ‘Na- 
tional Advisory Council on International Monetary and Financial Problems shal] 
from time to time establish general lending and other financial policies which shall 
govern the Managing Director in the conduct of the lending and other financial 
operations of the bank.”’ 

On August 5, 1953, General Edgerton became Managing Director of the bank 
and Mr. Lynn U. Stambaugh became Deputy Director. The Managing Director 
designated Mr. Hawthorne Arey to be Assistant Director. 

With the rebuilding of the economies and industrial capacity of the countries 
of western Europe and Japan, United States exporters were faced with competition 
in foreign markets. Since 1945 the expanded capacity of United States industry 
had been fully utilized in supplying equipment and materials required abroad for 
war reconstruction and at home to supply demands accumulated during the war. 
Beginning late in 1952, however, the situation began to change from that of a seller’s 
to a buyer’s market. The Export-Import Bank is again, and for the first time 
since 1939, receiving numberous requests from United States exporters who are 
finding it increasingly necessary to meet credit terms of competitors in order to 
obtain contracts abroad. All indications are that the volume of such inquiries 
will increase over the next few years. As in the past, the Export-Import Bank is 
examining each request with a view to selecting for assistance those which will 
result in the export of products that will improve the economy of the importing 
country and its position as a future market for United States goods. 


POLICIES AND PROCEDURES 


As stated in the act of Congress, the purpose of the Export-Import Bank is 
“to aid in financing and to facilitate exports and imports and the exchange of 
commodities between the United States or any of its Territories or insular possess- 
sions and any foreign country or the agencies or nationals thereof.’’ Every loan 
made by the Export-Import Bank is made for the purpose of facilitating the foreign 
trade of the United States. With only minor exceptions, all of the more than $4 
billion disbursed as loans by the bank since 1934 have been expended in the 
United States for products, commodities or services of United States manufactur- 
ers, agriculturists and suppliers. 

Administration of the bank requires constant consideration of such fundamental 
questions as: What are the problems confronting the foreign trade of the United 
States? How can the Export-Import Bank best assist in meeting those problems? 
It is obvious that the export trade of the United States is not handicapped by a 
lack of desire for our goods. The real problem concerns the ability of the foreign 
countries to pay for those goods—to obtain the necessary dollars to buy from the 
United States not only what they want but in many instances that which is 
essential to their economic life. Generally since the First World War the United 
States, as a creditor nation, with the greatest production capacity ever known in 
the world and with more than the average supply of natural resources basic to a 
strong economy, has exported more than it has imported. For many years the 
difference was made up principally through the shipment of gold until the United 
States had accumulated most of the world’s monetary gold stores. During and 
since the last war the difference has been met through gifts of one form or another 
and through dollar credits. 

From the earliest days of the bank, it was recognized by the management that 
the alleviation of our trade problems does not lie in the mere extension of credit. 
Unless the products financed by the bank strengthen the economy of the foreign 
country and thus ultimately improve its ability to earn or save dollars, we will 
merely be making next year’s sales a year early. The management of the bank 
has therefore followed a policy of extending credits on a “selective” basis. This 
is to say, it has restricted its assistance generally to the financing of those projects 
and to the export of those products which will assist in the development of the 
foreign country and enable it to earn or, in some instances, to save dollars to the 
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mutual advantage of trade between the two countries. This does not mean that 
the project or product itself must directly produce or save the dollars required 
to acquire it. It is sufficient that the incorporation of the product into the 
economy of the other country should ultimately, even though indirectly, improve 
the foreign exchange position of that country. No hard and fast rule can be 
applied uniformly. Equipment which serves a productive purpose in one country 
may not serve such a purpose in another. Equipment which would be only a 
luxury in one country may become a necessity to the economic life and productive 
capacity of another community. The situation of a particular market may vary 
from time to time. 

It might be pointed out that the problem of the United States in foreign trade 
is almost the opposite of that of many other countries such as, for example, 
Great Britain. It is the constant problem of Great Britain to sell enough abroad 
to earn the foreign exchange with which to purchase the food, raw materials and 
even certain manufactured products required to maintain its island economy. 
Great Britain’s problem is to sell enough abroad. Our problem is to get paid 
in dollars for what we sell. There would be no end to the credit which the Export- 
Import Bank would have the opportunity to extend nor to the number of orders 
which United States exporters could write if the bank were to abandon the policy 
of selective financing in favor of a policy of making public credit easily available 
to all exporters who might find it possible to increase their sales merely by the 
extension of credit terms to their foreign customers. Such a course, however, 
would only encourage an expansion of installment buying beyond the capacity 
of other countries to pay in dollars. It is for this reason that the management of 
the bank has always questioned the advisability of establishing in the United 
States a system of export credit insurance which would provide export financing 
generally without adequate regard to the type of goods sold to a particular market. 

The idea of selective financing of exports is not based on any premise or impli- 
cation that it is more important to the United States to export one product than 
another. The manufacture and sale of many types of appliances, gadgets or 
even so-called luxury items is as important to the overall economy of the United 
States as the manufacture of capital equipment and the production of food and 
raw materials. If, however, the limited public funds available to the Export- 
Import Bank are used to finance the export of products which will assist in the 
development of the economy of a foreign country, that country will be able 
eventually to buy not only our capital equipment but also the many other items 
that go to make up a higher standard of living. 

Many other factors which do not ordinarily concern private lenders must be 
taken into consideration by the Export-Import Bank in acting upon applications 
forloans. Although it would not be possible to detail all that might be presented 
by particular situations, among the questions the management of the bank must 
consider are: What effect will the peoppeed transaction have upon the domestic 
economy of the United States? Will the loan, if made, contribute to friendly 
relations with the foreign country concerned? How will the interest of private 
United States creditors of the foreign country be affected? In addition the 
bank must make all of the usual inquiries regarding the credit of the proposed 
foreign obligor and any problems incident to exchange restrictions. 

In carrying out these policies, the bank has extended loans generally of the 
following types: 

1. The bank has participated with United States suppliers and exporters in the 
financing of a particular order for goods of a productive character. In such 
instances the bank has agreed to carry anywhere from 50 to 90 percent of the 
credit extended to a foreign purchaser—either private or public—without re- 
course to the United States supplier. The supplier has carried the remaining 
portion of the credit on his own or with the assistance of his commercial bank. 
Such procedure has many advantages. It permits the United States exporter, 
dependent upon foreign markets, to meet the terms of credit offered by his 
competitors. Such sales of capital equipment generally create a future market for 
the supplier in the form of spare parts, replacements and additions. By re- 
questing the supplier to participate, the bank is assured that the order is one of 
importance to the supplier, that the supplier has been careful in selecting a foreign 
purchaser who is creditworthy and that the supplier will continue to be interested 
in the entire transaction during the period that the foreign purchaser is making 
payment. 

2. The bank has extended lines of credit to foreign banks to provide short-term 
financing for the export to customary United States markets abroad of com- 
modities such as cotton, tobacco, and other products in surplus supply. 
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3. The bank has extended credits to United States companies, to private inter- 
ests abroad, and to governments abroad to assist in financing projects which will 
assist in the economic development of the foreign country and will directly or 
indirectly improve its dollar position. Of the most important and direct benefit 
to foreign trade is the financing of the development of supplies of minerals and 
other strategic materials and commodities which are required in the United States 
and will find a ready market in dollars. Of more indirect but equally important 
benefit has been the financing of roads, harbors, electric power installations, irri- 
gation projects, and a number of basic industries. It is only after a country has 
been opened up by the presence of such basic installations that its resources can 
be brought into world trade and private investors can be induced to establish 
new businesses and industries. There are few United States suppliers and manu- 
facturers, large or small, that have not benefited through the sale of products of 
one type or another as the result of credits for development purposes extended by 
the Export-Import Bank. Such sales were made without the necessity of the 
United States exporter’s incurring credit risks abroad and in many cases without 
his knowledge that the sale resulted from Export-Import Bank financing. 

4. The bank has extended credits in special circumstances to meet temporary 
exchange situations which have constituted serious impediments to continued 
United States foreign trade. The recent $300 million credit authorized in favor 
of the Bank of Brazil was of this nature. So also was the advance to the Republic 
of France against the assignment of the proceeds of military orders placed in that 
country by the Defense Department of the United States, thus making exchange 
available for France to continue without interruption the importation of raw 
materials and equipment from the United States. 


Imports 


In only a very limited number of instances has the Export-Import Bank 
received requests for direct financing of imports. Financing for imports is 
generally available from commercial banks or other private lenders. The prod- 
ucts being brought into the United States are themselves available as security, 
in addition to the fact that a loan to an importer in the United States has all 
the attributes of a domestic credit. The Export-Import Bank has given con- 
siderable aid to imports, however, by encouraging the production abroad of 
commodities and items for which markets exist in the United States. Assistance 
has been extended to increase foreign supplies of minerals, fibers, and other raw 
materials important to our industry and economy generally. This direct assist- 
ance to the development of potential imports has been supplemented by loans 
to improve transportation and other facilities necessary to foreign trade. 


Private capital 


Even before the policy was written into law, the Export-Import Bank exer- 
cised care to use its powers in such a manner that it would “supplement and 
encourage and not compete with private capital.’”’” The bank has made loans 
only when satisfied that private capital was not available on terms that would 
be reasonable in the circumstances. From the beginning of its operations the 
bank has utilized the facilities of commercial banks in the extension of credit. 
Consequently, usual commercial channels have not been disrupted and com- 
mercial banks have been kept generally informed of the activities of the Export- 
Import Bank. In a number of instances credits established originally by the 
Export-Import Bank were taken over by commercial banks for their own ac- 
count. Obligations of borrowers held by the Export-Import Bank have always 
been available for purchase by private interests. Since 1946 the bank has had 
a division known as the Private Capital Participation Division, the principal 
duty of which is to investigate the availability of private funds for proposals 
under consideration by the bank. Even with such precautions, it is possible, 
even likely, that in some instances the bank may have extended credits which 
otherwise would have been obtained from private sources but it is certain that 
such instances are very few. This conclusion is attested by the fact that repre- 
sentatives of private business, such as the American Bankers Association, foreign 
trade and other interested groups, have consistently testified before committees 
of Congress in support of the operations of the bank. 

Not only has the bank pote ic competition with private capital, but theie is 
evidence that it has made positive contributions to an increase of private invest- 
ment abioad. Loans by the bank to private entities and groups have in the great 
majority of instances been accompanied by equal or greater private investment. 
Furthermore, developments abroad, such as highways and port works and some 
of a private rather than a governmental nature have opened up new areas for 
investment and the development of new enterprises. 
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Re asonable assurance of re payment 

The act governing the bank states it to be the policy of the Congress that loans 
shall, in the judgment of the management, ‘‘offer reasonable assurance of repay- 
ment.” The imposition of a more rigid test would have placed the bank in com- 
petition with private capital and lending institutions. The Export-Impoit Bank 
is expected to incur risks beyond those which commercial banks and other lenders 
f private funds are legally able and willing to assume. On the other hand, the 
management of the bank has taken care to conduct its affairs in the most prudent 
and businesslike manner that is consistent with the purposes for which it exists. 
It has been the position of the bank that only harm and future bad relations can 
arise from the extension of so-called loans in cases in which chances of repayment 
are known to be highly doubtful. 


l 


Loans for dollar requirements only 


It is the general policy of the bank to finance only the dollar requirements of 
its borrowers. In other words, the bank extends the amount of credit shown by 
the borrower to be required for the purchase of materials and equipment produced 
or manufactured in the United States and the technical services of United States 
firms or individuals. The bank does not, except in extraordinary circumstances, 
finance outlays in the borrower’s own currency, such as wages paid to the nationals 
of his country. Nor is the bank prepared, except in unusual cases, to finance the 
borrower’s purchases in third countries. The bank’s loans involve for the borrower 
an obligation to repay in dollars. The dollar resources of the country of the bor- 
rower are needlessly reduced to the extent that dollars are borrowed to finance 
the acquisition of services or products that can be paid for in other currencies. 


“Political loans’’ 


In addition to its contribution to the foreign trade of the United States, the 
Export-Import Bank has served often as an instrument of foreign policy. In 
this sense, it has made what are sometimes referred to as political loans. But in 
no instance has the bank disregarded provisions of its act in order to extend a 
loan to serve a political purpose however important. The loans that have had 
political significance have been made in cases in which the management of the 
bank has determined that there was reasonable assurance of repayment and that 
the purpose of the borrowing would serve the essential objectives of the bank. 

Conversely, it has been the policy of the bank to refuse to approve any applica- 
tion for a loan to which the State Department has interposed an objection based 
on consideration of United States foreign policy. 


Term of loans 


The bank has established lines of credit in favor of foreign banks to finance the 
sale of United States cotton and other commodities for periods as short as 6 to 9 
months. Postwar reconstruction loans were repayable over periods of from 20 to 
25 years and the lend-lease termination credits over a period of 30 years. The sale 
of capital equipment generally requires financing on terms of from 3 to 5 years, 
occasionally up to 10 years, and, more rarely, even longer, such terms being 
comparable to those extended with respect to sales of similar equipment in the 
United States. In determining the repayment schedule of loans to finance 
development projects abroad the bank takes into consideration the construction 
time and the earning capacity of the project or its potential contribution to the 
economy of the foreign country. The average time for repayment of all loans 
extended by the bank has been between 8 and 10 years. 


Rates of interest 


Since 1945 the interest rates on loans of the Export-Import Bank have been 
determined in accordance with policies established by the National Advisory 
Council on International Monetary and Financial Problems. The factors taken 
into consideration in establishing rates have not varied materially since the bank 
first began operations. It has been the position of the management that the bank 
should operate without cost to the United States. Accordingly, its interest rates 
have reflected the following elements: (a) The cost of money to the United States 
Treasury; (6) the operating expenses of the Export-Import Bank; and (c) the 
accumulation of reserves by the bank against possible losses. Consideration is 
given also to the legislative background and purposes of the bank, present and 
prospective rates in the private capital market, and the interest rate structure of 
the public debt. Rates charged by the International Bank for Reconstruction 
and Development have also become a factor. 
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Prior to and during the war 1ates varied from 2% percent per annum on short- 
term credits in favor of foreign banks to finance the sale of cotton to rates of 
between 4 and 6 percent on credits to finance exports to foreign governments or 
private purchasers. Special rates of 2% percent per annum were charged on 
loans extended to finance shipments previously arianged during the war under the 
Lend-Lease Act. An average rat2 of 3 percent was set by the National Advisory 
Council as appropriate for war reconstruction credits, with an average rate of 
3% percent on other loans to foreign governments, These rates represented a 
reduction from those previously charged by the bank but reflected a genera] 
reduction in interest rates during the early postwar period. During the past 
year, in accordance with the policy of the National Advisory Council, rates charged 
by the bank have increased in line with the general rise in interest charges. Credits 
repayable over 15 months to finance the sale of cotton have borne rates of 3% 
percent. Other loans have cost from 4% to 6 percent per annum, 


Operating techniques and controls 


Tt has been the policy of the management to maintain a flexibility in its pro- 
cedures; to avoid the establishment of rigid techniques and traditions that would 
unduly limit its ability to achieve its statutory purposes and to meet promptly the 
problems arising from changing situations. Various operating techniques have 
been devised over the yeats to put credits into effect promptly while at the same 
time assuring the utilization of the funds efficiently and solely for the purposes 
for which the loan was authorized. 

Funds are disbursed only as required to meet the purposes of loans and gen- 
erally, only on a reimbursement basis. That is to say, the borrower is required 
to utilize other funds at his disposal to make the approved expenditures and is 
thereupon reimbursed from time to time by the bank upon presentation of docu- 
mentary or other evidence that the expenditures have been in accordance with 
the terms and conditions of the loan. When it is necessary to do so, the bank 
makes limited advances to permit the borrower to initiate expenditures. 

Every effort is made to utilize to the fullest extent possible the services of com- 
mercial institutions. Whenever feasible, commercial banks are authorized to 
handle documents and advance funds on behalf of the Export-Import Bank. 
Such arrangements may provide for reimbursement of the commercial bank upon 
demand by it or only in the event of default by the foreign obligator. Upon 
request of a borrower, the bank will enter into an agreement to reimburse & com- 
mercial bank for payments made under the commercial bank’s letter of credit 
issued to a United States manufacturer or exporter to effect the purposes of a loan 
from the Export-Import Bank. 

Since adoption by the Congress of the Government Corporation Control Act 
in 1945, all arrangements that involve the use of the funds of commercial banks 
or other private lenders to effect loans authorized by the Export-Import Bank 
can be entered into only with the approval of the Secretary of the Treasurv. 

The bank relies also upon the special facilities of other agencies of the Govern- 
ment for information and advice in the analysis of applications and in the ad- 
ministration of credits. Among those departments and agencies which it has 
frequently called upon are the Departments of State, Treasury, Commerce, and 
Agriculture, the Securities and Exchange Commission, the Tariff Commission, 
the Bureau of Mines, the Public Roads Administration, Foreign Operations 
Administration, and the Board of Governors of the Federal Reserve System. 
Assistance of inestimable value is rendered by members of United States Embassy 
and consulate staffs throughout the world. 


The staff of the bank 


All of the operations of the Export-Import Bank have been carried on by a 
staff which has never exceeded 141 persons, including directors, specialists, and 
professional personnel and secretarial and clerical employees. This staff has 
administered more than $4 billion of loans in 56 countries and has studied and 
acted upon applications for loans of many times that amount. Applications for 
loans are analyzed, and approved loans are administered by the following divisions: 
Examining, Economic, Engineering, Legal, and Private Capital Particivation. 
Financial records are maintained by the Accounting Division, and the Office of 
the secretary of the bank keeps the corporate records and handles all matters 
concerning personnel and office management. 

In addition to carrying out the operations under its own act the Export-Import 
Bank in November 1953 was administering more than $1.5 billion of loans and 
guaranties for other agencies of the United States Government. 
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SUMMARY OF OPERATIONS 


From the time of its establishment on February 12, 1934, through June 30, 
1953, the Export-Import Bank authorized loans in a total amount of $6,307,186,- 
251.50. Of these operations, the amount of $1,189,835,780.26 was canceled or 
allowed to expire because anticipated orders were not placed, projects were not 
carried forward or the purpose for which the loan was authorized was accomplished 
with funds from other sources. The total amount disbursed to borrowers was 
$4,135,420,973. 34, of which $1,588,409,224.56 has been repaid. The aggregate 
of loans outstanding on June 30, 1953, was $2,547,011,748.78. The undisbursed 
commitments were $791,345,923.81. 


Loans in default 

Six loans were in default in a total amount of $219,076.59 as of June 30, and 
were fully reserved on the bank’s books. Losses previously written off since the 
establishment of the bank in 1934 totaled $279,562.76. The aggregate of losses 
written off and defaults show a loss ratio of less than one one-hundredth of 1 per- 
cent. All of these losses and defaults occurred in loans extended to private 


borrowers. 


Payments in arrears 

As of June 30, 1953, principal and interest totaling $6,787,711.35 were past due 
on loans to the Nationalist Government of the Republic of China but the loans 
had not been declared in default and written off against reserves. During June 
1953 the Universal Trading Corporation, an agency of the Nationalist Govern- 
ment of the Republic of China, paid the final installment on a loan of $20 million 
made to it during 1940. 


Earnings 

The Export-Import Bank has operated without cost to the United States. 
Since 1936 it has regularly operated at a profit. Net profit for the fiscal year 
ended June 30, 1953, was $51.8 million after payment of all operating expenses of 
the bank and interest on funds borrowed from the Treasury of the United States. 

Out of this net profit the bank declared and paid a dividend of $22.5 million on 
the capital stock of the bank, which is held by the Secretary of the Treasury on 
behalf of the United States. The remainder of the net profit amounting to $29.3 
million was added to the bank’s reserve. As of June 30, 1953, the bank’s reserve 
against possible future losses amounted to $295.6 million. 


Loans and undisbursed commitments, Feb. 12, 1934-June 30, 1958 


[Loans authorized but not used have been excluded] 

















om | Purpose or type of equipment Obligor | Net amount 
| AFGHANISTAN | 
470 | Dams and canals, agricultural_......| Royal Government of Afghanistan ___..... $21, 000, 000 
ANGOLA (PORTUGUESE WEST AFRICA) | 
319 | Port facility, Cabinda Charles B. McDaniel, Jr 65, 000 
532 | Harbor development................- Republic of Portugal....................-. 867, 000 
| smeneqeee ~ 2 
A icishinitipncenntnnnnstinie ln ctitibth-dinpiteliiamckaubibcat ocd adoodis 932, 000 
ARGENTINA a 
240 | Railroad equipment..-_.............- | Argentina State Railways.............-... 120, 000 
307 | Mining equipment and machinery. “Sominar’’ Sociedad Minera Argentina -. . 260, 000 
PP tigi i ttbdicttntbhibencewnennsenewes Minerales y Metales, Sociedad de Re- 10, 000 
sponsabilidad. 
408 | Harbor barges... ...................-.- Agencia de Transportes Moore-McCor- 205, 000 
| mack, S. A. 
477 | Dollar exchange.....................- | Consortium of Argentine Banks_.......... 96, 470, 000 
495 | Mining: Tungsten and sulfur__.__... | Sociedad Minera Argentina, 8. A......--.. 5, 000, 000 
Ps cncidianceoctlitbanshs ‘isteeseeabaews Lowsdigencacswdl'!) SR, COR O80 
| LS 
AUSTRALIA 
i 
535 | Mining equipment and machinery...| State of South Australia ° 5, 800, 000 


42493—54—pt. 1-9 
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Loans and undisbursed commitments, Feb. 12, 1234-—June 30, 1953—Continued 


Credit 
No. 


430 
434 


520 


384 


436 
519 


i 
| 


| 


301 | 
315 | 


315 


321 
322 


b2e 


467 


509 


512 


514 | 


80 | 


87-G 
192 


200 


210 | 


218 
218-A 


992 


220 | 


232 


259 


271 


Purpose or type of equipment 


AUSTRIA 
Raw materia] and capita) goods 
Freight, insurance, and service for 
war surplus materials. 
Cotton export d 
Total_- 
BELGIUM 


Material equipment lend-lease termi- 
nation. 


Equipment and services, war recon- | 


struction. 
Raw materials and aa alecade 
Dollar exchange 


Total _. 
BOLIVIA 


Rubber plant machinery............- 
Petroleum development, equipment, 
and services. 
Highway construction, 
and services. 
Mining equipment and services 
do oe 
Highway construction, 
and services. 
Mining: Tungsten. 
..a0 


semanas! 


equipment, 


TE tn nctethsimbine ey ahentinmend 
BRAZIL 


Dollar exchange--. 

Printing press. ... 

Can machinery. M 

Railroad cars and equipment a 

Railroad locomotives- Las 

Agriculture, oiticica production 

.do ; 

Cotton gin ms achinery i 

United States agricultur: al and in- | 
dustrial products. 

Railroad locomotives. ........._. 

Cotton mill. 


| Import of tro pical products. ; 


Ships 


| Railroad equipment ad 


| Agricultural and industrial products-| 


Railroad rails 
Steel mill equipment, 

plant. 
Railroad locomotive equipment 
Railroad equipment -- 

do. 

Highway and airport equipment__- 
Railroad cars and equipment 


in tegrated 


| Equipment and machinery for air- 


310 


311 


358 | 
359 


376 


418 
424 
447 


| Airline equipment__-- 


plane plant construction. 
Mining: Iron ore 


Harbor machinery equipment. ---- 


Mining: Iron ore i 
Railroad equipment. -- 
Cargo steamers. 


Harbor barges. - - .. 
Mining: Iron ore... ._- 
Railroad Serpent / 
Buses.__. 


| Obligor | 


Creditanstalt-Bankverein -- 
| Republic of Austria. ___.._- : | 


do 


Kingdom of Belgium 


inde | 


H, I. Altshuler__-- 
Mauricio Hochschild..........--.-------- 
Corp. Boliviana de Fomento---..........- 


Mauricio Hochschild, 8. A. M. I__....-... 
Bolivia Tin and Tungsten Mines Corp._.- 
| Cia. Aramayo de Mines en Volivie 


Banco do Brasil................. 
Duplex Printing Press Co..__._- 
Cameron Can Machinery Co.- 

| Central Railways of Brazil 


| Brazil Oiticica, Inc_- 


; do : 
| Cen-Tennial Cotton Gin Co.-..--_---_- 
OY re omee 


| 
} 
| Sorocabana Railway. .....--.-.----------. 
| Whitin Machine Works___- : 

| American-Brazilian Corp., New York____- 
Lloyd Brasileiro __..._- 
Sorocabana Railw PR ASS 2 
Rio Grande do Sul Rwy | 


| Cia. Siderurgica Nacional- Banco do Brasil_ 





Banco do Brasil 

| Bs = do Brasil, Central Rwys.- 
0 

| Republic of Brazil, Banco do Brasil... __- 

| Central Railways, Brazil 

Banco do Brasil 

| Republic of Brazil 


| 
Cia. Vale do Rio Doce, 8 
advanced by ane 
| Republic of Brazil Port Authority, Rio de 
Janeiro. 
| Cia. Vale do Rio Doce, 8S. A._..._..---- 


A. ($7,000,000 | 


_..| Central Railways of Brazil__............--} 


| Lloyd Brasileiro... _.__ 
| Panair do Brasil... --... 


_.| Moore-McCormagk (Navegacao) 8. A. 


| Sorocabana Railway --- alin ied an 





ss | Cia. Vale do Rio Doce, 8. A_.._.-- 


Sorocabana Railway - 
Cia. Municipal de Transportes Coletivos, 
Sao Paulo. 


Net amount 


$12, 637. 000 
500, 000 


6. 000, 000 


19, 137. 000 


55, 000, 000 
45, 000, 000 


32. 000. 000 
6, 800. 000 


138, 800. 000 


9, 000 
8, 500, 000 


10, 320, 000 


1, 098, 000 
1, 023, 000 
16, 000, 000 


1, 000, 000 
1, 000. 000 
580, 000 


39, 530. 000 


———— 


1, 717, 000 
14, 000 

32, 000 

3, 688, 000 
178, 000 
541, 000 
103, 000 
150, 000 
19, 200, 000 


187, 000 

14, 000 

1, 117, 000 
2, 275, 000 
4, 472, 000 
635, 000 
45, 000, 000 


1, 030, 000 
514, 000 
350, 000 
200, 000 

1, 005, 000 

4, 500, 000 

1, 220, 000 


14, 000, 000 
277, 000 
5, 000, 000 


&7- 


bse eee 





37. OOK 
00. 000 


00, 00K 


0, 00K 
0, 00. 


10. ONK 
1), Onn 


10, OOK 


9, OO 
0, 00K 


0, 00K 


8, OOK 
3, OOK 
), OOK 


), OOF 
), OOK 
), OM 


mt 
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, 000 
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Loans and undisbursed commitments, Feb, 12, 1934-June 80, 1958—Continued 


Credit 
No. 





87-F 
298 
320 
325 


433 


534 


174 
198 
243 
245-A 
245-B 
245-C 


313 


355 


372 
373 


374 
410 
411 


463 
44 
465 
485 
502 
503 


Purpose or type of equipment 


BRAZIL—continued 


Electric power: 
Hydro | 
Steam Peat 
Diesel ; 
System wh 
Steam. 

Hydro._. wis 
Steam 
Hydro 

Ships and ferries . 

Cement plant | 

Railroad equipment 

Steel mill, expansion 

Mining: Manganese 

Cement plant 

Electric power: 

Steam 

Diesel and hydro. 
Steam 

Hydro 

Diesel and steam 
System. 

Diesel 

Railroad equipment 
do » 

Agricultural equipment 

Mining: Manganese 

Cast iron pipe plant 

Agricultural equipment 

Mining: Iron ore 

Dollar exchange 

Chemical plant 

Textile machinery 
do 


Total ae 
CANADA 


Printing press _—s 
Aluminum plant expansion 
do 
do 2 
Raw materials and equipment 
Mining: 
Iron ore 
Nickel 


Total 
CHILE 


Railroad locomotives 

Agricultura] machinery 

Railroad locomotives 

Industrial equipment and machinery 

Agricultural and industrial products 

Industrial and electric power equip- 
ment. 

Railroad equipment 

Electrical materials 


Railroad locomotives 

Railroad locomotives and equip- 
ment. 

Integrated steel mill 

Railroad equipment 

Industrial, agricultural, and electric 
power equipment. 

Rayon mill equipment.._-.......--. 

Materials, equipment and services 

Mining: Iron ore..........-.- 

Highway equipment____- 

Steel mill expansion 

Ferro-alloys plant__... 


Total. 


Obligor 


Cia. Brasileira de Energia Eletrica 

Cia. Energia Eletrica da Bahia 

Cia, Central Brasileira de Forca Eletrica 
Cla. Forca e Luz de Minas Gerais 

Cia. Forea e Luz Nordeste do Brasil 
Cia. Forea e Luz do Parana. 


| Cia. Energia Eletrica Rio Grandense 


Cia. Paulista de Foreca e Luz 

Empresa Intl. de Transportes, Ltda 
Cimento Aratu, 8. A 

Cia. Paulista de Estradas de Ferro 
Siderurgica Nacional, Banco do Brasil 
Soc. Brasileira de Mineracao, Ltda 
Cia. Brasileira de Ligantes Hidraulicos 


Cia. Paulista de Forea e Luz 

‘ia. Forca e Luz do Parana 

‘ia. Brasileira de Energia Eletrica 

‘ia. Forea e Luz de Minas Gerais 

‘ia. Forea e Luz de Nordeste do Brasil 
‘ia. Energia Eletrica da Bahia 

‘ia. Central Brasileira de Forca Eletrica 


| Cia, Paulista de Estradas de Ferro 


Banco Nac. do Desenvolvimento Econ 
State of Minas Gerais 


| Industria e Comercio de Minerios, 8. A 


Cia. Metalurgica Barbara 

Banco Nac. do Desenvolvimento Econ. 
Cia. Vale do Rio Doce, S. A 

Banco do Brasil, S. A 

Cia. Brasileira de Estireno 

8. A. Industrias Reunidas F, Matarazzo 
S. A. Industrias Votorantim 


Duplex Printing Press Co-. 
Aluminum Company of Canada, Ltd 
do 
do 
Dominion of Canada 


Steep Rock Tron Mines, Ltd 
Falconbridge Nickel Mines, Ltd 


Chilean State Railways 
S. A, C. Saavedra Benard 
Chilean State Railways 
Corp. de Fomento de la Prod 
do 
do 


Chilean State Railways 
Corp. de Fomento de la Prod. (Ingenieria 
Electrica, 8S. A. C 


| Chilean State Railways 


_.do 


Corp. de Fomento de la Prod 
Chilean State Railways 
Corp. de Fomento de la Prod 


do 
..do 
..do. 
do 
do 
do 


a 
Net amount 





$2, 212, 000 
259, 000 
119, 000 
158, 000 
112, 000 
139, 000 
387, 000 
3, 027, 000 
3, 806, 000 
3, 056, 000 
&, 818, 000 
25, 000, 000 
30, 000, 000 
5, 000, 000 


30, 363, 000 
657, 000 
, 012, 000 
723, 000 
504, 000 
545, 000 
336, 000 
7, 000, 000 

8, 600, 000 

, 000, 000 

| §2, 500, 000 
1, 860, 000 
18, 000, 000 
1, 071, 000 
300, 000, 000 
2, 500, 000 
595, 000 
255, 000 


689, 575, 000 


} 15, 000 
25, 000, 000 

&, 200, 000 

4, 200, 000 

140, 000, 000 


5, 700, 000 
, 000, 000 


188, 115, 000 


499, 000 
701, 000 
1, 267, 000 
5, 751, 000 
4, 249, 000 
3, 000, 000 


5, 000, 000 
250, 000 


897, 000 
2, 682, 000 


48, 000, 000 
5, 000, 000 
6, 700, 000 


1, 200, 000 
23, 917, 000 
2, 750, 000 
1, 800, 000 
10, 000, 000 
1, 150, 000 





144, 763, 000 
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Loans and undisbursed commitments, Feb. 12, 1984-June 30, 1958—Continued 


| 


Credit 


No. Purpose or type of equipment 





Cotton, corn, wheat 
Sulfur ane 
| Railroad locomotives 
| Agricultural products 
Mining equipment and materials. _- 
Export agricultural products and im- 
port tungsten. 
Export of equipment and import of 
| _ tin and tungsten. 
| Chemical plant construction 
| Cotton export 
| Cargo vessels. - 
) 


Electric power, steam 
Railroad repair materials... .--...- 
Mining: Coal_- ; 


Total... 


COLOMBIA 


Shoemaking machinery -- . 

Railroad equipment 

Highway construction 

Agricultural equipment and services_ 


Electric power, hydro...............- 


Railroad equipment 


“Hotel construction... _--- 


aes locomotives 
Dred, - 

Bishway construction - 
Earthquake reconstruction 


Railroad spare parts 
Grain storage 


Freight and passenger. .......| .. 


Shi 
Railroad equipment 


Cotton export. 
Hotel finance 


Electric power, hydro 


I ia ten cst tashestn sitar hacl lath dieing tate amen apnea tia ali ga alta alana a ti 


ils 
Agricultural and industrial mach- 
and equipment. 
Highway construction 


nue 
Clothing export____- 
Sugar production costs 
General economy and rehabilitation: 
Public works projects. 
Electric power, steam 





Obligor 


| Republic of China._____- 


Wah Chang Trading Corp... > 5 loa 
Min. of Communications, China. 
Universal Trading Corp 


em UR ER 
Central Bank of China 


Yungli Chem. Indus., Ltd 
Bank of China _. 
—- of China 


| Saco-Lowell Shops 


The Textile Finishing Mch. Co 

Draper Corporation 

Hamlin Machine Co 

Banco de la Republica 

Republic of Colombia 

Caja de Credito Agrario, Industrial y 
Minero. 

Empresa de Energia Elec., Medellin 

Republic of Colombia—Consejo Adm. de 
los Ferrocarriles Nac. de Colombia. 

Ferrocarril de Antioquia, 8. A 

Hotel San Diego, 8. A. (Hotel Tequen- 
dama). 

Ferrocarril de Antioquia, 8. A 

ee of Colombia 


.do 
Consejo Adm. de los Ferrocarriles Nac. 
Colombia 
Colombian eee Banks 
Hotel San Diego, 8. A. (Hotel Tequen- 
dama). fF 
Empresa de Energia Elec., Medellin 


American Steel & Iron Co. 
Banco Nacional de Costa Rica 


Republic of Costa Rica. 


Siac 
Chas. H. Williams & Assoc 


Cuban Sugar Stabil. Inst _ - 

Re — of Cuba—Comision de Fomento 
aciona 

Cia. Sake de Electricidad 


Net amount 


$16, 608, 000 
75, 000 

733, 000 

22, 000, 000 
20, 000, 000 
25, 000, 000 


50, 000, 000 


1, 434, 000 
32, 976, 000 
4, 244, 000 
2, 541, 000 
8, 282, 000 
16, 650, 000 


S288 


38 


S §SS85 
8 S222SSSSS5 


nw 





aka od 
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‘ued Loans and undisbursed commitments, Feb. 12, 19384—June 30, 19658—Continued 
mount Credit Purpose or type of equipment | Obligor Net amount 
cca Eo 
| CZECHOSLOVAKIA 
. | | | 
608, 000 100 | Cotton oou.. bemreioncmeise | Anglo-Czech & Prague Credit Bank... .. $56, 000 
AD» WO) 136 | Bn tenremimetb bien dd band Geo. H. McFadden & Bro. . een 14, 000 
733, 00K 137 | eras. «ake | Williamson Cotton Co ¢ 16, 000 
300, 000 143 | do. peniennenines woe Anglo-Czech & Prague Credit Bank. _ -- 708, 000 
100, 000 387 | do. . --| Prague Credit Bank. .* 19, 987, 000 
100, 000 406 | Tobacco export. | Republic of Czechoslovakia - dda 1, 997, 000 
| ED 
100, 000 I asccscacniis soni ees iat ecseingtnives otal ..| 22,778,000 
34, 000 DENMARK i.e 
76, 000 | } 
4 370 | Materials and equipment, war recon- | Kingdom of Denmark . | 20, 000, 000 
82" rand | struction. ote ae 
50, 000 DOMINICAN REPUBLIC 
00, 000 | 
3 ™ 266 | a and equipment, public | Dominican Republic....................-. 3,000, 000 
mo, VY | works. 
- 290 | Materials and supplies, government |.....do._...............-.--- 2.22. e ee 284, 000 
departments. | 
Sethi — — — 
88, 000 | 
3 000 iss sttsininsnias ‘ tibia tip tn nbiteeaii aia nsignian __ 3284, 000 
16, 000 ECUADOR 
5, 000 | 
0, 000 982 | Mining development ..| Pacific Development Co., Inc. | 30, 000 
0, 000 328 | Water system... ..| Municipality of Quito....._-- 9, 300, 000 
343 Highway construction | Republic of Ecuador. | 8,771,000 
oe | do 2, 720, 000 
1, 000 471 | Earthquake reconstruction c Republic of Ecuador (Unallotted) __. 1, 950, 000 
0, 000 471-A | Highway maintenance.......-... | Republic of Ecuador 1, 500, 000 
471-B | Railroad equipment. ‘ do... , 1, 500, 000 
0, 000 471-C | Agriculture: Rice equipment - -- | .do.. 250, 000 
7, 000 471-D | Water supply rehabilitation . - - do | 500, 000 
471-E | Housing reconstruction - -.. do. | 800, 000 
. 000 471-F | Water and sewer systems do_. } 165, 000 
ro 471-G | Water supply do. 335, 000 
ro 500 | Airports, improvements. - . } -do_. ‘ | 1, 000, 000 
, | ——— 
ro Total..___- bs cameniea | __ 28, 821, 000 
000 as oll | Tete 
', 000 — | 
> 000 429 | Fertilizer plant s Societe Egyptienne d’Engrais et d’Indus- | 7, 250, 000 
4 | tries Chimiques. | 
E | | ——S—SS==== 
, 000 ETHIOPIA 
» 000 353 | Money printingand technical service | Ethiopian Empire. --- t ‘ 500, 000 
eee 405-A | Aircraft and spare parts__. De 7 : 972, 000 
, 000 405-B | Industrial equipment and money |_....do.........--.- wisacieiuess Lesa te 1, 750, 000 
— printing. | 
000 sions snitainbidschinmnesicnsienthiinniteaiacoentinin eia hid 3, 222, 000 
000 FINLAND 
000 387 | Cotton ee a aan Bonk: of Fesyes : aes nr 36, S08 000 
7 415 | Foodstuffs export_. .| Republic of Finland ..................-.-.- } 10, 000, 000 
000 416 | Industrial materials and d equipment. P Rac abused 4, 998, 000 
Fi 421 | do_. : .| Finnish American Trading Co_...-..-.--- 2, 500, 000 
445 | Autos and buses. | Republic of Finland. ponnndlsseenshase 674, 000 
000 453 | Industrial materials and equipment.. Bank of Finland.................-........] 92, 403, 000 
Ieteeneecindemmees 
_ Total........- el ae Ca Say oer ree ae dasckiwaehLaiad | 127, 537,000 
000 ial Pe 
000 FRANCE 
- 382 | Material and equipment, lend-lease | Republic of France............. ...-----| 550,000, 000 
termination. 
000 404 | Material and equipment, war recon- |----. eo enncnensnnannnncendaquensesccenad 650, 000, 000 
| struction. | : : 
900 §22 | Cotton export.._.....-......-. ase French Cotton Importing Group........-..| 45, 000, 000 
00 527 | Economic deve lopment: Defense ___- RE OE FID irene cn ncenncectimidaed 154, 000, 000 
" a a icccnianliin 1 nndilbvannehscannnancndapishegaesiee-Neis dich dat } 1,399, 000, 000 
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Loans and undishursed commitments, Feb. 12, 19384-—J une 30, 19583—Continued Loan. 
Credit ; s 
No | Purpose or type of equipment Obligor | Net amount q Ce “dit | 
0. 
} peers oot 
| GERMANY 
117 | Cotton export. —_— »- dah Dente Me Compemy.. .. 2... - nn nn diccies sé $5, 000 417-F | 
BE oi cae s ..--+-----..---] Ameriean Cotton Supply Corp.........--- 4, 592, 000 417-G | 
506 | do_. .-.......--.| Bank Deutscher Laender- --------- — 49, 440, 000 417-H | 
526 | Tobacco export... ........-..-- he SUGANO. 5 keacdtiedeDiennnsdscoesndnanel j 9, 990, 000 | 
| | ee 417-1 | 
Teh Oc arccabldsoidmadendche? L alidicstitelh -beiiercuvochéchuncncacnod@Aibhes ta } 64,027,000 fm 417-1 | 
417-M | 
GREECE | 417-N 
; 
390 | Materials, equipment, and services. J Kingdom of Greece. - -.........-...-.-...- 14, 563, 000 417-0 
—===— 417-P 
HAITI | 417-Q 
. — 417-R 
201 | Equipment and materials, public | Republic of Haiti.............._- 5, 500, 000 ‘ 417-8 
works construction. ' 417-U 
234 | Expansion banana plantation_ | Standard Fruit & Steamship Co. eR 100, 000 4 417-V 
295 | Agricultural development: Rubber, | Developpement Agricole... .....__- wheal 5, 000, 000 417-Y 
sisal, and other tropical products. : 
336 | Sisal production | Haitian Agricultural Corp iiceawlis 80, 000 q 417-Z 
457 | Agricultural development: Dam and | Republic of Haiti. ___. hhbemesia 14, 000, 000 i 420 
canals | | 3 
| 4 | —— 4 437 
Total ; ‘ - : ; 24, 680, 000 j 
= 528 
HONDURAS 4 
312 | Highway construction. .............- | | Repub lic of Honduras.... accnessibalne a | 1, 000, 000 
ICELAND 
; ; P ol 44: 
256 | Agricultural and industrial products. | Kingdom of Iceland.......................] 590, 000 
Ss Sle 
INDONESIA 54 
472 | Materials and equipment, recon- Republic of Indonesia (Unallotted)__....- 16, 799, 000 
| . struction. | 
472-A | Autos, trucks, and buses._.__._-- | Republic of Indonesia inwetecwctt ei 32, 100, 000 
472-B | Telecommunication equipment .-do- . , Waa aids 260, 000 4 
472-C | Harbor construction and dredges_-_..|.___.do a paaanios 6, 700, 000 12 
472-D | Railroad rehabilitation _- _____- ..do_ naseesbihG 17, 100, 000 7 
472-E | Aircraft and equipment__________.. do. ca ane 6, 085, 000 
472-F | Electric power, hydro, and diesel__._| do. sia ‘ a we 3, 586, 000 q 
472-G | Forest development Si do. cmb aan 1, 550, 000 4¢ 
472-H | Marine engines_____-_-_- | do-_- nce niin rcs te 1, 820, 000 4 
472-I | Cement plant Soa éceualeegci ae a : 14, 000, 000 : 4 
Total... Oe Le iter ch Sage pois ecusal __100,1 000, 000 
IRAN se 
| 
177 | Auto tires and cmpaant.. woecocces| Semis. DEp Team. Usui. deuucusipe. ue 222, 000 
213 | Auto tires é ‘ Sd calcd cies : LARA Nea 110, 000 1 
ee a eee OE Tale as co catia aes eal dike einaiaain 130. 000 I 
tbc ataiaginenee 1 
Total_. | a dn Saat Cee a ee sania 462, 000 1 
=== 1 
ISRAEL : 
| ‘ 
458-A | Agricultural development ..| State of Israel. ' swowewwddiiel suds 70, 000, 000 ‘ 
458-B | Aircraft, airports, and railroad equip- spe elDaccmndhtiki webtiisieR ied 9, 535, 000 
ment. 
458-C | Housing materials................__- a3 suid  , a 25, 000, 000 
458-D | Telecommunication equipment_. OL Jeet satis ip.) ale Lela 5, 000, 000 
458-E | Harbor construction --____. ewe ng ‘ 5, 465, 000 
458-F | Industrial development peerenidemnesuneoeitl weeheerrnmeinannamecinnennnniaald 20, 000, 000 
—_—_—__—— ; 427 
motel......... , wrceieeiaitiesl desbaeiessclle evens wwsatitaegeitisial SNKAGE coccscce 135, 000, 000 7 427 
| === ; 427 
ITALY } 427 
147 | Cotton export__...........- ...-.--.| Italian Banks (cotton credits) _...........- 1, 600, 000 42 
180 |_....do__.. ee Senctwlhall bag ocean SURE LL BUN SEU. Ml 1k 2, 092, 000 42% 
230 piss aA Rees 5 Maan anil amen aposioe ante 9, 677, 000 42" 
239 | Leather export.......................| Eagle-Ottawa Leather Co__-_...-.._.____. 7,000 : 
387 | Cotton export woo tUCl i 5) SO RS... 2b See, hada nd: 2igs 24, 639, 000 4 427 
417-A | Auto plant equipment______._._.--- | Instituto Mobiliare Italiana.._...__._- send 11, 200, 000 a 42 
417-B | Tire and rubber equipment cana ise tien ai ndeeubdchinngmaatnacaetitnpl 4, 000, 000 
417-C Chemical industrial Sones ee |--- Pend anipinnnekchthindincannaiicionnimaiyenl 5, 765, 000 
417-D | Siggatds equipment 7 Sas Re recreate eae ed aan 3, 107, 000 48 
417-E |__...do icghacckoes peed SE 800, 000 48 
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6G Loans and undisbursed commitments, Feb. 12, 1984—June 30, 1958—Continued 
; ae ca 
unt C " ut Purpose or type of equipment Obligor Net amount 
ITALY—continued | 
a 417-F | Shipyards equipment | Instituto Mobiliare Italiana | 2, 000, 000 
pee 417-G do ‘ . do | 500, 000 
. 0) 417-H | Steel mill equipment (Ilva, Alti do } 9, 000, 000 
» OUD Forni). | 
; 417-I | Steel mill equipment (Terni) do | 3 635, 000 
» VOD 417-L | Steel mill equipment (Dalmine). do 1, 350, 000 
417-M | Steel mill equipment (Cornigliano) do 1, 300, 000 
417-N | Steel mill equipment (Lombarde do | 3, 000, 000 
Falck). | | 
» 000 417-0 | Chemical industry equipment io | 3, 882, 000 
417-P | Rubber industry equipment do 500, 000 
417-Q | Electro-mechanical equipment | do 6, 558, 000 
417-R | Metallurgical equipment do 23. 392. 000 
000 417-8 | Chemical industrial equipment do | 109, 000 
: 417-U Electro-mechanical equipment do | 154, 000 
000 417-V | Metallurgical equipment do..... 585, 000 
mM 417-Y Miscellaneous material and equip- do 15, 920, 000 
( ment, 130 companies. 
se 117-Z | Aircraft and equipment do | 500, 000 
420 | Tobaeco export Amministrazione Autonoma dei Monopoli 4, 899, 000 
di Stato 
one 437 | Materials and equipment, handi- | Instituto Mobiliare Italiana 2, 972, 000 
; crafts 
528 | Aircraft and equipment do js | 4, 721, 000 
| - = 
ann Total 147, 864, 000 
JAPAN 
m0 443 | Cotton export Occupied Japan export-import revolving 40, 158, 000 
fund 
510 do | Bank of Japan | 39, 900, 000 
543 do do j 40, 000, 000 
00 Total : | 120, 058, 000 
00 | LATVIA | 
LD) 
. 121 | Cotton export | Hannay-< )’ Donnell | 11, 000 
}- 
00 LIBERIA | 
0 
”0 460 | Mining: Iron ore | Liberia Mining Co 4, 000, 000 
”) 489 | Highway construction Republic of Liberia | 5, 000, 000 
” 497 | Water and sewer systems do 1, 350, 000 
0 Total 10, 350, 000 
MEXICO 
0 77 | Water pipe and meters Armco International Corp 85, 000 
D 152 | Water supply | Fairbanks, Morse & Co 42, 000 
D 157 | Railroad equipment | National Railways of Mexico 226, 000 
cs 159 | do American Locomotive Sales Corp 603, 000 
D 160 | Water purifying equipment The Permutit Company 36, 000 
. 171 | Construction equipment | Harnischfeger Corp 58, 000 
300 | Highway construction | Nacional Financiera, 8. A | 36, 000, 000 
323 | Steel mill (Altos Hornos) do | 7, 500, 000 
338 | Handicraft industry Fred Leighton, Inc 1, 156, 000 
350 | Gasoline equipment: Refinery | Nacional Financiera, 8. A 9, 950, 000 
362 | Railroad equipment do | 19, 000, 000 
) 366 | Steel mill expansion . Cia. Fundidora de F. Y. A. de Monterrey, 800, 000 
| S.A 
| Electric power: 
379 | Steam Nacional Financiera, 8. A 20, 000, 000 
427-A | Hydro | do 3, 150, 000 
427-B | Agricultural equipment do 5, 000, 000 
427-C | Beef-canning plant | do 1, 000, 000 
: 27-D | Railroad equipment do 7, 000, 000 
2 427-E | Sugar mills do 5, 000, 000 
; 427-G | Fertilizer plant do 5, 500, 000 
i 427-H | Water works do 1, 516, 000 
427-J | Railroad equipment - do 12, 897, 000 
4 427-K | do a 2 : = nae ee be vas 5, 000, 000 
% 27-L_ | Mining: Coal.__.. ee anente> aden tween — 2, 740, 000 
452 | Stee] mill (La Consolidada)_.........!.....do ra : = 1, 500, 000 
r 487 | Balance unallotted __. babes do : : pees ‘ 23, 200. 000 
: 487-A | Irrigation and power, Falcon Dam do 7 : —w 12, 500, 000 
487-B | Irrigation dam : — ..do ; : : 1, 000, 000 
# 487-C ' Irrigation canal... -- a nee ies a 4 : pweeee 17, 500, 000 


ae 
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Loans and undisbursed commitments, Feb. 12, 1984-June 30, 19538—Continued 


Credit | 
No. 





Purpose or type of equipment 


MEY*ICO— continued 


Steel mill expansion (Altos Hornos) -- 


ae rehabilitation 

o 

Telecommunications 

Steel mill expansion (Hojalata y 
Lamina). 

Sulfur plant 


Mining: Manganese 
Sulfur plant 


Stee] mill expansion 


MOZAMPIQUE (PORTUGUESE 
EAST AFRICA) 


Railroad Construction: Materials 
and equipment. 


NETHERLANDS 
Materials and equipment, lend-lease 


termination. 
Goods and service, war reconstruc- 


NICARAGUA 


Agricultural and industrial products. 


Highway construction and agricul- 
tural] equipment. 

Highway construction 

Electric power, diesel 


NORWAY 


Agricultural and industrial equip- 
ment. 

Materials and services, war recon- 
struction. 


Telecommunication plant equipment. 


PANAMA 


Highway construction __..__. 

Hotel construction (El 
Hotel). 

Hotel finance 


PARAGUAY 


Highway construction 
Dollar exchange__-- 
Highway construction 


Electric power, hydro 
Zinc refining and hydropower 
Mining: Tungsten 


Obligor Net amount 


| Mexican Gulf Sulphur Co. and Mexican 
Sulphur Co. 

Cia. Minera Fernandez, 8. A 

Pan American Sulphur Co. and Gulf 
Sulphur Cia. de Mexico, 8. A. 

Oo} enon de F. Y. A. de Monterrey, 





Banco Nacional de Nicaragua 
Republic of Nicaragua 


Standard Telefonog Kabelfabrik A/S of 


Republic of Panama 
Hoteles Interamericanos, 8. A 


Republic of Panama 


ae’ “ate of Paraguay 


| Corp. Peruana del Santa, S. A 


Crero de Pasco Corp 
Fermin Malaga Santalla e Hijos Nego- 
ciancion Agricola y Minera. 





Loan 


Credit 
No. 


_. .. ab, ds £2 oe & & 
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ued Loans and undisbursed commitments, Feb. 12, 1934—J une 30, 1958—-Continued 
=~ oo _— _ - — _ | = —— ee —_ = ee a s er 
mount 7 ae | Purpose or type of equipment Obligor Net amount 
i 
SE ' etic hea ——|—— 
PHILIPPINE ISLANDS | | 
| | 
000. On 461 | Philippine mahogany development __| Dahican American Lumber Corp a $250, 000 
000, Oo 515 | Electric power, hydro... National Power Corp | 20, 000, 000 
000, 00x 538 | Small industrial development proj- | Philippine lending institutions | 5, 000, 000 
BOO, 00K | ee 
e Total. t : 25, 250, 000 
£43, 00 SSS 
POLAND | 
555, 00K yee 3 
64. Onn 122 | Cotton export._. Geo, H. McFadden & Bro 34, 000 
: 122-A Gaede ; do_...- 2, 000 
00, 00K 141 MG kee e : Polish cotton mills 167, 000 
212 | Cotton and copper export National Economic Bank } 3, 344, 000 
402 | Railroad and coal-mining equipment.| Republic of Poland 40, 000, 000 
21, ( ——— ae 
—— Total. .._._. piia®) ny ; is Ls 43, 547, 000 
PORTUGAL 7 
0, 00 219 | Railroad equipment Portuguese railways... sane 1, 271, 000 
: PUERTO RICO | 
317 | Sisal sack and cordage factory........| Puerto Rican Fiber Corp - . 450, 000 
10, OOK | 
SALVADOR, EL | 
0, 00K ; ’ 4 | 
, 303 | Highway construction _-. Republic of El Salvador... 1, 476, 600 
1, 000 | = 7 
3° 000 SAUDI ARABIA 
4 000 386 | Raw materials and equipment. Kingdom of Saudi Arabia. 10, 000, 000 
, | ‘ i 
- 482 | Public works... -_- Lobes ae 4, 768, 000 
Total. 14, 768, 000 
), 000 | j= o— . 
), 000 SPAIN | 
, 000 11 | Tobacco export | §. B. Smith & Co 673, 000 
, 000 241 | Cotton export | Banco Hispano Americano and Banco | 13, 008, 000 
| _ Espanol de Credito | 
, 000 513 do | Spanish Commercial Banks. - - .. | 11, 965, 000 
. 542 do | do | 12, 000, 000 
Total | 37, 646, 000 
000 ay aaa 
SWEDEN | 
000 ; } ; ; 
252 | Industrial and agricultural products Sveriges Riksbank 4,111,000 
000 446 | Aircraft Swedish Airlines 2, 155, 000 
| Total. - 6, 266, 000 
| N 
00 THAILAND 
504 | Cargo vessels___.. Kingdom of Thailand 1, 040, 000 
000 | TURKEY 
000 
37 Airport materials and equipment Turkish State Airways 2, 601, 000 
100 407-A | Railroad equipment | Republic of Turkey 5, 397, 000 
407-B | Electrical power, steam . Eti Bank 302, 000 
300 407-C do. | Sumer Bank... .- 615, 000 
407-D do... do 200, 000 
407-E | Railroad equipment ‘ Republic of Turkey | 2, 502, 000 
407-F | Mining: Coal | Eti Bank.__. 31, 000 
00 407-G | Chrome and copper concentrators do 648, 000 
00 407-H | Coal washer. --- : |. _.do 140, 000 
00 4 407-I | Electric power, steam. - -- | Sumer Bank 117, 000 
: 407-K | Ratilroad equipment | Republic of Turkey - - . 1, 131, 000 
00 407-L | Electric power, steam _. | Eti Bank.... 60, 000 
407-M | Mining: Copper do 112, 000 
407-N | Electrical equipment, paper mill | Sumer Bank 418, 000 
D0 { 407-O | Ship repair shops : | Republic of Turkey ‘ 431, 000 
0 ; 407-P | Mining: Coal Eti Bankfi 104, 000 
0 fy 407-Q | Railroad equipment. - - | Republic of Turkey 3, 713, 000 
: 407-R | Ship repair shops and drydock- . oaks sae 4, 250, 000 
; 407-8 | Railroad equipment. - ‘ Gti... 1, 000, 000 
0 é 407-T | Mining: Lignite Eti Bank 500, 000 
: i 435 | Ship reconversion Republic of Turkey 


Total _. werd - 
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No. 









498-D 
498-E 









498-H 
498-I 


498-J 
498-K 














331 
333 
345 
454 
492-A 
492-B 



















131 
263 























302 
430 
365’ A 
423 






441 





451 
469 















462-B 
474 
484 | 


































































































Credit 


498-A 
498-B 
498-C 


498-F | 
498-G 
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UNION OF SOUTH AFRICA 


paneer ey — and services. 
s do 


.do 


|-.--.do 


do.. 


-do0_. 
do. 


do 


do... 


Purpose or type of equipment 


do 


do 


do 
| Electric power, steam 


Total. 


URUGUAY 


Electric power, hydro 
Printing press- 

Highway construction _- 
Paper plant machinery - 


Railroad equipment_.- 


Total. 


VENEZUELA 


Loans and undisbursed commitments, Feb. 12, 1984—June 30, 1953—Continued 


Obligor 








Various mining com 


nies (malta?) -- 
West Rand Consoli 


ted Mines, Ltd-. 


..| Daggafontein Mines, Ltd. 
_.| Blyvooruitzicht Gcld Mining Co., Ltd_. -| 
| Western Reefs Exploration and Develop- 


ment Co., Ltd. 
Stilfontein Gold Mining Co., Ltd 


_.| Randfontein Estates Gold Mining Co_.__- 
Virginia Orange Free States Gold Mining 


Co., Ltd. 
| Vogelstruisbult Gold Mining Areas, Ltd 


Ltd. 
| Welkom Gold Mining Co., Ltd. _- 
President Steyn Gold Mining Co., Ltd_. 





| Electricity Supply Commission . 





| Republic of Uruguay. 
Talleres Graficos Sur, 8. A 
Republic of Uruguay 


| Industria Panelera U ruguaya, S.A 


Republic of Uruguay. 
doll 


| Luipaards Vlei Estate & Gold Mining Co., 


Net amount 






$28, 975, 000 
3, 376, 000 
7, 840, 000 
6, 810, 000 
9, 278, 000 


é 4, 362, 000 
221, 000 
027, 000 


222, 000 
511, 000 


179, 000 
178, 000 
600, 000 


| See se 2x 





112, 579, 000 








12, 000, 000 
. 79, 000 
2, 295, 000 
142, 000 
2, 538, 000 
321, 000 





17, 375, 000 


Printing press... 


Meat-packing plant 


Hote] construction - 


Agricultural machinery and equip- 


men . 


Housing development... 


Printing press 
Hotel construction - 


National Paper & Type Co 


| Ganadera Industrial Venezolana, os. 


Hotelera Venezolana, C. A 
Banco Agricola y Pecuario-_. 


Banco Obrero.___- 


John Griffiths Co., Ine 


33, 000 
, 000 
, 000 
, 000 


000 
14, 000 


Breakwater construction materi als, 
equipment and services. 


do 


Electric power: 
Diesel 
Steam 


Cement plant expansion 


| 


Hotel Tamanaco, C. A. 
8S & S Construction Co. 
C. A. 
do._... 


“de Venezuela, 


C. A. la Electricida de Caracas_. 
do-. 


. 000 
, 000 


, 000 
, 000 


, 000 
, 000 


Total 





Rehabilitation, 
ment and ser 
ferrous mines, 
industries 


Miscellaneous. ... 


Fountain pens 
Printing presses 
do 


Telecommunication equipment 


do 
Airport construction 


Industrial, agricultural, and miscel- 


laneous products 


Telecommun ication one ent 


Aircraft equipment 


Aircraft and equipment_-__. - 


Machine tools 
do 


Total 


YUGOSLAVIA 
materials, 


vice for coal and non 
and miscellaneous | 


MISCELLANEOUS—GENERAL 





MISCELLANEOUS LATIN AMERICA 





equip- | 


Narodna Banka, the 
Yugoslavia (these credits now listed | 


National Bank of 


under No. 484 only). 





ik U 


do 


Inc. 
do 


Amertool Services, Ine 
Machine Affiliates Trading Corp. 


Miscellaneous. 


. 8. Victor Fountain Pen Co. 
Duplex Printing Press Co.. 
i 


ao becace 
International Tel. & Tel Corp. - - 


Pan American Airports Corp wd 
Special Bank Export Credit Line. ' 


| International Tel. & Tel. Corp- 
| TACA Airways, 8. 






000 


55, 000, 000 





A.& TACA Agency, | 


osbassce | 


3, 000 
78, 000 


saul 108, 000 


| 10, 000, 000 
1, 500, 000 





| 6, 000, 000 


3, 665, 000 


| 1, 687, 000 


899, 000 


672, 000 
3, 387, 000 
1, 519, 000 


29, 518, 000 





suge 


mued 


amount 


8, 975, 0M 
5, 376, 00 


r R40. ty 


, 810. Non 
, 278, 000 


, 362, O0n 
, 221, OK 
, 027, Onn 


, 222, On 
511, 000 


DOO, OOK 
79, 000 
295, 000 
142. 000 
538. (MK 
521, 000 


75, 000 


33, OO 
OR, ON 
00, OOF 
00, 000 


99. 000 
14, 000 
38, OOK 
0, 000 


10, OOF 


2, 004 
2, O00 


000 


6, 000 


0, 000 


, 000 
000 
. 000 
, 000 
O00 
000 
000 


000 
000 


u00 
000 
000 


i 
j 


y 
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STATEMENT OF HAWTHORNE AREY, ASSISTANT DIRECTOR, 
EXPORT-IMPORT BANK—Resumed 


Mr. Arey. This statement, Senator, is a history of the operations 
and policies of the bank which we prepared for this committee at the 
suggestion of your staff. 

As you say, it is too long to read, but I think I might summarize some 
of the highlights that give the background of the present activities 
and policies of the bank. 

The activities of the bank have had for their purpose the facilitating 
of the trade of the United States. With only minor exceptions, all 
of the $4% billion that we have disbursed in loans at this time have 
been expended in the United States for United States products. 

The CuarrmMan. How much did you say? 

Mr. Arny. $4% billion. That has all been expended in the United 
States for United States products and services. 

The administration of the bank requires the constant consideration 
of such questions as what are the problems facing the foreign trade 
of the United States and how can the bank best assist in meeting those 
problems. Our varying activities have reflected the varying prob- 
lems and conditions that have faced the foreign trade of the United 
States over the almost 20 years in which the bank has operated. 

During the first few years of the bank’s operations our trade was 
faced with a very stiff competition increased by the desire of all 
countries to try to overcome the effects of the then worldwide de- 
pression. The many new devices that were creating difficulties had 
been introduced, such as forms of barter trade, artificial controls, 
both to stimulate their own trade and also to stop the flight of capital 
and so forth. 

The bank actually was organized as a result of the recognition of 
Russia, and was so announced. The purpose was broadly stated as 
it is today. An Executive order was issued creating the bank for 
this purpose—— 

The CuarrMan. The bank originally was organized to trade with 
Russia? 

Mr. Arpy. Yes, sir. 

The CHarrMan. When the United States recognized Russia? 

Mr. Arny. To assist the United States traders in that field which 
presented certain new problems to our type of trade. 

The CuarrMan. Was that because Russia had a trading organiza- 
tion here that did all of the trading for them exclusively? 

Mr. Arey. Yes, sir. 

The CHarrMan. We felt we ought to have some exclusive agency 
to trade with them? 

Mr. Arry. Not exactly. 1 think our traders were faced with a 
problem of possibly having to accept the paper of such a trading 
organization, and thought they might have to have some place to 
come for assistance in discounting that paper, and so forth. Such 
paper had no market. It was believed the bank might help them. 

Committees of the Bankers Association and various groups of 
exporters assisted in establishing policy. This was all more or less 
academic, however, because the Russians did not proceed with the 
discussions to settle the debts then owing from the previous govern- 
ments to the United States and to its citizens. The trustees of the 
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bank decided that the bank facilities would not be used until a satis. 
factory settlement had been reached. © For this reason, the assets of 
the bank were kept static for about a year and a half. 

In the meantime, the Republic of Cuba had approached the United 
States for some financial assistance to meet economic problems in 
Cuba. The specific thing they wanted was a loan to finance the 
purchase of some silver which would be minted in the United States 
at Philadelphia, and the seigniorage on that would be used in Cuba to 
pay overdue Government obligations and to undertake public works 
within the country. 

There was considerable discussion of this problem. It was finally 
decided that an instrument such as the Export-Import Bank should 
be set up, but rather than give the impression that we had not been 
sincere in taking steps to promulgate trade between Russia and the 
United States, as the recognition had provided, a second Export- 
Import Bank was created under that name. 

The second Export-Import Bank was established one month after 
the Export-[mport Bank was created, in March 1934. Both of these 
banks were managed by boards of trustees, which started out with 5 
members and was increased to about 11. The charter provided it 
could go as high as 15. 

Representatives of various departments, such as State, Department 
of Commerce, Treasury, Agriculture comprised it. I think the Tariff 
Commission at one time had someone on the Board. It varied from 
time to time. Reconstruction Finance has several on the Board be- 
cause funds were obtained by selling the preferred stock of the Export- 
Import Banks to the Reconstruction Finance Corporation. 

After about a year and a half, or in 1935, the Trustees decided it 
was useless to keep this one bank idle, and there was some confusion 
about the existence of the two banks, So the second Export-Import 
Bank of Washington was liquidated and all of its assets and commit- 
ments transferred to the Export-Import Bank, which has continued 
with various changes by the Congress in its setup since that time. 

During this first 18 months the second Export-Import Bank 
extended a number of credits. It extended several of the so-called 
coinage credits to Cuba, loaned money to purchase the silver to be 
minted, but there began to be a request by exporters for some assist- 
ance in meeting the competition abroad, so it was decided in 1934 or 
early 1935 that the second bank would expand its activities to assist 
in financing trade with all of the world, with the exception of Russia. 

The CHarrMan. What year was that? 

Mr. Arey. I think that was July of 1934 when it was decided that 
the second bank would cover that. 

The CuarrmMan. You mean, the first bank would finance exports to 
Russia and the second bank would finance exports to everybody else? 

Mr. Argy. ‘hat is right. That was in July 1934. Then in May 
of 1935 it was decided just to liquidate the second bank. 

During this period most of the applications came from our own ex- 
porters because we were clearly at that time in a buyer’s market. 
That is rather important in the history and, Senator, I think it is 
important to remember when it is said sometimes that the bank has 
departed from its original purposes, as has been said from time to 
time. 

The Cuarrman. You mean, originally the applications for loans 
came from our exporters in the United States? 
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Mr. Arzsy. Not by requirement. The first one was from Cuba. 
As a matter of fact, that was why the second bank was created. 

The CHatrrMaNn. I thought you just said that back—are you talking 
about the 1930’s now? 

Mr. Arny. Yes. 

The CHarRMAN. During the 1930’s, 1934, 1935, 1936-——— 

Mr. Argy. Up to 1939. 

The CuarrMan. Are you saying that most of the requests for loans 
came from the American exporters? 

Mr. Argy. That is correct, sir. 

The CuarrMan. To finance sales that they had previously made? 

Mr. Arey. Sales that they wanted to make. 

The CHatRMAN. Or could make, or had made? 

Mr. Arry. Yes, sir. 

The CHarrMAN. There were no requests particularly from foreign 
countries, or private enterprise in foreign countries? 

Mr. Argy. Not so many during that time. In 1938 there was a 
request from the Republic of Haiti, and at that time the bank 
extended the first of what has become popularly known as the 
development-type credit. 

The CHarrMAN. What was the project? 

Mr. Arey. This credit was for a series of public works to be carried 
out by a United States engineering firm. In fact, Senator, about 105, 
I think, different projects were carried out in Haiti under that pro- 
gram with this loan of $5 million, later increased by another half- 
million dollars. 

It included highways, port works, some telephone equipment, 
potable water systems, trails, some irrigation, and so forth. 

The CuarrMan. Has that loan since been paid in full? 

Mr. Arey. Yes, it has. 

I might point out that the development financed the opening up of 
parts of Haiti that had been inaccessible, one part to the other, 
previously. For example, there was not previously an all-weather 
road between the two main cities. 

We have made some loans since. There have been some sub- 
stantial investments of private capital, particularly in agriculture, 
since then. I think it is significant to note that over the period since 
those basic developments were accomplished Haitian exports to 
the United States have increased from $24 million annually, to more 
than $30 million annually. Its purchases and imports from the 
United States have increased from a figure of around $5 million 
annually to a figure of approximately $35 million annually. 

Going back to my statement that most of the requests came from 
the exporters during this time, I want to point out that when war 
started in Europe the picture changed considerably. In September 
of 1939 at the first meeting of the board following the start of war in 
Europe, it was announced by one of the officers of the bank that sev- 
eral exporters who had applications before us were no longer interested 
in having those applications pressed because they had plenty of places 
where they could sell the equipment for cash. The price of metal 
was going up. 

With respect to one of those applications we had a request from the 
foreign purchaser who advised that its bank would guaranty the 
credit in part if we would extend it. Im other words, we had gone 
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into a seller’s market and it was the buyer who started to ask us for 
the credit. 

The bank as originally established, and under the authority under 
which it was established, had a life of 2 years, which was extended by 
the Congress—— 


The CuarrmMan. Do you see any signs at the moment of a reversal 
of this trend? 

Mr. Arey. At the moment we are back in the buyer’s market. 

The Cuarrman. You think now the American exporters are in- 
terested in having you help them finance their export sales? 

Mr. Arey. We have many requests today. 

The Cu AIRMAN. You are getting many requests, more than you did 
6 months ago? 

Mr. Arzy. Yes, sir. It was principally last fall that it began to 
pick up 

The C HAIRMAN. We are now in a buyer’s market throughout the 
world as well as in the United States? 

Mr. Arey. That is right. 

The Cuarrman. We are back where we were in the 1930’s? 

Mr. Arey. There is some difference as to the conditions under which 
we are operating, but today there is competition again for our exporters. 

The Congress extended the life of the bank in 1935 for 2 years, and 
again in 1937. In 1939, after the start of the war, it will be recalled 
that after the division of Poland, Russia took over several of the 
neighboring countries and also attacked Finland. 

There was an appeal to the bank for credit to assist the Finnish 
Government to purchase quite a number of things, which were all of 
the civilian class of goods, equipment and some foodstuff, which, of 
course, had the effect of releasing to Finland any other funds it had 
to carry on its war activities. 

Previous to that, when the Congress had extended the bank for a 
term of 2 years, the war had started and there was some fear that we 
might become involved and violate the neutrality statute, and there 
had been placed a limit on the total of loans which it might have out- 
standing at any one time in the amount of $100 million. That was 
the first time that a statutory limit was placed upon the bank. 

Prior thereto the only limitation was the amount which the RFC 
would be prepared to make available through the purchase of pre- 
ferred stock. When the request from Finland was made the bank 
was practically at the limit of $100 million. 

Accordingly, there was some delay, but because it was near the end 
of the year—you recall the attack on Finland was in November or 
December of 1939—some of our commitments expired and we were 
able to authorize a credit of $10 million. 

In January there was a bill introduced in the Congress which would 
have directed the RFC or the bank to make additional loans to Fin- 
land. In committee, however—I think in this committee—there 
was some discussion—in the Foreign Affairs Committee, also—it was 
determined that the proper way to do it was not to legislate a loan to 
Finland but to increase our lending authority, and accordingly a bill 
to increase it from $100 million to $200 million was introduced. That 
was amended so that certain restrictions were placed on the bank, 
for example that not more than $20 million of the additional $100 
million could be loaned to any one country and that we could make no 
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loan to a government that was in default to the United States in 
May of 1934, which was the date of the so-called Johnson Act. We 
were also prevented from financing any arms, ammunition, or imple- 
ments of war, with the exception of aircraft which could be used for 
civilian purposes. 

We extended additional credit to Finland and some to Norway and 
Sweden. Most of these credits were not used because the German 
invasion of Norway, Denmark, and the Low Countries made it 
impossible, 

From that time on until the end of the war there was very little 
more credit extended in Europe. 

After the fall of France in June 1940-—— 

Senator Busu. Were those credits made to the governments in 
those countries? 

Mr. Arzy. Either to the governments or their central banks. | 
think the Swedish credit was to the bank and the others were author- 
ized to the Government during that period. 

With the fall of France the entire trade and economic picture in the 
Western Hemisphere greatly changed. Europe was cut off from all 
of the Western Hemisphere, not only as a market for the commodities 
of the countries of Central and South America, but also as a place in 
which they could continue to buy many of the implements that in 
the past they had bought in Europe. 

We could not begin to increase our purchases of all the agricultural 
commodities, for example, or many of the other things. We were 
taking as much as we needed at that time or could use, but the United 
States had suddenly become the only market in which they could buy. 

These problems, among others, were discussed at great length at 
the Conference of Foreign Ministers of the American Republics which 
met in Habana, Cuba, in the summer of 1940, at which time it was 
agreed that the countries would assist one another in the mutual 
defense of the hemisphere and would cooperate economically. 

After that conference a bill was introduced in the Congress to 
authorize the Reconstruction Finance Corporation to make available 
to the Export-Import Bank an additional $500 million to be used 
for the extension of loans to assist in the economic development and 
the orderly marketing of the products of the countries of the Western 
Hemisphere. 

The only change made in our act was the change to increase our 
lending authority “limit from $200 million to $700 million outstanding 
at any one time. It was thought then by the Congress, and has been 
consistently thought, that the language of our act which authorizes 
the bank to assist in financing and facilitating exports and imports 
between the United States and other countries was sufficiently broad 
to justify this type of loan, and our language was not changed. It 
was put in the Reconstruction Finance bill, that is, directing them to 
make the funds available to us, because that was the source of the 
bank’s funds in those days, and because the RFC had a bill before the 
Congress at that moment to establish certain war agencies, such as 
Metals Reserve, Rubber Reserve and others. That bill passed. 

Then we entered upon the period of lending in the Western Hemi- 
sphere which was further accentuated after Pearl Harbor and after 
the third meeting of the Ministers of the American Republics at Rio 
in January 1940. 
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One of the first types of credit that we extended was a series of lines 
of credit to the various leading and central banks of the countries of 
Central and South America in an attempt to offset pressures that were 
being put upon their own currencies because of the fear that dollars 
would be in short supply to obtain all of the things they had to buy 
in the single market—the United States. r 

A number of these credits were not used at all. They had the 
desired effect merely by being in existence, plus the fact that we were 
then transferring our economy to the manufacturer of war equipment 
so that there was a shortage of capital goods and other goods for 
civilian use. So many of these credits served the purpose of allaying 
fears and stabilizing exchange situations without being drawn upon 
Some of them were used to some extent. 

Senator Busse. To whom were they granted? 

Mr. Arey. Generally to the central banks. For example, there 
was one to Peru, to the central bank there. It was not used. There 
was one to Uruguay that was not used. Brazil used some. There 
was some to banks in Venezuela. 

Many credits were extended also during this period for develop- 
ment purposes. The first and most important feature at the time was 
the extension of credits which would assist in developing those 
resources that would aid the defense of the hemisphere and would 
make available to us the materials which we needed for our war 
industry. Normal sources of supply had been cut off and new 
sources had to be developed, not edly to replace those which were 
lost but also to take care of the expanding industry. 

One example of a loan to assist in meeting this problem is the case 


of loan for the Itabira development, the iron-ore development in 
Rrazil, which will be shown to the Senators in the motion picture this 
afternoon. ‘The ltabira iron-ore mines were owned by British groups. 
They were some 300 miles inland, but they offered a deposit of some 
of the richest ore of that type known in the world. 

The English steel industry had been cut off from Swedish ores. 
It was depending on what ores it could get out of Seat There 


was the danger of their being cut off from some ores in Africa. 

So we were first approached by people in our War Production Board, 
and at the instance of the British who had talked to them, to attempt 
to make this Brazilian ore available as insurance, so that England 
could continue to produce such steel as it was possible to produce 
under the war conditions. 

That would assist us because lend-lease had been undertaken at 
this time and we were trying to expand and produce as much as we 
could. 

It was finally arranged between the three governments that the 
British Government transfer title to the mines to Brazil, and we would 
make a loan to the Brazilian Government to purchase the equipment 
necessary to rehabilitate the railroad from these mines to the port. 
The real problem was one of transportation. There was a railroad 
that had been built many, many years before. It was in bankruptcy. 
We could not do very much about it because most of the stockholders 
were in various parts of Europe and some of them were in parts oc- 
cupied by the Germans. So the loan was made and a company was 
set up in Brazil, with the support of the Brazilian Government. It 
offered its stock to the Brazilian public. Some was bought, not too 
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much, by the public, but it is still available to private citizens in 
Brazil today. 

There were many delays so that actually no great quantity was made 
available during the war. Several ship loads of equipment that we 
financed were lost en route. 

But in the meantime, Africa was taken away from the Germans and 
then the ore problem was not quite so critical. 

[ might point out that in 1952 I believe Brazil earned about $23 
million of exchange for the ore shipped from these Itabira mines 
during that year, not all dollar exchange but a good part dollar ex- 
change. They are ahead in repayments on the schedule that was 
anticipated at the time this credit was set up. They have made the 
payments from proceeds of the sale of the ore. 

The rehabilitation was carried out by some engineering and con- 
struction firms from the United States. 

I should like to refer also to another loan made about the same time. 
It is one that is so often discussed. In May 1940 we were approached 
by the Brazilian Government with a request to consider a credit 
which would assist them in purchasing in the United States equip- 
ment, materials and services to build in Brazil an integrated steel 

lant. 
" A private steel company in the United States, one of the large ones, 
had been invited by the Brazilians to make a study of the possibilities 
of the steel plant. They had made it and had made recommendations 
as to feasibility and as to the location. 

This was a country with the iron ore, with the manganese and with 
the coal, although the coal was of somewhat poor quality, but needing 
only the importation of additional coal from the United States to 
build a steel industry. 

The Brazilian Government tried to interest United States private 
capital to go into this. There were no private United States groups 
prepared to go to Brazil and construct the plant. 

The Brazilians then set up a group of their private financiers and 
Government representatives who came to us with the plans made in 
the United States and requested assistance to finance the purchase of 
the United States equipment. The proposal was approved upon the 
ground that it would help Brazil develop a resource which she had 
and would develop in any event in time, that it would put United 
States equipment in there that it would help in the total defense of 
the hemisphere. 

The stock of the steel mill was offered in Brazil publicly. There is 
not a large proportion that is held privately, but there is a wide 
spread ownership of stock of this steel mill in Brazil. The Govern- 
ment underwrote the balance. 

We made a credit originally of $25 million, which was increased to 
$45 million. In addition, Brazilians invested the equivalent of $130 
million. The purchases of equipment and services in the United States 
exceeded by a substantial amount the amount that was loaned by the 
Export-Import Bank. This mill was designed to produce about 
300,000 tons annually. 

I might point out that information that we received in 1950 indi- 
cated that as a result of the building of this mill 28 new private indus- 
tries have been established in this area with private funds, which 
use steel from that plant, and that 56 others have been expanded. 
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Furthermore, exports of steel products from the United States have 
increased by about one-third. 

During this war period the bank continued under the management 
of a board of trustees of 11, but in 1939 by a reorganization act we 
were placed, along with all other lending agencies, under the Federal 
Loan Administrator. The first Chairman of the Board of the bank 
was the Honorable R. Walton Moore, who was counselor of the 
State Department for many years. He served until his death in 1941, 
Then Mr. Jesse Jones was Chairman. In 1943 the bank was placed 
in the group that made up the Foreign Economic Administration and 
Mr. Crowley became the Chairman. Mr. Jones remained on the 
Board as the then Secretary of Commerce. 

Mr. Warren Lee Pierson was President of the bank from 1936 
through 1945. 

During that war period we authorized a total of credits in Latin 
America of about $593 million. One hundred and eighty million 
dollars was canceled or expired because they were not used, either 
because they could not get the equipment, or the purpose for which 
they were authorized ceased to exist, or for other reasons. 

At the end of the war a bill was introduced in the Congress to 
mcrease the lending authority of the bank from $700 million to 
$3% billion. There was UNRRA during that period. There was also 
discussion of a British loan, but it was believed that much of the war 
reconstruction could be accomplished through assistance in the form 
of credits to the countries that were devastated. It was recognized 
that there would be a great demand upon the industries of the United 
States, and that our expanded capacity would benefit by supplying 
these needs. 

The bank’s lending authority was increased. One of the first 
things that took place after the increase, and this had been discussed 
with this committee in advance, was the taking over of three commit- 
ments that had been made by the United States under the lend-lease 
program to finance orders that had already been placed in the United 
States. Mr. Crowley, who was also running Lend-Lease, and the 
Congress, wanted Lend-Lease terminated at the cessation of hostilities. 

We therefore took over those commitments by extending loans, but 
they were loans made on terms that were more consistent with our 
policies than the terms on Lend-Lease than with usual bank operations. 
They were about 30-year credits, with a low rate of interest. 

Senator MaysBank. You were forced to take them? 

Mr. Arey. Yes, sir; it was so intended by the Congress, 

Senator MaygBank. Just like the RFC was forced to take over 
British loans? 

Mr. Arey. That is right. I might say that payments are being 
made on those loans and have been made promptly. 

Senator Maysank. But they were not in keeping with your loan 

olicy? 
7 Mr. Arey. Not generally. In addition, the bank extended credits 
to most of the countries of western Europe, with the exception of 
Britain, which received a special loan of $3,700 million. 

Senator Maysank. They got it direct from RFC? 

Mr. Arry. But the Congress also voted a large loan for Great 
Britain of $3,750 million which has been administered through the 
Treasury. 
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Senator MAyBaNK. You did not do that; the Congress did it? 

Mr. Arey. That is right, 

Senator MayBank. I just wanted to bring out the difference in the 
way you handled your business and what Congress told you to do. 

Mr. Arey. Thank you. At the same time the Congress passed 
the Bretton Woods Agreement Act and approved the subseription by 
the United States to the stock of the International Bank, The 
Congress provided in that act that there should be established the 
National Advisory Council, which Council should instruct the United 
States Director on the International Bank as to the manner in which 
he should vote in all matters. They were to make the decisions for 
him. 

Senator MayBank. For the record, who were to make the decisions? 

Mr. Arey. The National Advisory Council was to make the de- 
cisions for the United States Director on the International Bank. 

Senator Maysank. Who comprised the National Advisory Council? 

Mr. Arey. It was made up of the Secretary of the Treasury, as 
Chairman, the Secretary of State, the Secretary of Commerce, the 
Chairman of the Board of Governors of the Federal Reserve System, 
and the Chairman of the Export-Import Bank. Subsequently the 
Administrator of the ECA was added. 

The CuarrMan. The head of the Export-Import Bank is no longer 
a member as a result of Reorganization Plan No. 5? 

Mr. Arey. That is right. 

The CaarirMAN. So at the moment the National Advisory Council 
consists of the Secretary of the Treasury, the Secretary of State, the 
Secretary of Commerce, and the Chairman of the Board of Governors 
of the Federal Reserve System? 

Mr. Arey. And Mr. Stassen. 

The CuarrMan. He is officially a member? 

Mr. Arey. Yes, sir. 

The CuarrmMan. The Director of the Export-Import Bank is no 
longer a member? 

Mr. Argy. No, sir. 

The CuarrmMan. This Council was not only to instruct our Gov- 
ernor or delegate to the International Bank but likewise to make the 
policies of the Export-Import Bank? 

Mr. Arey. The act stated that the Council would coordinate the 
policies of the Export-Import Bank and those of the United States 
Director on the International Bank; not only the Export-Import 
Bank, but all agencies of the United States Government that had to 
do with any foreign financial or fiscal matter. 

The CuarrMan. That was a law passed by the Congress? The 
Council was set up by the Congress? 

Mr. Argy. Yes, sir. 

The Cuarrman. Reorganization Plan No. 5 set the other up. 

Mr, Argy. I am talking about the original act, wherein the power 
was given to coordinate. Matters of policy were considered by the 
National Advisory Council. After that time all matters in which the 
bank engaged were considered in that manner. 

During this postwar period the bank extended credits of about 
$1,800 million for the purpose of reconstruction in Europe. We made 
what we refer to as the emergency credits to begin with, credits, made 
to France, Belgium, Holland, and other countries so that they could 
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buy a great variety of items, not only items for the Government, but 
many items required by the civilian population and private business. 

There was even wheat included in the items financed in those early 
days, and a number of other consumable items, even though the credits 
were of longer term than normally would be granted for that type of 
commodity. In 1946 the bank was requested to extend an additional 
credit of this type to Greece because Greece was engaged then in a 
terrific struggle with the Communist ups within their country, 
supported by some of their neighbors. It was called to the attention 
of the bank by other departments that what happened in Greece at 
this time was very, very important internationally, both from a 
political and economic standpoint. 

The Directors of the bank studied that matter for a considerable 
time but decided that under the terms of our act, which provided that 
we should make loans offering reasonable assurance of repayment, 
that they could not, however important the international political 
issues involved, extend that credit at that time. They made that 
decision, and it was then decided that the Greek-Turkish aid legisla- 
tion—because Turkey was also having difficulties—would be sent to 
the Congress. 

About a year later it was decided that many of the things that it 
had been hoped could take place between the East and West, and 
that the attempts to reestablish the convertibility of many of these 
currencies, were not going to take place and that the Communist 
groups were doing everything they could to prevent them from tak- 
ing place. Then the recommendation was made that the United 
States enter into the European recovery program. 

At this time the bank took the position that since the Congress 
had placed the funds in another agency to meet these responsibilities 
in Europe and that it had taken this course, because of the difficult 
problems financially in Europe, the Export-Import Bank should not 
extend credit in the same area expect in some very unusual circum- 
stance. 

I would like to call attention to another type of credit that we 
established in Europe after the early period of emergency recon- 
struction, but before the start of the recovery program. 

I will use the credit to Italy as an example because it worked quite 
well there. A credit of $100 million was authorized in favor of the 
million was authorized in favor of the Italian Government, but it 
was agreed that the credit would be available to certain segments of 
Italian industry which would make a direct or indirect contribution 
to the export trade of the country and its ability to earn foreign ex- 
change with which to retire dollar loans. 

The individual credits were authorized in favor of particular com- 
panies, many of them private, and some of them mixed, public and 
private, industries. 

Senator BusH. What you have said prompts this question. In 
making loans, such as the Italian loan you mention, are these loans 
all made primarily with the thought that in some way directly or 
indirectly they will benefit the economy of the United States? Are 
they all put to that test? 

Mr. Arey. Yes, sir. 

Senator Busn. That test is always made, as to how it is going to 
affect the economy of the United States directly or indirectly; is that 
right? 
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Mr. Arey. Senator, may I answer that in this way: In the first 
place, the funds are made available to make purchases in the United 
States. In the second place, in order that we can make loans that 
will offer reasonable assurance of repayment we attempt to direct our 
lending to the sale of those things and the financing of those projects 
which will enable the other country to improve its dollar position. 
That not only enables them to make payments for the particular 
goods under this loan, but it puts them in a position to have a better 
trade with us. 

Senator Busy. May I ask another question along that line? I am 
looking at page 86 of your statement that was filed. It is in line with 
my other question. It speaks of a loan of $5 million to the Steep 
Rock Iron Mines of Ontario, Canada. It says: 

The development of these high-grade iron ore mines were started during the 
war with financial assistance from the Reconstruction Finance Corporation. The 
credit from the bank was conditioned upon the furnishing of additional equity 
capital by private interests. The development of the deposits will enable the 
company to export upward of 3 million tons of ore annually to the United States. 

When you make a loan of that kind, which will stimulate the pro- 
duction of goods for import into the United States, it is presumed 
that loan is made on the premise that we would welcome and need 
that type of imports in the United States; is that right? 

Mr. Arey. That is correct. Furthermore, at the same time it 
produces dollar exchange for the other country to continue to buy 
more things here. 

Senator Busu. The reason I asked that question is that one runs 
into the criticism sometimes—and I am sure you are not spared it— 
that we have a tendency to stimulate production of the countries 
which may compete in this country, which causes unemployment, 
disequilibrium, and that sort of thing. I think it is very important 
that these hearings should bring out the fact, if it is a fact, that the 
Export-Import Bank takes all those things into account in connection 
with its lending policy. 

Mr. Argy. Senator, we take all those things into consideration. 

The CHarrMan. You did not take them into consideration with 
respect to your loans to Europe, did you? I am speaking of the 
so-called rehabilitation loans to Europe. You did not take that 
into consideration, did you? 

Mr. Arey. I will say that we did not study each as a project-by- 
project thing in Europe. However, I think we can show that we 
did finance items required for reconstruction—— 

The Cuarrman. Any time you financed a plant in Europe to pro- 
duce heavy machinery or electrical machinery or anything else they 
certainly went into production and into competition throughout the 
world with American manufacturers, did they not? 

Mr. Arpy. Senator, yes, sir. 

The Cuarrman. You cannot deny that, and that is part and parcel 
of the whole plan, is it not? It cannot be avoided. If you are going 
to have the Export-Import Bank do what it has been doing, then it is 
inherent in the plan itself that you will create competition; is that not 
true? 

Is it good competition and is it in the best interests of the United 
States? That can be one question. But the fact remains you do 
create competition for American manufacturers; isn’t that correct? 

Mr. Arey. Yes, sir. 
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The Crarrman. The question is, is it a good thing or a bad thing, 
not whether or not you do it. You have loaned money to create 
competition for American manufacturers, and the question is, Is it a 
good thing or a bad thing? 

Mr. Arey. Senator, I am glad you brought that out because I want 
to point to the word that I used, that we took it into “consideration.” 
I will not deny that at certain times we have sold equipment and 
machinery. What we are attempting to do is to assist in developing 
a better and a greater United States trade. In those cases in which 
we can put United States equipment in the factories which do or will 
exist, it is to our great advantage to do so. 

The Cuarrman. The question of Senator Bush, I think, was pos- 
sibly not quite as complete as it might have been. You do loan money, 
have loaned money, and are loaning money to industry and to gov- 
ernmental projects who will be in direct competition with American 
industry? 

Mr. Arey. There is no doubt about it. 

The Cuarrman. There is no question about it? 

Mr. Arey. There is no doubt about it. 

The CuHarrmayn. Your point is, and the debatable question is, 
Is it in the best interest of the United States? We are not deciding 
that question here now. That is a matter to be debated later. Every- 
body has his opinion on it. You do put them in direct competition 
with American manufacturers. 

Senator Busu. Mr. Chairman, I am very glad you brought that 
point out. But in my questioning I had in mind a little bit more of 
the financing of raw materials development in foreign countries. | 
am particularly anxious to bring out the point, if it is a fact, that in 
that sort of loan, for that sort of development, the degree of welcome 
which those imports would receive in the United States is very care- 
fully considered by the bank, especially in connection with raw 
materials? 

Mr. Arey. Yes, sir. 

Senator Busn. It would seem to me that is one of the most useful 
functions of the bank, to stimulate the financing of developments 
which will help our raw material needs. If our forecasts—such as 
that of the Paley Commission—are correct, we are going to need to 
import a lot of raw materials in this country by 1975, on an increasing 
scale. 

That is what I wanted to make sure about, that vou take those 
things into account. I am glad the Senator brought in the question 
of the manufacturing enterprise. That is a little different than what 
I had in mind, but I think it is also very important. 

The Cuarrman. Let me ask, unless you want to proceed, about 
this. I would like to call to the attention of the Senators that starting 
at page 130 and continuing for many, many pages you will find a list 
of the loans that the Export-Import Bank has made since its beginning 
in February 1934 up to June 30, 1953. 

Senator Frear. They are the total loans that have been made. It 
does not show the repayments, however; is that true? 

Mr. Arey. I can show that. 

The CnarrMan. This does not include the repayments? 

Mr. Arry. No. I have a statement that can be put in the record, 
if you would like. 
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The @#atrMan. The pages in your statement here are the loans 
and the amount and do not show repayment? 

Mr. Arey. This does not show, for example— 

The CHarrMAN. It shows the purpose of the loan, to whom it was 
loaned, and the amount. It does not show the dates, and so forth? 

Mr. Arey. I might make this explanation. When you say to 
whom it is loaned, what we have given is the name of the obligor on 
the paper that we hold. In many cases we made these loans at the 
request of, and in our financing agreement was with, the United States 
exporter. But we end up by having the paper of the foreign pur- 
chaser. We may have had no dealings with that foreign purchaser 
at all. 

So this shows the party that is ultimately liable on the obligation. 
A few times you will find the name of a United States firm where they 
had guaranteed or we had recourse against them. 

Senator Busu. This almost always originates with the exporter 
who wants to do business down in that country; the country does not 
come here to borrow from you? 

Mr. Arny. Senator, | was pointing out earlier that in the period 
prior to the start of the war in Europe in 1939 most of the applications 
were from the exporter, because we were then in a buyer’s market. 
Between that time and this year, in fact, almost this fall, we were in a 
sellers’s market, and most of the approaches were from the buyers. 
There is a shift now to a buyer’s market. There are still buyers that 
want to get credit because they need long terms, or because they are 
short on dollars, or something of that sort where they want particular 
dollar goods. 

It has varied in our history. 

Senator Busu. Would you say in the last year or so most of your 
applications in number and weighted as to size are coming to you 
directly from foreign sources rather than from American exporters? 

Mr. Arry. No, in the last few months they are coming more from 
American exporters, because we are back in a buyer’s market. 

The CHarrMAN. I might say that before you came in Mr. Arey 
had testified that in the 1930’s—this bank was organized in 1934- 
the requests came primarily from American exporters because they 
were having trouble selling their goods. Then we went through the 
war period. Now it has reversed itself and we have a buyer’s market. 
The American exporter is having trouble and has competition all over 
the world. It is my opinion it will get more intense, and he is going 
to find competition keener than he ever did before in his entire history. 

Therefore, the exporters are now back asking for help more than 
they have since the 1930’s. 

Senator Frear. Would you like to hazard a guess on how much 
of the total loans that you have extended through the Export-Import 
Bank never left the United States? 

Mr. Arry. Most if not all of it came back eventually. During the 
period since the war I would not say that even as much as 10 percent left 
the United States; at least 90 percent was spent here in the first instance. 
During the war, in some cases, we purposely permitted funds to be 
used for local expenditures, for two reasons: First, there were certain 
projects, certain roads, in the particular areas that we wanted com- 
pleted as soon as possible, and secondly, we were able to provide 
dollar exchange to those countries for other items they might have to 
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have but which were not included in that particular project. By 
permitting some funds to be spent locally in the first instance we were 
supplying exchange at the same time that we were attempting to 
achieve a particular project. 

During that period I would say it might have gone as high as 25 
percent that was made available for expenditures abroad. 

Senator Frear. It would be safe to say that certainly more than 
half of it remains in the United States at all times? 

Mr. Arpy. Much more. When we make an exception it is because 
the expenditure of some part abroad is necessary in order to make 
the rest of the credit workable. One of our principal reasons, for 
limiting our loans to the amount required for purchases in the United 
States, in addition to wanting to sell United States goods, is that we 
do not want to encourage any country to incur dollar obligations for 
items which do not have to be paid for in dollars. 

Senator Frear. Isn’t it in the realm of thinking of the American 
people that we would like to continue to make machinery in this 
country and sell it to other countries? 

Mr. Arey. We certainly would. 

Senator Bennerr. When Mr. Edgerton was on the stand the other 
day I indicated an interest in the activities of the bank in the field 
of lead and zinc. On page 105 of your statement is a statement that 
in 1951 $72 million was allocated under certificates of essentiality, 
and the statement says, “This included zin¢ in Mexico.”’ 

But when I turned to your loan list, under the list of loans made to 
Mexico, there is no indication of any zine loans in Mexico. I would 
like to try and identify those loans and relate the two statements. 

Mr. Argy. What page is that? 

Senator Bennerr. The first is on page 105. 

Mr. Ary. You will note it states, “Loan authorizations by the 
bank under certificates of essentiality issued by the Defense Materials 
Procurement Agency with respect to minerals and by the Department 
of Agriculture for fibers totaled more than $72 million.”’ Those were 
not made with our funds. Those agencies had funds appropriated to 
them for this purpose. 

The bank was instructed to act only as the banking agent. They 
would transfer the funds to us and direct us to make this, that, or the 
other loan. I say “direct us.’’ When we objected to a loan on this, 
that, or the other basis, on reasons having to do with lack of equity 
investment, or we thought the project did not have a good chance of 
succeeding, we were expected to assist by pointing that out to the other. 

Senator Bennert. | am glad to have that straightened up. When 
Mr. Edgerton was before us he indicated you had recently been loaning 
money to finance the import of lead and zinc ores. I cannot find any 
reference in your index, at least, to that type of loan. 

Mr. Argy. There is a loan, I think, listed under Peru to the Cerro de 
Pasco Corp. 

Senator Bennetr. That was not for copper 

Mr. Arey. That was for a zine refinery, with a United States-owned 
company operating there. 

Senator Bennerr. Was that for a refinery? 

Mr. Argy. A smelter. 

Senator Bennerr. As I remember Mr. Edgerton’s testimony he 
indicated the bank had financed the importation of the ores because 
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the people importing them could not quite turn their stocks over fast 
enough. So the bank had permitted them more or less to stockpile 
their ores with its money. Do you know of any such loans? 

Mr. Arey. I would not say it was just that way, Senator. There 
was a question asked, as I recall, as to what we had done in the import 
field. We get very few requests for direct financing of imports because 
there is private capital available for that. The material is coming 
into this country. It is available as security. It is really just a 
domestic loan. 

But the General said, ‘‘What we have done, however, is assist in 
financing machinery and equipment which is used to produce and in- 
crease the supply of certain items that will become imports. Once 
we have helped in that production, the importation generally takes 
care of itself.” 

Senator Bennerr. I was a little surprised. I may have misunder- 
stood Mr. Edgerton, but I have the impression he answered me that 
the bank had done some financing on the importation of lead and zinc 
ores. 

Mr. Argy. We financed a smelter. 

Senator Bennett. I locate that now. It is $20,800,000 to Cerro 
de Pasco. 

Mr. Arny. There is a powerplant with it, also. 

Senator Bennerr. But you know of no specific loans that the bank 
has made with respect to the actual importation of the ores? 

Mr. Arey. No, sir. We have financed the equipment for the mines 
in some instances. ‘This is not one of them. In some instances we 
have made loans to develop ores when a contract had been entered 
into for the sale of those ores to the United States stockpile. On that 
part we were financing the equipment to produce the ores, and then 
they had a contract to sell the ores. That may have been something 
the General mentioned, Senator. He said, ‘To assist in getting ores 
in for stockpiling purposes.’”” We were financing equipment that 
would be used to produce ore. 

Senator Bennerr. You have straightened out a question in my 
mind. I assume your answer means that the bank has done no 
financing, import financing, on the ores themselves? 

Mr. Arny. I do not recall any, Senator Bennett. I think I would 
if there had been any. 

The CHarrMan. Mr. Arey, I find in going through this list of loans 
that the great bulk of them has been to governments or the govern- 
ments have guaranteed them; is that a correct statement? 

Mr. Arey. I asked the Accounting Department to give me the 
figures on that. You mentioned it the other day. If you are talking 
about the bulk— 

The CHarrMan. Yes. 

Mr. Arey. Well, our loans to the governments of West Europe 
would way overbalance that. 

In number of loans I might point this out: The number of loans to 
governments was 184. That includes—I say to governments as 
shown on there—quite a few that were made at the request of and 
only in negotiation with the United States exporter. He may have 
been selling to a government-owned railroad abroad. It is still listed 
as a government loan because that is the type of obligation. 

The CuatrMan. Do you try to get the government’s guarantee on 
private loans? 
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Mr. Arey. No, sir. There are some cases that we have it. But 
we try to avoid it wherever we can. 

The Cuarrman. You understand that the International Bank 
under its charter does not make a loan unless it is guaranteed by the 
government in which the loan is made? 

Mr. Arey. Yes. 

The Cuarrman. Thereby it immediately places the governments 
throughout the world in the loaning business or gives them some 
control in it. In other words, as far as I am concerned, it is very, 
very socialistic, because we have an International Bank that cannot 
make a loan unless the government in which the loan is made 
guarantees it. 

The International Bank, as you know, was founded at the Bretton 
Woods Conference. It was founded by a man by the name of White. 
who seems to have been the architect and author of it, who since has 
been shown to have had quite an affinity toward socialism and 
communism. 

The situation in the International Bank is that every loan they 
make is guaranteed by a government, thereby putting that govern- 
ment in business, making that government control the loan, regardless 
of whether the loan is made for highways, public improvements, or 
whether it is made to private industry. It does not make anv dif- 
ference for what purpose the loan is made, the International Bank 
under its charter must get the guarantee of the government. 

Frankly, I am not saying this to criticize the International Bank or 
to criticize the Export-Import Bank, I am looking for a new formula. 
To me, all that communism is is an attack upon the private enterprise 
system, or an attack upon the ownership of property. That is what 
socialism is. That is exactly what the Communists did when they 
took over Russia back in 1917. They took complete control of all 
the property and thereby everybody in Russia could only work for 
the Government because the Government owned all of the property, 
owned all the jobs, and controlled all the industry of that nation. 

We are fighting, supposedly, communism. We are trying to teach 
the people of the world that the private enterprise system, the owner- 
ship-property system, the capitalistic system, is better than the so- 
called Communist system, which is nothing more or less than the 
government owning all the property. 

I am looking for a formula whereby we can get away from 
governments controlling and owning these properties. 

I find in your loans, as I go through them, and we found it in Latin 
America when we made our trip, that in too many instances the loans 
were made either to the governments or the governments had a part 
in them. The governments were in there running things, dictating. 
We are eventually going to end up, in my opinion, if we continue this 
process of the International Bank making loans and you making loans, 

whereby these governments throughout the world control them, either 
directly or indirectly, that we ultimately will have lost the private 
enterprise system, the ownership of property system, the capitalistic 
system. 

I am looking for some formula, some plan to get away from it. I 
am not criticizing the bank. I want to say that so far we have found 
no basis of any irregularities in connection with the Export-Import 
Bank. We have found you have been very careful, and that, gen- 
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erally speaking, you have done a good job. As IJ say, I am not criticiz- 
ing you at all. 

One of the purposes of this study, as far as I am personally con- 
cerned, is to find some way of helping in doing the things that you 
have been doing. I will say this is true of the International Bank, 
likewise. 

I want it done in what I call the private enterprise way, keeping 
goverument as far away from it as we possibly can. If the banks are 
going to inject government into loans in every instance—and I think 
the record will show that you have done so—not intentionally, but it 
has worked out that way, and I know it is 100 percent true of the 
International Bank—then we are going to end up here eventually 
with government ownership or government control. We will have 
this thing we are fighting and talking about, spending all of our time 
and lives resisting, whether we want it or not. It will be upon us 
because we will gradually get it. Day by day we are putting govern- 
ment further into business. 

| want to ask this question: Was it necessary and is it necessary 
to the functioning of this bank in the future to inject government 
into it as much as you have in the past? Can we work out a formula, 
a plan, a policy here where we can assist, as we all want to do, foreign 
countries, assist our own exporters, assist our own importers, to work 
out a plan where we do it in what I call the private enterprise system, 
the private ownership of property, and get government out of it as 
far as it is humanly possible to do? 

I am looking for that formula. I want to be helpful, and that is, 
as far as | am concerned, the purpose of this unquiry and study. 

| want to say that on our trip to Latin America, some of your 
people went with us, and they were very, very helpful. We did not 
find the least irregularity in any respect in connection with anything 
you have done. I am not saying it is not there, but we did not find 
it or observe it. 

I will say the people in Latin America like the Export-Import 
Bank. They think it is a fine thing and they want it continued. 

But I also want to say, as I said down there to every government 
I talked to, that they themselves were injecting government too 
much into business. Every one of those governments down there is 
interested in becoming self-supporting in the production of foodstuff 
and manufacturing. They need and want more capital. They need 
more capital goods. They need more roads, more highways, more 
power. They have great capabilities down there, great potentialities 
They are intelligent people, wonderful people. They are on the 
march, 

It will be in the best interest of the United States, in my personal 
opinion, if they do become bigger producers, manufacture more and 
produce more. It will increase their standard of living. There is 
no question about it. They want to doit. They will tell you frankly 
they want to do it. Unfortunately, it is too mixed up in politics. 

We, through the International Bank and the Export-Import Bank, 
are further mixing it up in politics because we are doing business with 
the governments down there rather than with private enterprise. 

In their zeal and enthusiasm down there to get into the manufac- 
turmg business, which I hope they will do, because they can do it, 
I am fearful that they are going to end up with too much socialism. 
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With the governments owning too many private enterprises, the 
government having its nose in every business. 

As I say, I am looking fora formula. I do not want to see us defeat 
the very thing we are trying to do, which is to promote the private 
enterprise system and the capitalistic system and the ownership of 
property. 

That is all communism and socialism is. Losing your freedoms, 
losing individual freedoms, only comes when the government gets 
complete control of all the property. That is when you lose your 
freedom. The loss of freedom and the loss of the right to worship 
God as you see fit, loss of freedom of the press and all those things are 
byproducts of having lost all the property rights of the imdividual. 

hat is all communism is. 

I am looking for a formula here. I hope you gentlemen in this 
study, as we go along, will help us find a formula. There is no question 
in my mind but what we are going to have to give, and should give, 
considerable help to many countries, particularly the raw-material- 

roducing countries and the so-called Sothehansl countries. I do not 

now why we call them backward countries, but they are so designated. 

I think we ought to help them to increase their standard of living, 
to get into the production of many things. Maybe it is in the best 
interest of the United States to do it. But I do not think it is in the 
best interest of the United States for us and for they themselves to 
do it on what I call a socialistic basis, or a basis where the government 
is going to eventually end up owning and controlling all the property 
and business in the country. 

Is there not some better formula than we have been using? I wish 
you would give a lot of thought to that. I think the record definitely 
shows too much government in these loans. 

Let me say that I am not unmindful of the fact that you were 
directed by the Congress of the United States, as a result of the war, 
trying to increase the production of minerals, to inject the govern- 
ments into it. Iam not unmindful of that. I know that. I am not 
a criticizing you or personally criticizing the Export-Import 
3ank. 

I am anxious to see the other nations of the world build up their 
production, their supply of foodstuffs, and their standard of living, 
because I know it will be in the best interests of the United States. 
But I am not willing that they do it at our expense. I am certainly 
opposed to doing anything that is going to hurt the people of the 
United States. I will not be a party to it. 

By virtue of the same thinking, I would like to see a higher standard 
of living, more production, more manufacturing, the production of 
more things, better roads, better highways, better communications, 
more power, particularly in Latin American countries, which I think 
are so important. We should have their friendship and good will, 
stand together, North, South, and Central America. But I do not 
want to see us by virtue of our policies, the things that we do, end up 
in a socialistic manner, end up with the government owning all of the 
property or controlling all of the property, because if we do we defeat 
the very thing that we say we are opposed to at the moment. 

Mr. Arey. Senator, I can assure you we want to give you all the 
facts that we can that will help in trying to answer these things. 
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I would not be so presumptuous as to say that I could answer that 
statement. I would like to make a few observations. 

The CoarrmMan. I wish you would. You are the Assistant Director? 

Mr. Arny. I have been with the bank since 1938. 

The CuarrMan. I thought you went with the bank in 1934? 

Mr. Arey. No, sir. 

The CHAIRMAN. Since 1938? 

Mr. Arny. Yes, sir. 

The CHarrMan. I again want to say that so far we know of no 
irregularities in connection with the bank. We found none on our 
trip to Latin America, and I am not personally criticizing you or the 
bank, but I certainly am looking for a formula that will keep us away 
from what J am fearful is eventually going to be socialism or commu- 
nism. Jt automatically arrives when a given government gets control 
of not necessarily all of the property, but a great majority of the 
property ip a country, when it gets control of certain industries in that 
country, where the government is the only employer. Then you have 
the equivalent of socialism and communism. 

Mr. Ary. What I would like to state are some general things and 
not just to argue about the particular cases. 

The CuarrMan. I just wart you to help us, if you can. Maybe we 
need new legislation. Maybe we need a new policy. I just want you 
to give some thought to it. 

Mr. Arry. Maybe I can make these statements on it. Of these 
loans that are listed, 184 of them are to governments; 144 are to 
private industry. 

The CuarrMan. Does a government have any part in that 144? 

Mr. Arry. No, sir. 

The CaarrMan. We found in Latin America a number of instances— 
it may well be with the International Bank, I do not know, as I do not 
have my record here—that the government would own a part of it, 
private industry would own a part of it and you would finance the 
balance. For instance, that is true of a big steel mill in Brazil. The 
charter of that organization says that the President of Brazil shall 
name the president of the steel mill. 

Is that an International Bank loan or an Export-Import Bank loan? 

Mr. Arny. That is one of our loans. There are 102 loans which 
are to private or mixed public and private companies where there is a 
guaranty. Then there are 47 loans in this list that are to banks. 
Some of those are the central banks. 

I would like to point out certain things. There are listed among 
these loans to governments, as I stated ang in this 184, many in 
which we hold the paper of government-owned foreign raliroads, 
which we bought from our suppliers. This is about the only country 
in the world, I guess, where most of the railroads are not owned by 
the governments. And our exporters, if they do not sell to the 
government-owned railroads, do not sell railway equipment. 

We have a lot of loans like that. We have government guaranties, 
Senator, in many cases because today, however wealthy a man may 
be in his own country, unless he gets the guaranty of the central 
bank or someone else to furnish him the dollar exchange when the 
time comes, he cannot pay the loan. It is an unfortunate thing that 
that has been necessary. 
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Many of the loans, such as for highways, port works, things of that 
sort, would most naturally go to the governments. 

The Cuarrman. We know highways, schools, sewers, streets are the 
responsibility of government. We have established that in the U nited 
States, and any loans you make for that purpose would be made to 
government and that government would guarantee them. Nobody 
is objecting to that. 

Mr. Arey. In our discussions with private groups, many times they 
say, “If you will help finance these basic roads and other ‘things, then 
we can go in, but until those are provided we cannot make our invest- 
ment.’ 

I am not saying this as an excuse for an answer because you have to 
wrestle with each case as it comes along. It is true that in the steel 
mills in Chile and Brazil there is government participation to a great 
extent. I will say, however, that in the Chilean case 51 percent of 
the common stock is privately owned, and I think the law so provides. 
Maybe they will change the law. 

In the Mexican setup, 70 percent was privately owned at the time 
of our loan and one of our own United States companies had the 
management contract. 

In Brazil, that was one of the first times the Brazilians invested in 
industry; that has not been the pattern and the custom. Some 
assistance to a country that has such possibilities to encourage its 
people to start investing, we felt at the time, plus the war exigencies, 
was of great value. 

It has been traditional that their funds have gone into land rather 
than into industry, as we have been accustomed to do in this country. 
I just point out a few of these problems that we are wrestling with. 

The Cratrman. I understand and I see the problem. The bigger 
the problem the more thought you must give to it. I have always 
had a great belief and feeling that if you think about a thing hard 
enought, long enough and intelligently ‘enough you will find a way to 
solve it. 

Mr. Arey. The majority of loans we have made in more recent 
years I think have been private. That is partly because the Inter- 
national Bank is taking care of some of these basic facilities. We have 
made 2 in Brazil in the last few years, 2 large loans to the American 
& Foreign Power Co., in which there were no . Government guaranties, 
to expand privately owned facilities that United States private enter- 
prise was interested in. 

The American & Foreign Power Co. has sold stock in Brazil and 
encouraged people to invest. That was one of the first instances of 
a company with a lot of United States capital successfully floating 
big issues in the foreign country. They could not have done it if 
we had not stepped in and helped. 

I just say that when you look at that list you sometimes notice 
that the obligor is a government because we had to get somebody as a 
guarantor of exchange, but 144 of the loans in that list were to private 
companies without any guaranties. 

The CHarrMan. Wherever we went on our Latin American trip 
we were preaching the private enterprise system as being the best 


kind and type of svstem for developing their respective countries, 
which I am sure it is. 
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Our country was built, as we well know, 100 years ago by foreign 
capital. But it was private capital that came in and invested in 
private industry here, and there was no European government or 
American government involved. 

Maybe private capital has lost its courage. Idonotknow. Maybe 
we should not criticize private capital. But now, of course, we have 
these countries that need outside capital, as this country needed it 
100 years ago. We hope they will create atmospheres down there that 
will encourage the investment of private capital from the United 
States. To get private capital, of course, they must create an atmos- 
phere down there that will encourage private capital, that will permit 
it to grow and expand and to make a profit. I believe they will. 
[ know they would like to and my observation was that they are all 
working to that end. 

They are having some troubles and problems. Then we come along 
with the International Bank and the Export-Import Bank, particu- 
larly the International Bank, and say, ‘‘We won't make you a loan 
unless the Government guarantees it.’’ I don’t know if the Export- 
Import Bank says that, but you do that. 

So I am looking for a formula that will get as far away from it as 
we possibly can, and yet at the same time furnish sufficient capital to 
build up these countries that need to be built up, and will be built up, 
because I am certain it would be in the best interests of the United 
States. 

Mr. Arry. I might give just one example. We try to avoid it 
wherever we can. We have made loans to our exporters in the past 
to finance railway equipment for railways in Brazil. I know of only 
one road in Brazil that is privately owned and it is an excellent one. 

The CuarrMan. I think the Brazilian Government owns every one 
except one. 

Mr. Arny. The Paulista Railway is one of the best. 

Mr. CuarrMan. I met the president of Brazil and had a long talk 
with him. 

Mr. Ary. We have never asked for a guaranty on any credit that 
we have extended for the Paulista Railway. We never do it if we 
can avoid it. 

The CuarrMAN. We cannot dictate and tell these foreign govern- 
ments that they cannot own railroads and public utilities, can’t do 
this and can’t do something else, because they are sovereign nations. 

Mr. Arny. And we do not want to throw away the markets. 

The CHarrMAN. We do not want to tell them what they should do 
or should not do. But I think we ought to practice what we preach. 
We ought to practice that which we know will give the people and the 
country more prosperity and a higher standard of living. We ought 
not to go into another country and do something that we would not 
do at home, 

At home we would not think of taking the taxpaver’s money and 
loaning it to somebody out here to start a steel mill, or start some 
other type of mill. Yet we do, through the International Bank and 
through the Export-Import Bank, that very thing in foreign countries, 
in Many instances. 

If it is not any good in the United States it is not any good in a 
foreign country and, in my opinion, we should not do it. My personal 
opinion is that if we want to do it, make up our minds to do it, and will 
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do it, we can find a way to help through private investment of private 
capital and through the Export-Import Bank. That we can do all 
these things through private enterprise in all these countries that we 
have been in and should go into in the future. 

Mr. Arey. Senator, there is one thing that is impossible to put into 
a public record, and that is—which might point up our full agree- 
ment—we cannot tell you here the number of cases that we have 
turned down, and many times on the very grounds that you are 
speaking about. 

The CuarrMan. It was not an easy problem for you during the 
1930’s and the world depression. From that time up until now it has 
been a war period. Times have been unusual. We recognize that. 

As you say, during the 1930’s the exporters of the United States 
wanted your help because they were having trouble selling. Then 
there was that period in which they did not need help and a every- 
thing for cash, but now they are back because they are getting a lot 
of competition. 

We found on the Latin American trip that the European manu- 
facturers are there in a big way. If there is no war, and I hope there 
will not be a war, in the next 25 years, 50 years, 100 years, or 500 
years, world competition is going to really be keen. It is really going 
to take good businessmen and good salesmen and good policies on the 
part of the United States if we are to maintain our world market. 

Mr. Arey. That is right. 

The CuarrmMan. We found in every country that we went into in 
Latin America that the European countries are in there at the moment 
offering goods at prices less than the American goods and at much 
longer terms. 

Mr. Arny. Everything we finance is going to be put into use in 
the other country and, as you stated before, in some ways and in 
uses that will be the same use that it is engaged in in this country. 
We have a feeling it is not a static situation, that these economies are 
growing and growing and that the more they grow the greater the 
market. There might be some changes in it. 

I think our experience with our neighbor, Canada, is one of the best 
examples of how our trade grows with a country even when they go 
into building some of the same things we do. 

The CuHatrMAn. Do you have any questions, Senator Bennett? 
Senator Maybank? Do you have anything further you want to 
say, Mr. Arey? 

I do not think we have time to call any further witnesses this 
morning. 

Mr. Arey. I might run over briefly just a little of our policies, 
which might be of interest. 

The CuarrMan. We would be delighted. 

Mr. Arny. As I stated originally, we are faced constantly with 
the question of what is the problem that faces the United States. It 
certainly is not a lack of desire on the part of the world to have our 
goods. The problem of course is their ability to earn United States 
dollars to buy all the things they would like to have. 

We are biessed with so many things that we do not have to buy, 
which is not true of other countries. Some of these countries that 
are able to give such assistance to their exporters and give it so readily 
bave the problem to sell enough to earn other exchanges to buy all 
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the things they need. In other words, it is quite the opposite to ours, 
to a certain extent. 

Our problem is to get paid for what we sell, and as I say, rather 
than try to sell enough to earn a lot of foreign currencies. It makes 
a great difference in the countries of some of our competitors where it 
is said that they are so easy in giving credit to their exporters, on very 
easy terms. 

We do not want to extend credit that will not be repaid. If we do, 
we are merely encouraging installment buying, which is going to put 
our customers out of business and put us out of business. Accord- 
ingly, we have tried to follow a policy of being selective in what we 
will finance, not by making general rules because it varies in every 
country and it varies from time to time, but by making decisions 
depending upon the economic situation of the foreign country at the 
time of the request. 

An implement might serve a useful purpose in the other country 
and assist in developing its economy so that that implement will not 
only pay for itself but will create more dollars. In one country that 
might be very useful and in another country it might be a luxury. 

We have to, therefore, in every application take into consideration 
what the effect of this will be in the other country. Senator, that 
does not mean that we are not interested and do not believe that all 
of the consumer goods, durables, that make for our high standard of 
living should not find markets. What we are trying to do is finance 
the things that will make it possible for our customers to buy those 
other items. 

If I may use a very homely example, take an individual in the 
community, if we decide he can have so much credit, and he is a 
carpenter, we will lend him the money for the tools so that he can 
go to work and then buy a lot of things. If we use up all his credit to 
give him a fine television set, he is out of business and so are we. 

On that basis, we have tried, as I say, to follow a selective policy. 
We have questioned whether the United States Government should 
just say, “If you can write orders we will finance them.’”’ We have 
required that the exporter participate in carrying some of it. He 
should not bring all of his business to us. 

On that basis, we have made loans to the exporters, that is, by 
agreeing with them to take over part of the paper when they make the 
sale. Sometimes we make the loan to the buyer. 

[ personally do not think it makes too great a difference except that 
making it to the exporter we do get some participation. Let us take 
the case of the American foreign power subsidiaries. If we had tried 
to deal with every exporter in the United States who was going to sell 
something to them, it would have been endless. By making the loan 
to them, they can buy everything, even if it included 1 keg of nails, 
and handle it and move it properly. Actually, that is about the only 
distinction in many ways between the so-called development loan and 
the so-called exporter-type loan. 

I think I have already spoken on the question of the imports, that 
we are not called upon very much directly to finance imports. But 
we have attempted to assist in their development, where there would 
be imports that would serve and be for the best interests of the 
United States. 
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We have had a private capital participation division, not a large 
division, but 1, 2, or 3 men in the bank who spend their time keeping 
in touch with the banks and investment groups, trying to examine 
every credit to see if there is a way it can be done with private capital 
instead of public funds. 

We have tried to adjust the terms of our loans to the needs of the 
particular item that was being sold. We have tried to get terms com- 
parable to those which a purchaser in the United States might require 
if he were going to borrow the money to buy the particular item. 

We have made it a policy not to authorize a loan and then disburse 
the funds in a lump sum, but rather to disburse the funds from time 
to time—this has always been our policy—as the equipment was 
purchased, to reimburse the borrower. That is the best control we 
have—that the credit will be used for the particular purpose for which 
it was extended. 

| do not know if you are interested, but I think it might. be interest- 
ing to get into the record that since February 12, 1934, we have au- 
thorized a total of $6,480 million of loans. Of this amount $1,200 
million was not used for various reasons. Many times, for example, 
during the thirties, Senator, exporters would get a commitment from 
us and then they would not get the business. They would lose it to 
a competitor and those credits would be cancelled. There are many 
others. Some of the war authorized projects were never carried out, 
because before they could get the equipment the purpose for which 
it was authorized had passed. 

We have actually disbursed in loans, as I stated before, about $4 
billion. Of that amount, $1,700 million has been repaid, that is, to 
the end of December. 

The aggregate of loans that we have outstanding at the moment is 
$2,800 million. We have undisbursed commitments of $519 million. 

I am also pleased to tell the Congress we have operated at a profit. 
In the calendar year just ended we had a profit of $54 million after 
we paid our operating expenses and interest to the Treasury. 

Senator Maysank. What interest did you pay the Treasury? 

Mr, Argy. It varies according to the cost of money to them. They 
charge us the cost. 

Senator MayBank. I understand that it runs between 1% and 2 
percent. 

Mr. Arey. It has been as low as 1 and it has been up to 2\ percent. 

Senator MayBank. How much is the interest rate on your loans? 

Mr. Arey. It has varied over the years, up to as high as 6 and down 
to as low as 2%. 

Senator Maysank. How much of that $54 million is interest? 

Mr. Arey. It all comes from earnings from interest. 

Senator Maypank. You do not have other income? 

Mr. Arey. No, sir. 

Senator Mayspanx. The $54 million is the difference between what 
you pay the Treasury and what you collect from the borrower? 

Mr. Argy. Yes, sir. 

The CuarrMan. Is that less the expenses? 

Mr. Arvy. That is the profit after we have paid our expenses, We 
get an appropriation in this way, that we are authorized to spend out of 
our own funds X amount. 
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Senator Maysank. But that comes from your profit? 

Mr. Arey. Before profit. 

Senator Maysank. I meant that you took your expenses out before 
the $54 million? 

Mr. Argy. That is right. 

The CuarrMan. The $54 million is after expenses? 

Mr. Argy. Yes, after expenses and interest paid to the Treasury. 

Senator MayBanx. The Appropriations Committee gives you cer- 
tain legal latitude as to what to spend in connection with your fiscal 
affairs? 

Mr. Arwy. That is correct. 

Senator Bennert. Mr. Chairman, this arithmetic went by too fast, 
You had authorization of $6.8 billion; $2 billion was not used. So 
that reduces your commitments to $5.6 billion. You have collected 
$1.7 billion. That reduces the uncollected amount to $3.9 billion, 
and you have outstanding $2.8 billion. 

Mr. Argy. $2.8 billion outstanding, and undisbursed commitments 
of $519 million. 

Senator Bennetr. Take $2.8 billion and add the $500 million 

Mr. Arry. The first figure was $6.480 billion. 

Senator Bennert. I had $6.8 billion. 

Mr. Argy. No, $6 billion 480 million. 

Senator Bennetr. Have you charged off any losses? 

Mr. Argy. Yes, sir. 

Senator Bennetr. How much? 

Mr. Arey. We have in default $216,000 and we have previously 
charged off $279,000, which is approximately $500,000. That is just 
a fraction over one one-hundredth of 1 percent. 

Senator Bennerr. You say you have now in default and in re- 
serve 

Mr. Argy. Yes, about $500,000. 

Senator BenNnetr. $216,000. The balance you have actually 
charged off and forgotten? 

Mr. Arey. $216,000 in default and reserve, and $279,000 charged 
off. I want to make this comment in connection with that, Senator, 
so that we do not mislead you at all. We have some delinquent pay- 
ments, which have been made public, so I am not saying anything for 
the record I should not, that are in default from the Nationalist 
Government of China. 

Over the years we loaned to that government some $270 million. 
Today there is only around $30 million-some still outstanding. They 
are paying on some of those loans. In fact, they completed payment 
on one just last June. Some of the others are in default. We have 
not written those off as yet. We think there is a possibility of working 
those out. 

[ want to add that out of our profits we have established reserves 
tnd today have reserves of $324 million. 

Senator BenNetrr. Against which you now have a potential loss of 
$216,000? 

Mr. Argy. No; that has been reserved. It has not been written 
off but has been reserved. 

Senator Benner. $216,000? 

Mr. Arny. That is right. 
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Senator Bennett. I am confused by your statement that you have 
sums in default and in reserve, and then you turn around and talk 
about reserves. The $216,000 is now in default? 

Mr. Arey. I might have to call on the Assistant Treasurer. We 
have taken out of the general reserve for future losses and set up 
against that X amount, the amount of that default; is that correct? 


STATEMENT OF ARTHUR ANDERSON, ASSISTANT TREASURER, 
EXPORT-IMPORT BANK 


Mr. Anperson. The $216,000 is reserve. It has been taken out of 
reserve and set aside. So the net reserve that Mr. Arey talks about is 
an excess of the reserve of 

Senator Bennett. You have a general reserve of X million dollars? 

Mr. Arry. $324 million. 

Senator Bennetr. And you have a special reserve of $216,000 
which you have set up against the loans that are now in default? 

Mr. Anprerson. Yes. There will be some recovery in that $216,000. 

Mr. Arry. That is one reason we have not written it off. We get 
a little bit in now and then. We hope to work those out. 

Senator Bennett. I was confused by the phrase, “in default and 
reserve,” and then you come back again and start to talk about 
reserves. 

The Cuarrman. Will you turn to page 104? I notice you have 
loaned France $1,399,000,000. 

Mr. Arey. That is right. 

The CuarrmMan. How much of that has been repaid? 

Mr. Arey. The first loan 

The CHarrMAN. Just give me the total amount repaid. 

Mr. Arey. Repayments have amounted to $336,186,000. 

The Cuarrman. You mean, they have repaid $336 million out of 
$1,399 million? 

Mr. Arey. Yes. 

The CHatRMAN. Out of a total of $1,399 million. Did France 
repay that or did some of the subdivisions of the United States 
Government repay that? 

Mr. Arey. Senator, we got the money from France. 

The Cuarrman. I do not mean that the way you think I do. 
Was this a settlement of 

Mr. Arry. It came from France. 

The Cuatrman. When did you make your last loan to France? 
I am sorry you did not date these loans. 

Mr. Arey. The first one was for $550 million, which was a lend- 
lease termination loan. 

The Caarrman. What do you mean by “lend-lease termination 
loan’”’? 

Mr. Arey. At the time of the increase of the bank’s lending au- 
thority in 1945, it was stated in the Congress that lend-lease would be 
stopped but that certain purchases in this country had been 
approved—they were purchases of civilian goods—and that a loan 
should be made to the country on terms similar to lend-lease terms 
to permit the country to go ahead with those purchases. 

The CaarrmMan. Purchases that France had made in the United 
States? We gave them both the money and goods? 
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Mr. Argy. We were going to give it. to them under lend-lease, 
As the Senator pointed out, the Congress directed that. 

The CuHarrRMAN. This was something directed by Congress? 

Mr. Argy. The next one was of the type discussed in the Congress, 
$650 million in May of 1946 for purchases in the United States for war 
rehabilitation. 

The CuarrMAN. What are the terms on those loans? How much 
are they supposed to pay back each year? 

Mr. Arey. The lend-lease term is 30 years. They pay back in 
semiannual installments, and they started paying back in 1947. 

The Cuarrman. Are they in default at the moment? 

Mr. Arey. No, sir. They are not in default. 

The CuarrMAN. They are right up to the minute? 

Mr. Arey. Yes, sir. The second one of $650 million was a 20-year 
loan, as were all of the emergenc, y reconstruction loans, and payments 
started on January 1, 1952. There have only been three payments. 
They have paid $49 million on that one. 

Senator Maysank. Are they all up to date? 

Mr. Arey. Yes, sir. The next was a loan made in 1952, which was 
really an advance to France to permit them to make purchases in the 
United States, an advance which was secured by contracts which our 
military had placed. We advanced the funds. They were producing 
some military items. As those were delivered, the funds have been 
paid over to us. That is just about paid out. 

Then there was a cotton credit in May of 1952. They received a 
$45 million credit. They drew only about $26 million of that. They 
have started to pay back on that. It was 18-month credit. It is not 
due yet. They drew it down about 12 months ago. 

This past summer we made another advance, secured by contracts 
which our Defense Department had placed. We have done that 
several times over the history of the bank, Senator. Where one of 
our departments that is using appropriated funds is unable to make 
advances, we have made loans secured by those commitments where 
some purpose would be accomplished. 

The CuarrmMan. What did France do with the material they secured 
under these loans? 

Mr. Arey. Under the lend-lease and war reconstruction loans we 
have listed everything that was purchased. We have a record of that. 

The Cuarrman. The Government took possession. What did they 
do with it? 

Mr. Argy. They sold it to their people. The Government furnished 
the dollars either to their people so their people could buy, or the 
Government bought. Many times it just went into their exchange, 
which they made available to their people who wanted to make 
purchases. 

The CuarrMan. These were materials to be used in private industry? 

Mr. Argy. Many of them. There was all sorts of equipment to 
get their industry going after the war and to rehabilitate their economy, 
harbor works, roads, all sorts of things—equipment to do that. 

The Cuarrman. This is in addition to the Marshall plan aid? 

Mr. Arny. That was before that. 

The CHarrman. In other words, what we did was to give Franee 
$1.4 billion to buy goods in the United States and they in turn have 
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either given them away or sold them, but whichever way it was 
handled it was socialistic, unless it went for highway construction or 
something like that? 

Mr. Arey. I am inclined to think that in most of those countries 
immediatcly after the war it just went into their exchange funds so 


that it was made available to their own people who had to get dollars 
to make the purchase. 


The Cuarrman. I would like to place in the record at this time a 
statement by Mr. Lewis N. Dembitz, of the Division of International 
Finance of the Federal Reserve Board, on the Adequacy of Import 
Financing Facilities. 

(The material referred to follows:) 


ApEQuacy OF Import FINANCING FACILITIES 


By Lewis N. Dembitz, Assistant Director, Division of International Finance, 
Federal Reserve System ! 


The institutions that now play the largest role in import financing in the United 
States are the commercial banks. Many small- and medium-sized importers feel 
that bank credit facilities have been inadequate, in the sense that import proposi- 
tions that they considered safe and profitable have had to be declined because of 
financing problems. 

However, it is not clear that United States banks could feasibly liberalize their 
credit policies to any great extent, except over a long period of time, because even 
where a bank is already engaged in foreign trade financing, it would have to de- 
velop additional specialized organization and knowledge if it wanted to extend 
credit more liberally without assuming undue risks. 

An importer may also be able to obtain credit from nonbank sources, especially 
from factoring firms or from the foreign exporter. Factoring firms appear to 
exist, at least in New York City, with fairly substantial resources available for 
import financing. The rates charged by these firms are of course higher than 
those of the banks. 

The development of export credit insurance arrangements under the sponsor- 
ship of European governments has enabled many European exporters to extend 
more liberal credits. The British Export Credits Guarantee Department, in 
particular, has pioneered in finding ways by which it can help exporters to extend 
special credit facilities. The question may be raised as to whether there are ways 
in which these organizations could go still further in this direction. 

Apart from the problem of an importer in obtaining credit to finance his deal- 
ings, he also needs institutional facilities for the issuing of letters of credit, making 
of foreign exchange remittances and the like. It appears that these facilities are 
amply provided by the banking system in this country. 

In addition, many banks perform an important and valuable function -in pro- 
viding a propspective importer with information and advice on problems of 
international trade. If there were some way of distributing more widely the 
kind of helpful advice and encouragement that some banks have been giving, this 
might lead to more imports. 

It would appear that the problem of financing imports into the United States 
may be divided into two main parts: 

(1) The providing of institutional facilities for the issuing of letters of credit, 
making of foreign exchange remittances, et cetera, that are necessary in connec- 
tion with the financing of imports. Often the institutions offering these services 
would also be prepared to supply information and advice on various problems 
connected with import business. 

(2) The extending of credit to the importer—that is, the problem of an importer 
in obtaining money or credit, in addition to his own available cash, to finance his 
import commitments. 

The present note will deal primarily with the financing of the prospective 
importer in the United States. It will not go into the problem of a foreign ex- 
porter in obtaining credit to finance his operations, since this seems to be a field 
in which any shortcomings can generally be dealt with by the financial mechanism 
of his own country. 

1 The views expressed in this memorandum reflect only the personal opinion of the author and must not 
be interpreted as representing the views of the Board of Governors of the Federal Reserve System. 
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In preparing this note,? it has been assumed that a further expansion of United 
States import trade would be desirable, from the viewpoint both of foreign 
countries and of the United States. An attempt has therefore been made to keep 
especially in mind the kinds of imports in which there seems to be a considerable 
degree of elasticity in United States consumption—that is, in which increased 
exposure to sales promotion might well lead to a relatively large percentage in- 
crease in the consumption and, hence, in the continuing flow of imports. For 
example, this is probably the case for many lines of European manufactured 
goods—as distinguished from raw materials and staple foodstuffs, for which the 
yolume of imports is likely to be affected less by these factors. 

At present, the institutions that have the leading role in import financing in this 
country are the commercial banks. While many importers covered by the 
survey felt that credit was not readily enough available to them, there does not 
seem very much that these banks conld he exnected to do to change this situation, 
at least in the short run, 

The present note does point out, however, two other possible sources of credit 
which are available to an importer and which might be susceptible to further 
development. One consists of the factoring firms that extend credit to importers 
and the other source of credit is the foreign exporters, who in many cases can 
obtain the backing of their countries’ export credit guaranty systems. 

Some parts of the financing problem could be obviated if more foreign sellers 
were in position to open United States branches. Sales by the branch to Ameri- 
can purchasers could then be handled as ordinary domestic transactions. Simi- 
larly, if a foreign product is imported by an American import firm which then re- 
sells to scattered American users or distributors. the latter can then buy without 
having to deal with any special importing problems, although it then becomes 
more important that the single firm be enterprising and competent and have 
adequate funds available. 

The most important method of financing imports into the United States is by 
. eans of an import letter of credit, enabling the foreign seller to receive payment 
by draft on an American bank. Under this procedure the American importer 
areoee for his bank to issue a letter of credit assuring the foreign exporter that 
his drafts, if drawn in connection with the shipment as agreed, will be paid upon 
presentation. 
~ In a few non-European countries, in fact, an exporter is required to show such 
assurance of dollar payment before he can get an export license. If the importer’s 
bank is not one that is equipped to handle the mechanics of foreign business, it 
may arrange to have the letter of credit issued by its New York correspondent. 

The letter-of-credit basis requires that the importer have money or bank 
credit available to finance the shipment from the time that a draft is paid under 
the letter of credit until he is able to resell the imported goods and obtain payment 
for them, Furthermore; the bank will have committed itself on behalf of the 
mporter from the time the letter of credit is issued, even though neither the 
importer nor his bank actually pays out any money until a draft from the foreign 
exporter arrives for payment. 

While the bank knows that it will not have to make any payment except 
against documents which give it a lien upon the goods being imported, it would 
not want to extend credit on the basis of the goods alone; therefore, before issuing 
the letter of credit, the bank has to be satisfied as to the ability of the importer 
to repay the bank’s advances, either out of an eventual successful resale of the 
imported goods or out of the importers’ other resources. 

As an alternative to financing by letter of credit, it is possible for an import 
ransaction to be financed by the foreign exporter, perhaps drawing bills directly 
on the importer for each shipment, or perhaps on an open-account basis. Such 
credit is often extended to importers of high credit standing, especially where there 

is a longstanding relationship with the foreign shipper. 

Much of the importing business is done by large manufacturers or merchandis- 
ing firms whose import business is ancillary to their other activities and which 
lave no difficulty in obtaining any credit that they need. There is also a 
number of large and well-capitalized importing firms which specialize mainly in 
he import of staple or readily marketable commodities. The problems in the 
ield of import financing are the problems of financing smaller importers, especially 
in connection with imports of specialty products. 


t 
¢ 
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? Among the sources of information used in drawing up this note, special mention should be made of mate- 
rial collected by the Department of Commerce which undertook a survey of import financing facilities in 
the summer of 1950. The Department obtained views on a number of questions concerning import financ- 

ig from importers, bankers and others interested in foreign trade, in 17 commercial centers in different parts 
of the United States. 
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Would-be importers with small resources and without close connection with 
foreign suppliers, are often said to find transactions obstructed by unavailability 
of bank credit and costliness of obtaining credit from factoring firms or other 
sources. The well established importers consider this phenomenon normal and 
believe that credit conditions help to keep out fly-by-nights and bad deals. This 
viewpoint, of course, may be influenced by a dislike of more competition. 

Because of the nature of this business and the special risks involved, most 
banks in the interior would probably not consider themselves equipped to engage 
in the financing of such small importers. Import financing tends to be con- 
centrated in banks that have developed a special interest in foreign business. 
These ban's are located in seaport cities and in the more important interior 
centers. The extending of credit to importers is of special interest to these 
banks since they can profit not only from ordinary interest earnings but also 
from fees and commissions on ancillary business such as the handling of docu- 
ments and trading in foreign exchange. Such banks may welcome business from 
importers located at a distance from them, and interior banks may be enabled 
to earn fees or commissions in connection with business that they send in. 

Tre banks believe that with the variety of arrangements that they provide 
for handling import documents and making remittances, they have succeeded 
in making these services available to all kinds of prospective importers. 

Besides the New York banks, a fair number of banks in other cities have 
foreign departments which can provide the necessary machinery for almost an\ 
type of import transaction. In addition, New York banks have circulated 
application forms and instructions to their interior correspondents, inviting the 
correspondent to submit foreign trade problems for handling by the New York 
bank, with the idea of enabling almost any bank to accept an application and 
put through a transaction for a would-be importer. 

Along with the facilities just described, well-equipped banks customarily pro- 
vide various supplementary services, not strictly financial, which can greatly assist 
in the developing of import business. The most important of these is the giving 
of advice on international trade matters to the prospective importer. This in- 
cludes advice on procedures and problems of international trade in general, to a 
prospective importer who has heretofore dealt only with domestic sources of 
supply; it may also include, in some cases, detailed advice with respect to par- 
ticular commodities, sources of supply, transport facilities or the like. 

Unless a bank is ready to offer such help, the businessman who might have some 
interest in importing may well consider the problems so formidable that he will 
strongly prefer the simpler course of sticking to domestic sources of supply. The 
availability of this kind of help might often be the factor causing a firm to under- 
take an import transaction. 

Institutional facilities seem clearly adequate in the sense that an importer who 
wants to make a remittance, or the like, can always find a bank that can handle 
the matter. As to the supplementary services, however, it is more difficult to 
define the term ‘‘adequate.” 

In the survey made by the Department of Commerce, there were few complaints 
by established importers on the adequacy of these services. However, one does 
not know the extent to which other potential importers might have been deterred 
from undertaking purchases abroad by the absence of encouragement that a bank 
could have given. 

It would be hard to locate such persons in order to analyze the transactions that 
they might have made under different circumstances, but it seems likely that if 
there were some way of distributing more widely the kind of helpful advice and 
encouragement that some banks have been giving, there would be a worthwhile 
effect in expanding imports. 

It may be that the bankers themselves have tended to be more conservative on 
the matter of developing foreign business than their own interests would warrant. 
Of the banks that have set up foreign departments, more reported that their 
operations were proving generally profitable and satisfactory. However, in 
view of the technical nature of this business and the training needed for it, a bank 
wanting to enter this field, or to do any rapid expanding of its foreign activities, 
must proceed with care. 

As to the other major financial problem, that of extending credit to importers, 
there appear serious doubts regarding the ability of some kinds of importers to 
get credit as readily as might be economically desirable. 

“Extending credit’’ in this sense includes the action of a bank in issuing a letter 
of credit or otherwise extending a guaranty on behalf of the importer, if this is 
done without requiring from the importer a deposit of dollars equal to the liability 
that the bank is assuming on his behalf. 
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As noted above, it does not appear that firms with large capital and a strong 
financial position have any difficulty in obtaining credits of this kind—just as 
they do not have difficulty in getting credits of other kinds for other purposes. 
\lso, where the proposed import consists of staple materials that are quoted on 

ommodity exchanges or enjoy a similar ready market, many banks are likely to 

extend credit with some degree of reliance upon the lien that they would hold 
ipon the goods being imported. The problem of credit, therefore, seems to relate 
mainly to smaller or more specialized importing firms that deal in manufactured 
or other nonstandard goods. 

From the viewpoint of the banks, of course, each bank has alreacy been 
extending credit to all applicants that the bank considers creditworthy. Also, 
as might have been expected, some banks appear in fact to have been more 
aggressive than others in finding ways to meet importers’ problems. 

It may be noted that for the same reasons that make it difficult for most 
commercial banks to extend more liberal credit to importers, it would also be 
lifficult for any United States Government agency to operate on any large scale 
in this field. 

It may be well here to review some of the characteristics of the importing 
business that make financing more of a problem for such firms than for firms dealing 
in domestie goods. 

In the first place, because of the time required for physical shipment of most 
imports, the aggregate amount of goods that the importer has in his inventory, 
plus in transit at any given time, is likely to be relatively large in relation to his 
volume of business. Furthermore, there are various technical vicissitudes, not 
found in domestic transactions, which may delay the arrival of goods in transit 
and which therefore add to the normal business problem of having goods available 
at the time and place where they can be sold. 

Even where the importer already has contracts to resell the goods on delivery, 
the financing may be considered risky if there is uncertainty as to his ability to 
obtain the goods and redeliver them in time to collect under the contract. 

And, secondly, whereas a dealer in domestic goods may be able to receive lines 
of credit from his suppliers, the importer is likely to need a letter-of-credit arrange- 
ment whereby a bank or other financial institution guarantees payment to the 
foreign seller. This combination of circumstances causes the importer to have a 
greater need of bank accommodation. 

It is said that in most European countries an importer is able to do business with 
banking institutions that have such a thorough knowledge of international trading, 
and of the markets for the particular lines in which the importer deals, that the 
bank ean be relatively liberal in taking account of the value of the merchandise 
itself as a basis for extending credit. This may be possible largely because 
European banks have traditionally maintained large branch systems and wide- 
spread business connections in many parts of the world. It seems clear that most 
({merican banks are not prepared to extend this kind of credit, except in some 
cases on staple materials. 

Apart from credits based in this way on the value of the merchandise in transit, 
bank credits are of course ordinarily based on the banker’s analysis of the bor- 
rower’s character, business ability, financial condition, and prospective resources 
out of which repayment must come. 

Where the borrower is engaged in an import-export business, this kind of 
analysis requires a knowledge of the import-export business, the markets involved, 
et cetera, that most interior banks would not be likely to have. Thus, it is more 
difficult for an importer to obtain a line of credit if he is not in the locality of a 
bank that understands his business well enough to have confidence in its appraisals 
of the business. 

In connection with this question of banks’ willingness to extend credit lines to 
importers, it must also be noted that there are probably many would-be importers 
who have so little capital that they would not be considered suitable credit risks 
by any banks at all. It is worth pointing out that the promotional efforts of 
such people, if put to work on the sale of foreign manufactures needing to be intro- 
duced to American markets, might substantially increase the flow of some kinds 
of imports. 

For whatever reasons, a considerable number of importers told the Commerce 
Department in its 1950 survey that they were unable to get adequate credit from 
their banks, and that this caused them to forego many import propositions that 
they considered safe and profitable. Many felt that American commercial bank- 
ers were overconservative with respect to import credits; but on the other hand, 
some were inclined to admit that the particular credits would not have been 
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safe enough for banks to extend with depositors’ funds, and they felt that the 
only solution might be the developing of some other source of credit. 

One of the ideas mentioned in this connection was that it would be desirable jf 
this country had well-capitalized merchant banking firms that would be prepared 
to share in the risks (and in the profits) of a transaction. 

Along the same lines, some importers reported the obtaining of credit from fac- 
toring firms or from other nonbank lenders, paying higher than bank rates. 

Another idea was that the foreign exporters’ terms of payment ought to be 
more liberal. A few felt that some arrangement for loans or guaranties by the 
United States Government would be a desirable solution. 

The following sections of this paper will undertake to discuss two of these 
possibilities somewhat further. One is the use of factoring firms which, charging 
higher rate, are often willing to assume credit risks that banks would not be 
willing to take. The other relates to the obtaining of credit by an American 
importer from his foreign supplier, especially where the foreign country has an 
export credit insurance arrangement, as most European countries have. 

Staff members of the Federal Reserve Bank of New York in November 1952 
conducted a survey of nonbank sources of credit available to smaller importers in 
the New York area. There were about 10 firms in New York engaged in the 
financing of foreign trade, with a combined capital of around $15 million; the 
lending potential of such factoring firms can normally be expanded about threefold 
through bank credit available to them. With some additional capital supplied to 
foreign traders by customs brokers and freight forwarders, a total of over $50 
million was probably available from nonbank lenders. 

These firms seem to have had enough funds at their disposal to finance all the 
business offered to them which they considered sound enough to take. While a 
large part of their financing done by these lenders has been exports, their volume 
of import financing has also been substantial, fluctuating over a range of perhaps 
$35 to $75 million a year. 

These sources of credit have been used not only by small and medium-sized 
importers who do not have access to bank credit but also as an additional or alter- 
nate credit source by other importers. These include, for example, importers who 
specialize in commodities with a marked seasonal pattern and who need more 
credit at certain times of the year than their banks will allow them. 

While some banks may be reluctant to have importers use their lending facilities 
and those of factors at the same time, other banks have referred customers to 
factoring firms for additional amounts that the banks were unwilling to finance. 
A bank may refer an otherwise entirely creditworthy client to a factor if the bank 
feels that the proposed financing would go beyond the amount warranted by the 
importer’s capital and general creait standing, and hence would rely too heavily 
on the successful resale of the particular goods, or if the proposed transactions fail 
in some other way to fit the traditional pattern of the transactions usually financed 
by the bank, such as exports or imports involving switch deals. 

A factor depends, of course, on his knowledge of commodities and of supply 
conditions and his contacts in the foreign-trade field, to put him in position to 
extend credits where a commercial bank would not feel able to assume the risks. 
Frequently these contacts also enable the factor to give the importer special 
advice and guidance on the details of the transaction. 

It should be borne in mind that the discussions here relate to firms that operate 
in New York exclusively, that is, extend credits only to foreign traders who are 
near enough to New York for direct contact with the factoring firm. It is be- 
lieved that similar firms are active on a smaller scale in a few other cities, but 
no estimate is available as to the size and importance of their business. 

Charges by factors for the extension of credit usually consist of two items. A 
flat fee, ranging up to about 1% percent of the amount involved, is charged for 
the opening of an import letter of credit through the factor’s regular bank, whether 
the credit is used or not. Once the letter of credit is drawn upon, the charges 
on the amount outstanding may run anywhere from three-fourths of 1 percent to 
2 percent per month, or 9 to 24 percent on an annual basis. 

While costs of factor financing are thus far in excess of those incurred under 
bank financing, these charges probably do not often prevent a transaction from 
being consummated, since the kinds of import transactions that are customarily 
financed by factors would ordinarily involve high enough profit margins to sup- 
port such charges. These imports have consisted in the main of consumer goods, 
such as toys, giftware, and household articles, and certain textile and nonperish- 
able food products. Imports of raw materiais are rarely factor-financed, partly 
because they tend to be made in great bulk by a few established firms and partly 
because the small profit margin on these commodities makes recourse to factors 
too costly. 
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Under normal arrangements, as outlined in the first part of this paper, foreign 
exporters have most often expected payment on a letter-of-credit basis, whereby 
the importer must provide a guaranty of payment by a bank before the goods will 
be shipped. Sometimes the exporter may be willing to ship goods against pay- 
ment on delivery, but even in this case the importer would have to arrange for 
financing from United States sources by the time the goods arrive. 

The biggest obstacles to the more liberal extension of credit by the foreign 
exporter would seem to be (1) his difficulty in getting information as to whether 
or not an ordinary American customer is creditworthy and (2) the difficulty, 
expense, and delays of collecting an account at long distance, if any kind of 
difficulties or questions should arise. Even if an exporter abroad has plenty of 
capital or credit available, he may not want to risk his own funds by extending 
credit to American purchasers about whom he does not know very much. 

If the exporter’s country has an export credit insurance system, and if the 
system can arrange to accept the burden of collection problems and collection 
risks, then it would seem possible to obviate these difficulties. 

In further exploring this general subject it would seem useful to have in mind 
especially the British Export Credits Guarantee Department. This is not only 
because of Great Britain’s importance as an exporter but also because the British 
guaranty system is the oldest and probably the best developed of these systems 
and has, to a considerable extent, served as a model for other European systems. 

\ British exporter can submit all or a part of his foreign credits for inclusion 
under one of these guaranties. Each proposed debtor is subject to acceptance or 
rejection by the department, whose representatives in the United States can 
check on the credit standing of American debtors. However, if the exporter has 
au overall policy covering all his export credits, or all credits to American import- 
ers, he need not consult the agency in advance regarding any small credit where it 
is below some agreed amount and where the exporter has obtained a favorable 
report on the importer from an American rating agency or banker. 

If a credit is accepted and a loss occurs, the percentage covered by the guaranty 
would be typically 85 or 90 percent. The rest of the loss would fall on the British 
exporter, but this would correspond roughly to his profit on the transaction, with 
the guaranty assuring reimbursement of his out-of-pocket costs. 

The department seems to have been resourceful in finding ways by which it 
can help exporters to extend credit beyond the usual orthodox arrangements. It 
is not uncommon for it to guarantee credits with maturities running to several 
months after the arrival of the goods, where this is necessary to enable the British 
exporter to compete with the terms offered by American domestic competitors. 

The department also makes special arrangements for such eases as a desirable 
importer who has only $10,000 of capital and who proposes to buy British goods 
requiring a credit of perhaps $50,000; the department will make the necessary 
special investigations and in appropriate cases will approve such credits, subject 
to the collecting of a higher rate of premium from the British exporter. 

It may now be asked whether the Department could properly go any further 
than it already does in guaranteeing credits of types that a conservative banker 
would not be inclined to accept. It would seem to be in the British interest to 
go as far as possible in extending credit wherever this will increase the flow of 
exports, and particularly where it may be instrumental in opening up new channels 
of trade, provided there is reasonable expectations of the credits being repaid. 

On the other hand, it would obviously be undesirable if credit standards were 
lowered to the point where a large volume of defaults would result. Furthermore, 
of course, if a policy of liberalization proceeded to the point where the premiums 
collected could not reasonably be expected to cover the prospective losses, this 
would amount to a subsidization of the exporters concerned, which would raise 
questions of conflict with other governmental policies. 

Such questions of further liberalization are matters for continuing examination 
by the various foreign guaranteeing authorities. A relevant factor in each case 
would be the existing relationship between the premiums collected on guaranties 
of American credits and the losses sustained on this category of business. If it 
appeared that the premiums were considerably in excess of the losses, this would 
suggest the possibility that credit standards could be further relaxed. 

Apart from the possible question of more liberal credit standards, there may 
be other respects in which present export credit guaranty arrangements could 
perhaps be changed so as to increase their effectiveness. 

_ First, increased publicity for the available credit facilities might be helpful 
rhere must be many potential importers in the United States who have the im- 
pression that imports necessarily involve complicated arrangements for letters of 
credit, foreign exchange remittances, or the like. If businessmen generally were 
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aware that a foreign exporter, with the backing of some insuring agency, might he 
in a position to ship goods on open-account terms, as so much domestic business 
is done, this might be very helpful. 

Arrangements by foreign insuring agencies for collaboration with the local 
bank where the American importer does business, might also be worth considering 
For example, some arrangement might conceivably be worked out whereby the 
importer’s local bank would extend credit to him under a guaranty arrangement, 
with the export credit agency of the foreign country agreeing to reimburse the 
bank for some percentage of any loss. 

Such an arrangement would bring in more fully the local bank’s knowledge 
of the local standing of the debtor. It would also result in an earlier transfer of 
dollars to the exporter’s country, and it might help to arouse wider interest in 
foreign trade on the part of American banks. However, the arrangement might 
be too complicated to be worthwhile unless a very substantial volume of transac- 
tions were foreseen. 

The Cuairman. By unanimous consent we will have these docu- 
ments placed in the record which we considered the other day. They 
are: The United States and Its Foreign Trade Position, prepared by 
the National Electrical Manufacturers Association; Analy sis of Legis- 
lation, Treaties, and Regulations Affecting the Ability of American 
Manufacturers to Compete With Foreign-Produced Goods, prepared 
by Donovan, Leisure, Newton, and Irvine; The United States Elec- 
trical Manufacturing Industry and Its Relation to the Security, 
Health, Safety, and Welfare of the Country, prepared by Stone & 
Webster Engineering Corp.; The Foreign Trade Position of the United 
States and the Electrical Manufacturing Industry of the United 
States, by O. Glenn Saxon, and a summary entitled, “The Foreign 
Trade Position of the United States in the Electrical Manufacturing 
Industry.” 

(The material referred to will be found in the appendix, p. 399.) 

The CuarrmMan. Are you finished, Mr. Arey? 

Mr. Arzy. I am unless there are questions. 

The CHarrMaANn. At 2:30 this afternoon we are going to have a 
motion picture in room 457. ‘That is a motion picture in color, with 
sound, of many of the Export-Import Bank projects. 

Then at 10 o’clock tomorrow morning we are going to have a 
number of domestic bank witnesses. They are bankers who have 
had experience with the Export-Import Bank. 

We will again on Friday hold hearings. Then on Monday and 
Tuesday we will hold further hearings, having as witnesses men 
who have had experience with the Export-Import Bank. At the 
end of those hearings we will recess until further notice, at the call of 
the chairman. 

Unfortunately, I was ill, as you know, for quite a period of time 
and this whole hearing got off schedule. It was unfortunate, but 
could not be avoided. 

We will hold hearings on this whole subject from time to time during 
the entire year. We appreciate your cooperation. As time goes on 
we may want to change the type of study we are making, the type of 
inquiry and the type of questionin 

I again want to say to you, and I wish you would help us, that we 
are looking for a new formula, if we can find it, so we can better 
promote the private enterprise system in the world. I think that 
would be in the best interests of everybody concerned. 

We now stand recessed, unless there are further questions. 

(Whereupon, at 12:10 p. m., a recess was taken until 10 a. m., 
Thursday, January 28, 1954.) 
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THURSDAY, JANUARY 28, 1954 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met , pursuant to call, at 10:30 a. m., in room 301, 
Senate Office Building, ‘ Senator Homer F. Capehart, chairman, pre- 
siding. 

Present: Senators Capehart, Bennett, Bush, Beall, Payne, May- 
bank, Robertson and Sparkman. 

Also present: Henry F. Holthusen, general counsel; H. K. Cuth- 
bertson, Jr., Raymonde Alexis Clarke, and Donald L. Rogers, assistant 
counsel. 

The CuarrMan. The committee will please come to order. Our 
first witness will be Mr. Andrew L. Gomory, vice president, Manu- 
facturers Trust Co. of New York City. 

Mr. Gomory, will you proceed in your own way. 


STATEMENT OF ANDREW L. GOMORY, VICE PRESIDENT, 
MANUFACTURERS TRUST CO., NEW YORK, N. Y. 


Mr. Gomory. I have a very short statement. Iam sorry I did not 
prepare a number of them. I am going to have it multigraphed so 
that everyone will have a copy. 

The CHarRMAN. You may proceed in your own way. Maybe we 
will have some questions. 

Mr. Gomory. Mr. Chairman, my name is Andrew L. Gomory and 
[ am vice president in charge of the Foreign Department of the Man- 
ufacturers Trust Co., New York. I am also chairman of the Amer- 
ican Committee of Short-Term Creditors of Germany; and in that 
capacity I represented the American banks at the German Debt 
Conference in London. I am also a member of the board of the Far 
Kast-American Council, the American Council of the International 
Chamber of Commerce, and other trade organizations. 

My institution received a letter dated September 10, 1953, from 
the chairman of the United States Senate Committee on Banking and 
Currency, the Honorable Homer E. Capehart of Indiana, under 
authorization of Senate Resolution 25. 

This letter has been answered by my institution on October 6, 1953, 
setting forth our replies to the questions in Senator Capehart’s letter. 

My institution has no objection to including this letter as part of 
the record of the hearings. With your permission, I would like to 
read that into the record. 

The CuarrMAN. You may proceed. 

Mr. Gomory. The letter is as follows: 
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ANSWER TO QUESTIONNAIRE BY ANDREW L. Gomory, MANUFACTURERS Trus? 
Co., NEw Yor«k 


Dear Senator Capenart: This reverts to our letter of September 22 re- 
garding the study your committee is making in connection with the Export-Import 
Bank, as set forth in your letter of September 10. We are pleased to give you 
a reply to your questionnaire herewith. 

1. Has the Export-Import Bank been of assistance to clients of your bank? 

Answer. The Export-Import Bank has been of assistance to the clients of this 
bank through various loans which they have extended for the exportation of 
American products (raw materials, like cotton and wheat; finished products, 
like machinery, etc.). 

2. Has it competed with private capital in your area? 

“Answer. It is our impression that the Export-Import Bank has not been a 
competitive element to private capital in our area. We refer specifically to pri- 
vate bank capital, of course, and we believe the same comment would be appro- 
priate to other private sources of capital. 

3. Has it taken business away from your bank, and, if so, how and to what 
degree? 

“Answer. We do not believe that the Export-Import Bank has taken any 
business away from our bank. 

4. Can the Export-Import Bank use the services of your bank more than in 
the past and, if so, how? 

Answer. Yes, by utilizing the loaning capacity of commercial banks to a 
larger degree than heretofore, relying for their compensation on a guaranty fee. 
This would have the additional advantage ot a reduced demand on Treasury cash 
on tne part of the Export-Import Rank. In order to accomplish this, the loaning 
rate to the borrowers would have to be somewhat increased, more in conformity 
with prevailing interest rates, in order to provide proper compensation to the 
Export-Import Bank for their guaranty and the commercial banks for their 
loaning operations. 

5. What position has your bank taken with respect to term loans, i. e., where 
repayment exceeds a term of 6 months? 

Answer. Our institution has extended substantial term loans to American 
borrowers; however, where a foreign credit-taker was involved, we have not 
exceeded a 6-month term. 

6. Are you financing, without recourse, shipments to foreign countries payable 
over term periods? 

Answer. Yes, but only for periods not exceeding 180 days (mostly 90 days 
and with recourse to foreign banks only. 

7. In cases where you have acted for the Export-Import Bank in the operation 
of credits has your compensation been adequate, taking into consideration the risk 
factors involved, by the Export-Import Bank as a Federal agency? 

Answer. In the short-term operations we think that the compensation has been 
adequate; however, on some of the longer term arrangements still outstanding 
we feel that we are not adequately compensated. 

8. Have you participated with the Export-Import Bank in any of its loans 
without the latter’s guaranty? If so, was your experience satisfactory? 

Answer. We have not participated. 

9. Do you consider continuation of the Export-Import Bank’s Joaning facilities 
essential in the interest of international trade? 

Answer. Yes, we feel that the continuation of the Export-Import Bank’s loan- 
ing facilities are essential in the interest of international trade under world con- 
ditions. 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past and, if so, how can it more adequately expand it in the future? 

Answer. The Export-Import Bank, especially in the difficult times of transition 
after the Second World War, filled a very important role in restoring international 
trade between the United States and other countries. As to the future, it is our 
hope that under stabilized world conditions the financing of international trade, 
in all its aspects, should return to private enterprise. But until such situation 
materializes, the Export-Import Bank might continue its functions on a larger 
scale by utilizing its guaranty powers, with the additional advantage (as stated 
in answer to question No. 4) of reduced demands on the cash position of the 
Treasury. 


Senator SpaRKMAN. May I ask a question at that point? In refer- 
ence to question No. 8, and your answer to it, about your participa- 
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tion, your answer was, ‘‘We have not participated.’’ The question is 
limited to participation in loans that the bank did not guarantee. 
You say you did not participate in any loans of that type. Did you 
participate in any loans that were guaranteed? 

Mr. Gomory. Yes, sir. May I add to the statement that by using 
the services of the commercial banks, composed of a large number of 
documentary experts, the Export-Import Bank was able to kee »p the 
ope rating expenses very low, thereby avoiding duplication of functions. 

The Export-Import Bank was the first Government agency or instru- 
mentality which resorted to utilizing existing private enterprise facili- 
ties, and there ‘by I think that it saved a lot of money to the taxpayers. 

I also take the liberty of asking to make this statement, that while 
naturally I am very happy to answer any questions that the committee 
would ask me, I wish to state that my answers should not necessarily 
be interpreted as an opinion of my bank, because I have not had an 
opportunity to consult the policymaking officials of our institution. 

Senator Ropertson. I would like a little more explanation of ques- 
tion No. 10, as to how the Export-Import Bank can be more ade- 
quately expanded. I do not quite follow you. 

Mr. Gomory. Senator, this letter was written at a time when the 
Treasury had many problems in connection with the debt limit situa- 
tion. We felt that there is a way whereby the Export-Import Bank 
could enlarge its facilities without putting its own money into the 
opeenan by utilizing some of the loaning capacity of commercial 
banks, provided the Export-Import Bank gives its guaranty. In this 
way it would not have to have recourse to the Treasury. 

Senator Ronertson. That would not be a bad deal for your bank, 
if the Export-Import Bank took all the risk and you took all the 
profits? 

Mr. Gomory. I think the loaning operations are conducted with a 
certain amount of profit. There is no question about that. On the 
other hand, any kind of loaning which we are doing under the guaranty 
of the Export-Import Bank naturally commands the lowest possible 
rate. I think that everybody profits by it. 

Senator Rorertson. If you make that kind of loans, the rate of 
interest would be so low that there would not be any great profit? 

Mr. Gomory. Exactly, sir. 

Senator Busu. What is the situation as to guaranteeing that kind 
of loan? 

Mr. Gomory. I think the guaranty fee is something that has to 
do with the individual operation, Senator, and also with the nature of 
the risk involved. There is an operation on which the Export-Import 
Bank only gets one-half of 1 percent. I think it is a very small 
compensation. But there is an operation in which the Export-Import 
Bank is getting one-half of 1 percent and the commercial banks are 
laying out the money for a short operation, 18 months, in connection 
with the Japanese cotton situation. 

Senator Busu. Their fee is one-half of 1 percent? 

Mr. Gomory. Yes. I consider it somewhat low. But the total 
operation also went through at the low rates, so I think both of us had 
to be satisfied with a lower compensation. 

Senator SpARKMAN. Whose fee is one-half of 1 percent? 

Senator Busu. The Export-Import Bank. 
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Senator Ropertson. That is a fund they set up to take care of any 
possible losses. 

Senator SpaRKMAN. The insurance and overhead. 

The CHarrMan. Let us see if we can get a statement in the record 
on this point: Does the Export-Import Bank have the right to guar- 
antee loans that commercial banks or anybody else make on export 
trade? You have that right now under existing law? 


STATEMENT OF LYNN U. STAMBAUGH, DEPUTY DIRECTOR, 
EXPORT-IMPORT BANK 


The Cuatrman. I do not see General Edgerton, but I see Mr. Stam- 
baugh, the Deputy Director of the Export-Import Bank. Have you 
placed in the record or do you propose to place in the record the num- 
ber of such guaranties that you have outstanding at the moment? 

Mr. StamBauGuH. That has appeared in Mr. Arey’s document. 

The Cuarrman. Mr. Arey has already testified. 

Mr. StampBaven. It is in that document, as I say. 

The CuarrMan. How much does it amount to at the moment in 
dollars and cents, Mr. Arey? How many loans do you have at the 
moment that you guarantee? 


STATEMENT OF HAWTHORNE AREY, ASSISTANT DIRECTOR, 
EXPORT-IMPORT BANK—Resumed 


Mr. Arey. It is in the last semiannual report. It shows how much 
the banks had outstanding under our guaranties. It was not in my 
statement. It is in the semiannual report. 

The CHAIRMAN. Suppose you get that and we will put it in the 
record. What we want is the total in dollars and cents and the total 
number of guaranteed loans. 

(The material referred to follows:) 


STATEMENT REGARDING PARTICIPATION BY COMMERCIAL BANKS IN 
Export-Import Bank CREDITS 


Participation by commercial banks in Export-Import Bank credits has taken 
various forms. While the bank has always had the power and authority to 
guarantee to holders payment of borrowers’ obligations, this power and authority 
has never been exercised (until very recently) with the possible exception of one 
small loan in the very early days. Where, in connection with operations under 
approved loans, bank letters of credit have been required, Export-Import Bank 
has consistently followed the practice of guaranteeing payment of advances made 
under such letters of credit by commercial banks designated by the borrower. In 
many instances commercial banks have advanced their own funds to Export- 
Import Bank borrowers under “take-out” agreements which gave the commercial 
bank the right to call upon Export-Import Bank at any time forreimbursement. 
In addition, there have been instances in which commercial banks have partici- 
pated in loans negotiated by the Export-Import Bank for their own account and 
without recourse to the Export-Import Bank. 

Prior to the passage of the Export-Import Bank Act of 1945, Export-Import 
Bank acquired its funds by the sale of preferred stock to the Reconstruction 
Finance Corporation. Subsequent to the passage of that act and to the purchase 
by the Treasury Department of the padieotione $1 billion common stock, the 
then Secretary of the Treasury held that Export-Import Bank’s “take-out’’ 
agreements were, in effect, borrowing operations by the United States Govern- 
ment. Accordingly, as he wished all borrowing operations to be concentrated in 
his Department, it was arranged that our former practice of obtaining funds 
under such take-out agreements should cease except as to the very short-term 
operations under guaranteed letters of credit. It was considered preferable for 
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the bank to borrow from the United States Treasury and not interfere with the 
Treasury’s public borrowings. For that reason the practice was discontinued and 
the idea of exercising the power and authority to guarantee payment of obligations 
was never considered until the late months of 1953. Currently the United 
States Treasury’s problem has to do with the budget and the debt ceiling and 
therefore it prefers that the bank shall again enter into agency agreements with 
commercial banks under which they will advance their funds to Export-Import 
Bank borrowers. Under such agreements the commercial banks will carry the 
borrower’s paper backed by Export-Import Bank’s guaranty of payment at 
maturity and will be entitled to reimbursement only in case of default. 

From the inception of the Export-Import Bank on February 12, 1934, to June 
30, 1953, commercial banks have participated with the Export-Import Bank in 
its credits in the following amounts and under the various arrangements indicated. 


Disbursements by commercial banks under take-out agree- 

ments_- $421, 573, 913. 16 
Te -mporary advances by commercial banks under guaranteed 

letters of credit and other agreements for current reimburse- 

ment by Export-Import Bank 501, 912, 340. 04 
Participation by commercial banks for their own acc ount 168, 583, 574. 09 


, = 7 ; 1, 092, 069, 827. 29 


As of June 30, 1953, the outstanding balance of loans disbursed directly by com- 
mercial banks (prior to 1946) under take-out agreements was $32,990,998 and 
the outstanding balance of temporary advances by commercial banks under 
letters of credit and other agreements was $16,341,373, making a total of 
$49,332,371. 

Under the new policy of the Treasury the Export-Import Bank established a 
credit to Japan on October 21, 1953, to finance the purchase of cotton, the funds 
for which are to be disburs~d by commercial banks under Export-Import Bank’s 
guaranty. About $12,675,000 have heen disbursed under this credit. The bank 
also has under consideration other credits to be made effective by its guaranty. 

Where commercial banks participate for their own account and risk, they 
receive the full amount of the contract interest as their compensation. For 
issuing letters of credit under guaranty they receive from the borrowers the custom- 
ary banking fees. Under take-out agreements they receive an agreed rate of 
interest appropriate to a call-money transaction and where they disburse under 
the guaranty of the Export-Import Bank they share the contract rate of interest 
with the bank on a mutually acceptable basis. 

The CHarrMan. Does it amount to much? 

Mr. Arny. At one time it ran as high as 49 percent of our loans. 
But it is a relatively small amount at this time. 

The Cuarrman. Why? 

Mr. Arey. After the Congress passed the Government Corporation 
Control Act we were permties to borrow from anyone other than the 
Treasury only with the consent of the Treasury. We were then re- 
stricted to putting only credits of the type that required a lot of 
documents through the commercial banks. I think there has been a 
relaxation in the position of the Treasury on that, but I cannot speak 
for them. 

The CuarrmMan, You have not used that portion of your authority 
very heavily, have you, in the last 2 or 3 years? 

Mr. Arey. To the extent we were permitted to do so, we have. 

The Cuarrman. You have been permitted by the act. 

Mr. Argy. The Government Corporation Control Act required that 
we get permission from the Treasury to do that. 

The CuarrMan. You mean, if I came in and wanted you to finance 
a $100,000 export shipment some place and said that my bank would 
advance me the $100,000 on a 2-year loan, if you will guarantee it, 
you have to go to the Treasury and get permission to do that? 

Mr. Arey. Under the Government Corporation Control Act. 


42498—54—pt. 1——12 
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The Cuarrman. I want a definite record made of this because we 
want to check into it. Then, you have not been functioning very wel] 
in respect to that particular phase of the legislation. 

Mr. Arry. We have been making most of our 

The Cuarrman. Is that one of the reasons why we have heard so 
many complaints from the small exporters, that you have not been 
able to give am much help? 

Mr. Arey. I do not think that that has anything to do with that. 
It was just a question of whether we got our funds from the Treasury 
or from the banks. We paid interest in either case. 

The CuarrMan. Wouldn’t it be much better to get your funds from 
the banks? 

Mr. Arey. I think the Treasury thought before that we could 
get a lower rate of interest if we got it from them, and we would not 
be competing with them. 

The Cuarrman. You mean, in order that you might make more 
profit; is that it? 

Mr. Arey. So we would not compete with them. That was their 
position, I think. I cannot speak for the Treasury. 

The Cuarrman. In the market for the sale of bonds? 

Mr. Arey. Yes. 

The Cuarrman. I don’t know why you worry so much about this 
interest rate, particularly, because we find the interest rate throughout 
the world is very high. The going rate of bank loans runs anywhere 
from 8 to 16, to 18 percent. On export business, the borrower in the 
other country is paying it. If he goes to his own bank to borrow 
money, in nost of these countries, he pays from 8 to 16 percent for 
borrowing money, and yet yuu loan him money at 4 and 4% percent 
when the rate in his own bank, his own lending institutions in his own 
country runs anywhere from 8 to 16 percent. We will bring that out a 
little bit later in the vo we are going to file. 

Senator Busn. Mr. Chairman, is it not fair to observe that if the 
money market is 4 and 4% percent you do not lend money at 8, 9, or 
10 percent just because the money market in Brazil might be that? 

The Cuarkman. I am saying that you might well charge more 
interest to these foreign interests that borrow money from the “Export- 
Import Bank. 

Senator Bus. You mean, charge them above the going rate here? 

The CHatrMan. I think you would charge them according to the 
going rate in their own country. Ordinarily, that is the way a man 
does business. 

Senator Busx. I think it is doubtful. 

The Cuarrman. Why? 

Senator Busn. Because I think you charge them in the money 
market in which the money is being loaned. 

The Cuarrman. Whether it is loaned in Brazil, Argentina, Chile, 
or Peru, and the going rate of interest down there is 12 percent—— 

Senator SpARKMAN. Is not the question this: Whether or not under 
this operation we are trying to make a profit, or whether we are trying 
to stimulate and develop industry that will profit us in the long run? 
In other words, we are not operating the loans for the purpose of profit. 

Senator Busu. I think that has a very distinct bearing. The bank 
is presumably an arm of our foreign policy. 
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The CuarrMan. My point is that the borrowers in these countries 
would be perfectly willing to pay more interest. If they paid more 
interest, we could build up a larger reserve of funds here to protect 
ourselves against losses, and thereby make, in my opinion, more 
loans, which is very, very much needed in all these countries. They 
need the loans very badly now. We are getting off the subject just 
a little bit. 

Senator SparkMAN. Mr. Chairman, I wonder if I might ask 2 or 3 
very brief questions on that point, for the benefit of the record since 
we are dealing with this. I am not sure that there has been placed 
in the record at any point any explanation as to this type of operation; 
in other words, we are bringing out now the matter of participation 
and nonparticipation. 

If I understood Mr. Arey correctly, the guaranteed loans now are 
very, very small in number or in percentage. 

Mr. Arey. It is only around $30 million. 

Senator SPARKMAN. Out of what? 

Mr. Arny. Out of $2,800 million. 

Senator SPARKMAN. So the percentage is quite small? 

Mr. Argy. Yes, sir. 

Senator SpARKMAN. Are the nonguaranteed loans made out of the 
capital funds of the bank itself? 

Mr. Arry. We have $1 billion which was furnished by the sale of 
stock to the United States to begin with. Then we have authority 
to borrow from the Treasury and make loans or to guarantee for an 
additional $3% billion, which gives us a total lending authority of 
$4% billion outstanding at any one time. 

Senator SpARKMAN. What is the capitalization of the bank? Does 
$1 billion represent it? 

Mr. Argy. We received $1 billion for the stock. 

Senator Sparkman. Is that the total capitalization? 

Mr. Arey. We have our surplus. Those funds are available to us 
to use. 

Senator SPARKMAN. The authorized capital stock is $1 billion? 

Mr. Arey. $1 billion. 

Senator SpARKMAN. All of that is owned by the United States 
Government? 

Mr. Arny. Yes, sir. 

Senator SparKMAN. Is there any provision whereby the United 
States Government, or your bank, can dispose of any part of that 
stock to banks or lending institutions? 

Mr. Argy. No. 

Senator SPARKMAN. In other words, it must continue as a Govern- 
ment corporation, with stock totally owned by the Government? 

Mr. Arey. Yes, sir. 

Senator SpARKMAN. That is all. 

The Cuarrman. Are there any further questions? If not, we 
thank you very, very much. Do you have anything further to say? 

Mr. Arey. No. 

The CuarrMan. Our next witness will be Mr. Earnest H. Meili, 
vice president of the Henry Schroder Banking Corp. of New York 
City. I understand Mr. Meili is not here. 

We will pass on to Mr. August Maffry, vice president of the Irving 
Trust Co. of New York City. Mr. Maffry, you may proceed in your 
own way. 
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STATEMENT OF AUGUST MAFFRY, VICE PRESIDENT, IRVING 
TRUST CO., NEW YORK, N. Y. 


Mr. Marrry. Mr. Chairman, I am August Maffry. vice president 
of the Irving Trust Co. in New York. I was also for several years a 
vice president of the Export-Import Bank. 

If you wish, Mr. Chairman, I can read the answers of my bank to 
the questionnaire which was directed to us, or, if you prefer, I can 
discuss the issues which we believe to be involved, in a general sense. 

The CuarrmMan. Why don’t you proceed in your own way, in the 
way you think will be most helpful to us. May we put the replies in 
the record that you made? Do you have a copy? 

Mr. Marrry. Certainly. 


The CuarrMan. Without objection, the replies to the questionnaire 


will be placed in the record at this point. ou can proceed to speak 
extemporaneously, if you desire. 


(The material referred to follows:) 


ANSWER TO QUESTIONNAIRE BY Hiram A. MatHews oF THE IRVING TrUs1 
Co. or New York, SEPTEMBER 30, 1953 


1. Has the Export-Import Bank been of assistance to clients of your bank? 

Answer. Yes. The credits extended by the Export-Import Bank have been of 
material assistance to exporters who are our customers. 

2. Has it competed with private capital in your area? 

Answer. The Export-Import Bank has not to our knowledge competed with 
commercial banks. 

3. Has it taken business away from your bank and, if so, how and to what 
degree? 

Answer, No. The Export-Import Bank has in no instance to our knowledge 
taken business away from us. 


4. Can the Export-Import Bank use the services of your bank more than in the 
past and, if so, how? 

Answer. Yes. We believe so and have set forth our suggestions in our answers 
to questions 9 and 10 below. 

5. What position has your bank taken with respect to term loans, i. e., where 
repayment exceeds a term of 6 months? 

Answer. We have made term loans to prime domestic customers and to a select 
few foreign clients. Considerations of liquidity strictly limit the proportion of a 
commercial bank’s assets which can appropriately be tied up in this way. 

6. Are you financing, without recourse, shipments to foreign countries payable 
over term periods? 

Answer. No. 


7. In cases where you bave acted for the Export-Import Bank in the operation 
of credits, has your cooperation been adequate, taking into consideration the risk 
factors involved, by the Export-Import Bank as a Federal agency? 

Answer. As regards commissions on letters of credit opened by us under the 
guaranty of the Export-Import Bank, our compensation has been received from 
our customers rather than from the Export-Import Bank. These commissions 
have been in line with established rates and in this sense adequate. 

On the other hand, the rate allowed vs by the Export-Import Bank on funds 
advanced by under its guaranty has usually not been adequate. This has been 
especially true during recent years when the rate allowed has been considerably 
below our prime rate and also below the risk applied to similarly riskless loans, as, 
for example, demand loans secured by United States Government obligations. 

The rate on commercial bank advances guaranteed by the Export-Import 
Bank should not be compared, as has sometimes been suggested, with the rate 
on short-dated United States Government obligations. Funds invested by com- 
mercial banks in United States Treasury bills, for example, can be withdrawn at 
any time by the sale of the bills, and surplus funds can similarly be reinvested 
in bills at any time. Thus, from the point of view of commercial banks, Treasury 
bills offer advantages of liquidity which are not offered by advances at fixed 
terms made under Export-Import Bank guaranties. 
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8. Have you participated with the Export-Import Bank in any of its loans 
without the latter’s guaranty? If so, was your experience satisfactory? 

Answer. Yes. We participated with the Export-Import Bank, but without 
its guaranty, in a 2-year loan to the Netherlands in 1946 and in a short-term 
cotton credit to Italian banks in the same year. Our experience in these instances 
was satisfactory. We made commitments to participate with the bank, again 
without its guaranty, in several other credits but the business did not materialize. 

9. Do you consider continuation of the Export-Import Bank’s loaning facilities 
essential in the interest of international trade? and; 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past and, if so, how can it more adequately expand it in the future? 

Answer. We believe that the Export-Import Bank has facilitated the expan- 
sion of international trade in the past. We consider that a continuation of at 
least some of its loaning facilities is desirable from the point of view of exporters 
and their banks, as well as from the point of view of publie policy, as set forth 
in what follows. We also believe, with reference to question 4, that the com- 
mercial banks could participate in a more significant way in the operations of 
the Export-Import Bank as suggested below. 

We distinguish three major types of loan operations by the Export-Import 
Bank and comment on each in turn: 

(a) Long-term development loans to foreign governments and others: We 
believe that practically all such loans should be made in the future by the Inter- 
national Bank for Reconstruction and Development insofar as its members are 
concerned. We favor this especially because the International Bank obtains its 
funds from the private capital market and because its operations therefore do not 
burden the United States Treasury or the Federal budget. 

However, there remains the problem of development loans to friendly countries 
which are not members of the International Bank and which, therefore, have no 
access to its facilities. In the past there existed an international capital market, 
including an important market in New York, to which foreign governments and 
other foreign borrowers could come and obtain long-term financing by offering 
their obligations to the public. This market no longer exists, and there is no 
prospect of its revival in the near future. There is, as a result, a gap in private 
financing facilities which is being partly filled by the International Bank but only 
insofar as its members are concerned. Until an international capital market is 
reestablished, the Export-Import Bank should continue to be a source of long- 
term development loans to the relatively few countries which are not members of 
the International Bank, with due regard always to the restrictions laid down in its 
statute and with due regard also to the consequent burden on the Federal budget. 

(b) Loans to foreign governments based in important degree on political 
consideration: The United States Government should continue to have a perma- 
nent lending institution of its own as a financial arm of foreign policy. This is 
now more than ever desirable in view of the prospective decline in emergency 
financial aid to friendly foreign countries. Circumstances will undoubtedly arise 
in the future, as they have in the past, where political considerations make it 
desirable to give financial aid on a loan basis to foreign countries. In some in- 
stances the countries involved may be members of the International Bank but, 
for one reason or another, not eligible for loans from that source or for the purpose 
required. Where loans of this type are indicated, an institution such as the 
Export-Import Bank can put them on the soundest possible economic footing 
with the best possible prospects of repayment. Needless to say, it is our view 
that loans of this character should be kept to an absolute minimum consistent 
with the foreign policy objectives of the Unired States. 

(ec) So-called exporter loans made on application and with the participation of 
individual exporters: These loans are needed to finance exports of American 
products at extended term in competition often with exporters of other countries 
enabled by their governments to offer credit terms. 

We believe that the Export-Import Bank should continue to operate in respect 
of these exporter loans but we believe that it can do so to a con: iderable extent by 
the use of private funds made available by commercial banks with a consequent 
reduction, or possibly even the elimination, of the burden on the Federal budget. 

We suggest that commercial banks, acting individually, would be willing to 
extend a considerable aggregate amount of credit to exporters on a nonrecourse 
basis under the protection of a guaranty against nonpayment of principal for any 
reason to be extended by the Export-Import Bank. We assume that the Export- 
Import Bank would require the exporter in each case to take for his own account 
a percentage of the risk which would be related to his gross profit margin on the 
transaction being financed. 
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This approach would have several advantages. First, it would permit each 
bank to extend credit to its own customers to the extent dictated by its own loan 
policy. 

Second, the United States Government would be relieved of the necessity of 
finding public funds to finance exports which it believes desirable to promote in 
the national interest, and would assume only a contingent obligation to pay in the 
event of a-default by the foreign obligor. The United States Government would 
nevertheless have full control of the use of its credit through its decision, in accord- 
ance with established criteria, to extend or to withhold its guaranty. 

Third, under this approach the rate of interest to be applied to export financing 
would be determined by money market conditions and competition among banks. 
If exporters are obliged to go to their own banks, as here suggested, the banks will 
undertake the financing sought by exporters only at rates which make the business 
attractive in the light of prevailing money market conditions. Such rates would 
probably compare favorably with the cost of long-term export financing in other 
countries with whose exporters American exporters must compete. 

We assume that arrangements such as those just described would be preferable 
from the point of view of the United States Government to the past practice of 
loaning public funds through the Export-Import Bank. Under the former 
system, the Government took the risk and also supplied the funds. Under the 
proposed system, the Government would take the risk but would be obliged to 
raise public funds only in the event of a default. 

If the Government were prepared to go further and not only extend its guar- 
anty against nonpayment to export finaneing provided by commercial banks but 
also give to the banks a “take-out” agreement under which it would purchase 
the relevant paper on demand, then the possibilities of attracting private funds 
into medium and long-term export financing would be greatly increased. Under 
such arrangements, the commercial banks would have much less hesitancy about 
tying up their funds, and would presumably be willing to do so at the prime 
rate. The disadvantage to the Government would be the tendency on the part 
of the banks to demand takeouts in the event of a substantial hardening of 
interest rates. However, it should be recognized that there are other considera- 
tions, including particularly the factor of customer relations, which would induce 
banks in many instances to hold the paper themselves even in the face of some 
increase in money rates. 

There are additional types of operations by the Export-Import Bank on which 
we offer no detailed comments. These include (a) relatively short-term credits 
to finance the export of agricultural products; (>) loans to finance the produc- 
tion in foreign countries of strategic materials under the terms of section 302 of 
the Defense Production Act of 1950; and (c) loans to foreign governments for 
the purpose of liquidating commercial arrears to United States exporters and 
United States banks. The first of these additional types of loans has been useful 
at times in the past in maintaining foreign markets, especially for cotton. The 
second, which is for the purpose of expediting the production and delivery from 
foreign sources of strategic materials, is not at issue in the questionnaire to which 
we are addressing ourselves. The third we believe to represent a highly ques- 


tionable use of public credit. 

Senator Ropurtson. What is the capitalization of your bank? 

Mr. Marrry. Capital and surplus, about $120 million; $50 million 
of capital and the rest is surplus and undivided profits. 

First, we believe the Export-Import Bank has done a good job. 
We think it has been of great assistance to clients of our bank. We 
do not believe it has competed with our bank or other commercial 
banks in any true sense. 

The Cuairman. Why do you make that statement? Is it because 
the loans were such that you just as a banker would not have made 
them, or just could not have made them? 

Mr. Marrry. That is the fact. We make that statement because 
the bank has through its operations enabled many of our clients to 
find markets abroad that they would otherwise have been unable 
to find. 

The CHarrman. Was it due to the fact that the New York State 
laws would not permit you to make that kind of loan, or that you 
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just do not want that kind of loan, or you do not have sufficient 
capital to make that kind of loan? Why is it that your bank could 
not handle that type of loan for your particular customers? You 
handle all of their domestic requirements, do you not? 

Mr. Marrry. Of course. 

The CuatrmMan. Why, if you can handle their domestic require- 
ments, can’t you handle their foreign requirements? 

Mr. Marrry. It is partly a matter of banking law. It is partly a 
matter of banking supervision. It is even more, I should say, a 
matter of banking practice. 

Many of the transactions which have been financed by the Export- 
Import Bank involved loans to foreign borrowers. Often they 
involved loans which extended over a period of years. This is a 
type of transaction which commercial banks do not undertake and, 
[ should say, should not undertake. They are not suited for com- 
mercial banks. 

The CHatrMANn. Then, if we are going to have an expanded world 
trade, or export business, and do business other than on a cash basis, 
are you saying that our banking system in the United States is just 
not geared to the point of handling it at the moment? 

Mr. Marrry. I do say this, sir, because there is a great gap in our 
banking system. Unfortunately, we do not have in the United 
States a type of banking which exists in Europe, known as merchant 
banking. It has never developed in the United States. It is the 
type of banking that would undertake to finance transactions of this 
sort. 

But even in Europe, where merchant banking does exist and where 
it is a vigorous type of banking, there are various types of government 
facilities available to the exporters of the European countries, just as 
the facilities of the Export-Import Bank have been available to the 
exporters of the United States. So, even in European countries there 
is an apparent gap which has been filled by a government facility. 

The CoarrMan. Would you say to a greater degree than the Export- 
Import Bank has acted in the United States? 

Mr. Marrry. I think that is a very difficult question to answer. 
In some instances, yes; in other instances, no. I think no general 
answer is possible. You would have to specify countries and periods 
of time to give a meaningful answer to your question, sir. pa i 

The Caarrman. You feel definitely that there is needed in this 
country a type of bank or banking institution that is set up under 
the proper laws and set up properly to handle the financing of export 
business in the United States? 

Mr. Marrry. We do, because there is a type of export, particularly 
exports of equipment, which requires in many instances financing at 
extended term. This is a type of financing which is not available in 
the United States at this time from private sources. 

The CuHarrman. Isn’t it a fact that there are possibly 20 or more 
countries of the world today who are pretty much guaranteeing their 
exporters that they will receive payment for their exports? 

Mr. Marrry. [ have not counted them. Iam not sure there are 20. 
There are a good many. There are a number of the European coun- 
tries. Japan is an interesting example. 

The CHatrMan. It is primarily handled by the central banks? 

Mr. Marrry. No, usually by a specialized institution. 

The CuarrMan. Meaning what? 
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Mr. Marrry. In the United Kingdom, it is the Export Credits 
Guarantee Department of the Board of Trade. In Canada, it is the 
Export Credit Insurance Corporation. In Germany, it is the Hermes 
organization which is, in turn, reinsured in part by the Government. 
There is a great variety of arrangements. 

But in the last analysis the risk, or a large part of the risk. is assumed 
by government. 

The CuarrMan. Is it a fact that in all these countries private in- 
stitutions do loan the money, handle the detail, the entire transaction, 
and all the government does is simply act as an insurance agency or a 
guaranteeing agency? 

Mr. Marrry. Yes, sir; that is the general pattern. 

The CHairmMan. Whereas, under our Export-Import Bank the) 
make the loans, loan the money direct themselves? 

Mr. Marrry. Yes, sir. 

The CnarrmMan. We just learned a minute ago, with the exception 
of about $30 million out of $2,800 million; is that correct? 

Mr. Marrry. That is correct. But it is our position that a much 
larger amount of funds could be obtained from private sources for this 
type of financing under the protection of a guaranty from the Export- 
Import Bank, which makes it bankable for commercial banks and 
also for insurance companies. 

The Cyarrman. You named 4 or 5 out of the many, many coun- 
tries in the world which act as guaranteeing agencies and the private 
banks, the private manufacturers and business people proceed to do 
their own business, make their own deals, make their own loans, 
disburse their own money; is that right? 

Mr. Marrry. That is correct. That is the general pattern for 
most of those countries. 

The Cuarrman. As a result of that, isn’t it a fact—you may not 
know—that the United States at the moment in all export markets 
is being—I am not going to say “undersold’’—they are competing 
with much longer term loans? 

Mr. Marrry. There is increasingly severe competition in these 
markets. 

The Cuarrman. Where the exporter today is selling primarily for 
cash, possibly cash in advance and the man waits 6 months for his 
money, foreign sellers are able to offer much longer terms than the 
American exporter; do you find that to be true? 

Mr. Marrry. That is correct. I would like to enter only one 
reservation: the extent to which foreign exporters are assisted by their 
governments is often exaggerated. But the fact is as you stated. 

The CuarrMan. But they have the service available when they 
want it and need it? 

Mr. Marrry. They do. 

Senator Busu. Is it not true that the reason our bankers are pro- 
hibited from making these loans, term loans, to foreign buyers is that 
they fear in the back of their minds the political risk involved in the 
foreign countries, to a large extent? 

Mr. Marrry. Yes, it is often the political risk which is uppermost 
in our minds, 

The Cuarrman. And also the risk of convertibility? 

Mr. Marrry. There is the exchange risk which does not apply to 
domestic credits. It is both. 
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Senator Busu. Do you thing our bankers are still suffering from 
memories of 25 years ago when world credit collapsed and cost them 
a tremendous amount of money? 

Mr. Marrry. We have long memories. 

Senator Busn. You have been pretty cautious about making foreign 
loans since then, have you not? 

Mr. Marrry. Extremely cautious. 

The CHarrMAN. That was private industry that made those loans? 

Mr. Marrry. No, the banks were heavily involved. 

The CuHarrRMAN. Without any Government guaranty? 

Mr. Marrry. Yes, sir. 

The CuHarRMAN. Private industry was heavily involved, too? 

Mr. Marrry. Yes, private industry was heavily involved, too. 
This dates back to the 1930's. 

Senator Busu. Which was a world credit collapse, was it not? 

Mr. Marrry. Yes, sir. 

Senator Bus. It was practically every country that we were doing 
business with which suffered in that world credit collapse? 

Mr. Marrry. Yes, sir. 

The CuHarrMan. Do you think we can continue as American 
exporters to do business on a cash basis when all our competitors are 
selling on long terms? 

Mr. Marrry. We can continue to do business. It is a question 
of more or less. 

The CuarrMan. Do you think we could compete in a very active 
market? 

Mr. Marrry. It will be very difficult to compete unless credit 
facilities are available. 

The CuarrMAN. You see no opportunity for the commercial banks 
or private banks under existing State laws and national laws to 
participate in a greater degree than they are at the moment? 

Mr. Marrry. To participate by putting up the money, yes, but 
not without the guaranty of the Export-Import Bank. 

The CuarrMan. Or some other agency? 

Mr. Marrry. Yes; or some other agency. 

The CHarrMaANn. You think you ought to have some sort of 
insurance? 

Mr. Marrry. That is right. 

The CHarRMAN. Against unusual losses? 

Mr. Marrry. We speak of it in terms of a guaranty. Insurance 
is another word for it. 

Senator Busy. Do you feel that some other countries are lending 
on a more liberal basis now, say in Latin America, than the United 
States lenders? 

Mr. Marrry. There is no question about that. 

Senator Buss. Do you think that is because they are able to do a 
mutual business there; in other words, because they need materials, 
and so forth, they are willing to take, perhaps, added risks that our 
lenders are not disposed to take, in order to improve their trade both 
ways with those countries; is that possible? 

Mr. Marrry. That is the objective. 

Senator Busu. They have more of an incentive in their own domes- 
tic economy to be more liberal lenders than we do at the present time, 
in your view? 
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Mr. Marrry. J would point out that the pressure to export. is 
much stronger in many European countries or in Japan than it is in 
the United States. The export segment of their economies is 0 much 
more important in their whole economy than it is with the United 
States. Even though the dollar volume of our foreign trade is very 
large and very important and even though, in particular industries, it 
is critically important, yet the pressure to export is not quite the same 
here as it is in some other countries. 

The CuarrMan. As we go into a buyer’s market in the United States 
the pressure possibly will become great? 

Mr. Marrry. I think that is correct. 

The Cuarrman. In the absence of a war in the next 25 years, com- 
petition throughout the world, in my opinion, is going to be very, 
very acute. You may proceed. 

Mr. Marrry. With your permission, I would like to elaborate our 
idea about the way in which the commercial banks could participate 
more fully in export financing. 

For these purposes we distinguish three major types of operations 
by the Export-Import Bank: 

The first type is long-term development loans. It would be our posi- 
tion that most, but by no means all, of such loans should be made in 
the future by the international bank. 


The Cuatrman. Will you state that again? 

Mr. Marrry. I am speaking now of development loans, long-term 
development loans to assist foreign countries to develop their own 
resources to mutual advantage. 

It is our position that most, but by no means all, of such loans ought 
to be made in the future by the international bank. This is its pecu- 
liar field of operations. We think it is doing a good job. We think 
it should make most of such loans insofar as its members are concerned, 
which includes, as you know, approximately 60 countries of the world. 

There are, however, a number of countries, countries in the free 
world, countries important to the United States, which are not mem- 
bers of the international bank. They, therefore, have no access to 
its resources, and in respect to such countries we believe that the 
Export-Import Bank should stand ready in the future as it has in the 
past to assist under appropriate circumstances and on appropriate 
terms to help them in the development of their resources. 

We go further. Even with respect to members of the Interna- 
tional Bank, even with respect to countries which do have access to its 
resources, we think that there will be many occasions in the future, as 
there have been in the past, when the Export-Import Bank as an 
instrumentality of the United States Government ought to come into 
the picture as a lender at long term for development purposes. 

Senator Ronertson. That would not require any legislation. That 
could be worked out for their respective fields in major operations 
between the two institutions. 

Mr. Marrry. | am sorry but I did not understand. 

Senator Roperrson. In order that the World Bank could assume 
primary responsibility for long-term development loans, a plan could 
be worked out, could it not, between that institution and the Export- 
Import Bank without requiring any legislation on the subject? 

Mr. Marrry. It seems to me no legislation is required. This can 
be worked out by liaison between the two institutions. It can be 
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worked out in particular by the coordination of the National Advisory 
Council, which exists under statute. 

Senator Ropertson. Will you indicate for the record where the 
International Monetary Fund would come into that picture? 

Mr. Marrry. I do not think it comes into the picture at all. It 
operates in the short-term field, not the long-term field. 

The CuarrmMan. What kind of loans do you think the International 
Bank ought to make? 

Mr. Marrry. It seems to me that the international bank should 
make loans very largely for what are commonly called basic facilities. 
This means transportation, communications, irrigation, and power, 
and in some instances—I hope these would be exceptional instances— 
it also means the basic industries. 

Senator Maysanxk. What basic industries—steel? 

Senator Busn. Development of raw materials? 

Mr. Marrry. I should hope not, although I would not say there 
are no conceivable circumstances under which the international bank 
should make loans for these purposes. 

Senator Maysank. You said industries. Do you mean steel, cop- 
per, or something of that nature? 

Mr. Marrry. I am thinking of the case of India, where the inter- 
national bank has made a loan to assist in the development of the 
steel industry of India. Considering all the facts involved, I think 
the international bank was justified in making the loan. 

The CuarrMANn. Let me give you my opinion, if you are interested. 

Mr. Marrry. I would be, sir. 

The CHarrMan. Since all of the loans of the international bank must 
be guaranteed by the respective governments to whom the loan is 
made, I do not think they should make any loans except to those 
projects which we in the United States many, many years ago decided 
were the problem of the Government, namely, highways, sewers, 
waterworks, roads, purely those things that are 100 percent the 
responsibility of the Government. 

| think if you go further than that all you are doing is socializing 
the respective nations by putting government into business. If you 
permit the international bank or the Export-Import Bank, or any 
other bank, to get the guaranty of these governments and get them 
into business, my opinion is it is only a matter of time until the govern- 
ments of these respective countries contre] basic industries and con- 
trol all private business, and then you have lost the private enterprise 
and capitalistic system. 

Mr. Marrry. Mr. Chairman, you and I are in complete agreement. 
There is no difference between us whatsoever. I agree entirely, 
except that I say exceptions will arise. I hope they are rare excep- 
tions. 

The CrarrMan. Your thought is that they should confine them- 
selves to highways, waterworks, irrigation, flood control, those things 
where the government can do it better than the people could do it 


themselves? 


Mr. Marrry. May I give the converse? I think projects will 
arise that would ordinarily fall in the public domain which could be 
handled privately and should be so handled under those circumstances. 
I do not think you can have an absolutely rigid rule in this respect. 
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The CuarrMan. I presume there might be some exceptions, but 
they ought to be very rare. 

Mr. Marrry. I hope they are very rare. 

The Cuarrman. I think we are going to defeat the very thing 
that we are trying to procure if we permit governments to inject 
themselves into all kinds of businesses. 

Mr. Marrry. May I say something more on this point? 

The Cuarrman. Yes. 

Mr. Marrry. I think the requirement of a government guaranty 
is an abomination. I think it ought to be soelied wherever possible. 
The international bank cannot avoid it because it is in its statute. 
The Export-Import Bank can avoid it, and under appropriate cir- 
cumstances has avoided it. 

The CuarrMANn. We do not control the international bank. 

Mr. Marrry. I am well aware of that. 

The Cuarrman. We only own 31 percent. We do not control its 


directorship. We do not control the stock. We are just 1 of some 
55 nations. 


Mr. Marrry. Correct. 

The Cuartrman. They can make loans wherever they care to make 
them. 

Senator Ropertrson. There will not be many of those loans made 
after our contribution that stands behind those bonds has been 
exhausted. 

Senator SPARKMAN. May I ask a question to see if I understand 
what the gentleman has just said, that the government guaranty is 
an abomination. Is that true at both ends of the line, or are you 
just talking about the government guaranties that are required from 
foreign governments? 

Mr. Marrry. I am talking about the other end of the line. 

Senator SpARKMAN. I[f it is an abomination there, why isn’t it here? 

Mr. Marrry. It is on a different footing all together. If I may 
illustrate: Suppose there is a question of financing an industry in a 
Latin American country. Private capital in that country is interested. 
It does not have sufficient capital. It has, let us say, sufficient 
equity but it needs some loan capital. There is no domestic source 
for such capital. So it comes to the United States. It cannot get 
the loan capital which it requires from private sources. It is not 
obtainable. So it applies to the Export-Import Bank or, let us say, 
to the International Bank. 

If at this point these promoters, these capitalists, are told, “You 
must get the guaranty of your government,” it puts them right 
into the hands of their government. Now, in many circumstances 
this may work no harm, but in many other circumstances it works 
great harm, because, as the chairman has said, it invites government 
interference, government control and is an infringement on the domain 
of private enterprise. 

Senator SpPaRKMAN. Would you suggest as an alternative the 
setting up of some kind of insurance plan, such as was suggested 3 or 
4 years ago by the Export-Import Bank? 

Mr. Marrry. You mean, export credit insurance? 

Senator SPARKMAN. Yes. 

Mr. Marrry. I think that is a different problem all together. That 
has to do with sight and short-term credit, not long-term credit. 
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Senator SpARKMAN. What I had in mind was the bill that this 
committee reported on 3 or 4 years ago. Didn’t that involve guar- 
anty of payments back of those loans? 

Senator MayBank. That is right. 

The CuarrmMan. The bank at the moment has the authority to 
guarantee short loans or long-term loans or any kind of loans they 
care to. They have that authority now. They can gaurantee a 
$100,000 loan or a $1,000 loan. 

Senator SPARKMAN. We never did enact into law the proposal the 
Export-Import Bank made a few years ago. 

Senator Mayank, I introduced the bill. 

The CHarRMAN. That was limited to certain categories of disasters. 

Mr. Marrry. May I pursue your thought, Senator Sparkman? 
At this end of the line I think the circumstances are entirely different, 
or, at least, could be entirely different. It seems to us that the way 
this ought to work is that the foreign borrowers in question, speaking 
now of loans to foreigners for development purposes, or American 
exporters who need credit facilities to find markets abroad, ought to 
go in the first instance to their own banks or insurance companies. 

Let us say that the bank says, “Yes, we are prepared to put up the 
money that is required under an appropriate guaranty from the 
Export-Import Bank, and will charge you such-and-such a rate of 
interest.”” Then the foreign borrower, the potential borrower, or the 
exporter, is in a position to go to the Export-Import Bank and say to 
it, ‘Are you prepared to facilitate this transaction by means of your 
guaranty?” 

Then there is no interference whatsoever with private channels of 
trade. There is no interference whatsoever with the normal relation- 
ship between the client and the bank or the borrower and his insurance 
company or any other private lender. It seems to me the situation 
is entirely different. 

Senator SPARKMAN. This thought has been going through my mind: 
Take the case of the Federal Reserve, the Federal Deposit Insurance 
Corporation and other credit agencies that have been set up in this 
country from time to time. The Federal Government originally 
underwrote the capitalization, but it gradually passed into the owner- 
ship of private banks or other institutions. Why should not that 
likewise be done with reference to the Export-Import Bank? 

Mr. Marrry. I think it is a very interesting idea. I would like to 
see itdone. I would like to see the stock offered to private purchasers. 

Senator SPARKMAN. Could the banks participate under the law now? 

Mr. Marrry. Commercial banks I think would not. They can if 
the facility were set up in the proper way under existing law. How- 
ever, I should say that I think commercial banks would be very 
reluctant to tie up their funds on a permanent basis in such an institu- 
tion, however profitable it might appear. 

Senator SPARKMAN. Why, if the Export-Import Bank is a good 
institution and is doing a good job and is helping the clients of these 
banks, would the banks not be willing to go together and through 
their cooperative effort attain the same purpose? 

Mr. Marrry. It would be my hope that they would. I think 
you would find a strong resistance because it violates commercial 
banking standards. A bank which is holding, primarily, demand 
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deposits does not feel justified in tying up any large part of its funds 
in permanent investments, and in most cases cannot under law. 

The Cuarrman. The bank examiners will not permit them to do it. 

Mr. Marrry. Ordinarily this would be a subject for criticism 
by the examiners. 

Senator SpaRKMAN. You speak of commercial banks. Are there 
other institutions that would? 

Mr. Marrry. The only possibility that occurs to me are the in- 
surance companies, who of course have very large funds at their 
disposal for permanent investment. 

Senator SparkMan. Do they engage in foreign investments now? 

Mr. Marrry. No, partly because of restraints of law and partly 
because of restraints of policy. 

Senator Sparkman. In other words, our general financial system 
simply is not set up in such a way that we could hope for an under- 
writing of this or taking over of this capitalization? 

Mr. Marrry. No. May I say to you in a general sense that the 
banking system of the United States is deficient insofar as the 
financing of international trade is concerned. 

The Cuarrman. Is what? 

Mr. Marrry. Deficient. 

Senator SpARKMAN. And certainly if we go into a program of trade, 
not aid, we are going to have to do some thing about it? 

Mr. Marrry. I think so. 

The Cuarrman. That is why we are having these studies. It is a 
problem facing business in America. It is, ‘how are they going to 
finance export business? Proceed in your own way. 

Mr. Marrry. I was discussing development loans by the Export- 
Import Bank, which we think should continue to be made under certain 
circumstances, indeed under many circumstances 

As regards exporter loans, whic h we distinguish as the second major 
type of. operation by the Export-Import Bank, we think the bank 
should by all means continue its operations in this field. It would 
be our hope. that the bank would continue its operations to the 
maximum extent possible by the use of commercial bank and insurance 
company funds and by the exercise of its guaranty powers. 

As I stated a few moments ago, we think it is important that the 
exporter come to his own bank in the first instance, make his deal with 
his bank, and then go to the Export-Import Bank, seeking its guar- 
anty in order to put the transaction on foot. 

It 1s our view that commercial banks acting individually would be 
willing to extend a considerable amount of credit on this basis. It is 
our view also that under such a system the very difficult problem of the 
rate of interest would be solved. If the exporter g goes first to his own 
bank, the bank will quote to him a rate of interest based on current 
money market conditions, a rate which is based upon possible compe- 
tition from other banks, and a rate which is based upon the general 
standing of the client. As money market conditions exist in the 
United States today, and in the foreseeable future, these will be a 
relatively low rate. 

Senator Sparkman. Could you give us some idea of what it would 
be? 

Mr. Marrry. I will give you an example. Since the issue regard- 
ing the Export-Import Bank came to the forefront, we had an applica- 
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tion from a valued client in the Midwest who wanted to export some 
equipment to Latin America on extended terms. He said to us, 
“Will you put up the money if we can get a guaranty from the Export- 
Import Bank?” After considering the matter, we said, “Yes, we 
will put up the money—not the entire amount, mind you—up to 80 
percent of the amount involved, and we will charge you a rate based 
on our prime rate—not the prime rate, because that is a short-term 
rate, and this involves extended terms.” 

Senator MayBank. How long? 

Mr. Marrry. It was a maximum maturity of 3 years. So we 
quoted a rate which was fractionally above the prime rate and which 
we considered to be extremely favorable. Now, if the Export-Import 
Bank could have facilitated that transaction with its guaranty, it 
it would have added to that interest rate its charge for its guaranty. 
| do not know what the charge would have been. But it seems to me 
the total cost to the borrower would still have been very low, at 
least in relation to interest rates in his own country, and the total 
cost to the borrower would have been by no means a burden on the 
borrower or on the transaction itself, 

It seems to us this is thé way the thing ought to work. 

Senator MAyBANK. Would it have been 3 or 4 percent? 

Mr. Marrry. Our prime rate at that time was 3% percent. 

Senator MaYBANK. You mean, insurance charge or guaranty. 

Mr. Marrry. Guaranty. 

Senator SPARKMAN. It probably would have been between 4 and 
4% percent total charge? 

Mr. Marrry. That would be my guess. 

The CHarrMAN. My opinion is that the borrower in the foreign 
country, when he was told that he could get it for 4 and 4% percent, 
would almost drop over. He would be so amazed that he could bor- 
row money for such a small amount he would almost drop over. 

Mr. Marrry. The difficulty with the system as it has existed in 
the past is that the exporter or others have gone to the Export-Import 
Bank, have negotiated with the Export-Import Bank, and the bank 
has agreed to make the loan at a given rate of interest. Then on 
occasion the Export-Import Bank or the borrower came to the New 
York market and said, ‘““Wouldn’t you like to take some of this 
loan?” 

In practically all instances the rate allowable to the bank or other 
borrowers was far below what they could get on similar risks. So, 
in most instances we said, ‘‘No, thank you. We are not interested.”’ 

The CrHarrMan. The law permits the Export-Import Bank to do 
that at the moment. I don’t think they have availed themselves of 
that opportunity, and I don’t think the Congress has ever instructed 
them to do it. I dov-’t think the rules and regulations have ever been 
promulgated to do that sort of thing. In other words, it has just 
been one of those things that nobody has taken any particular in- 
terest in. 

Mr. Marrry. As Mr. Arey has pointed out, the Treasury has had 
a voice in this. For a long time the Treasury did not believe as a 
matter of principle that the Export-Import Bank ought to seek funds 
in the private market, because they thought it competed with the 
Treasury financing. I think this view was fallacious but it was their 
feeling. 
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I have nothing further to say by way of prepared statement, Mr. 
Chairman. 

The Cuarrman. There has been a feeling that the Export-Import 
Bank should not secure money direct from the Treasury because of 
the debt limit, and that they should not secure money from private 
sources or commercial banks because it would interfere with their 
financing of Government bonds, so the Export-Import Bank has been 
in the middle? 

Mr. Marrry. That is right. 

The Cuarrman. And as a result, the American exporter is suffer- 
ing? 

Mr. Marrry. That is right. 

The Cuarrman. Those are about the facts. Maybe they are not 
stated quite correctly, but they are almost 100 percent correct. 

In the meantime the foreign seller, particularly in Western Europe 
and Japan, has been actively securing much of the market that 
American exporters could have secured had they been able to give 
longer terms. 

Mr. Marrry. Competition is increasingly severe. 

The CuarrMan. Because Western Europe at the moment, and 
Japan, are really in production and are on the march. They are 
making goods. We should always remember in the United States 
that there is nothing we can make here that they do not make in 
Europe. If they cannot buy it in the United States, they will buy 
it in Europe, if they need it and want it. It is just a question as to 
whether or not we want the export business. If we do want it, I 
think we are going to have to change some of our habits. 

Mr. Marrry. May I enter a reservation, Mr. Chairman? I think 
we agree with all of what you have just said. It is possible, however, 
that export financing on a competitive basis can get out of hand. 

The Cuatrman. There is no question about that. 

Mr. Marrry. I would not want it understood that we are for the 
unsound extension of credit. We do not believe in the unsound 
extension of credit even for good purposes 

The CuarrMan. We certainly do not want to get into competition 
as to who is to give the longer terms and sell at the lowest price, 
because that will wreck everybody. 

Also, by virtue of this fact—which I discovered many, many years 
ago—that it is pretty hard to sell equal merchandise to someone at 
a higher price and shorter terms than the other fellow is offering. 
You may proceed. 

Mr. Marrry. I have nothing further. 

aa CuatRMAN. Thank you very much. You have been very 
helpful. 

We will call the gentleman from Houston, Mr. Crockard, assistant 
vice president of the Second National Bank. Then we will call Mr. 
Faulk, vice president of the Merchants National Bank of Mobile. 

Senator Ropertson. Banks in Houston go by the name of indi- 
viduals. What name does this bank go by? 


STATEMENT OF MERLE R. CROCKARD, ASSISTANT VICE PRESI- 
DENT, THE SECOND NATIONAL BANK OF HOUSTON, TEX. 


Mr. Crocxarp. I suppose you would say the Anderson Founda- 
tion, if you are speaking of the ownership of the bank. 
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Senator Ropertson. Clayton-Anderson? 

Mr. Crocxarp. We do not tie ourselves to individuals—Judge 
Elkins, Jesse Jones, or Glenn McCarthy. 

Senator Roserrson. I know a little something about Houston, and 
I know certain figures dominate in the banking industry down there. 
Your group is the Anderson group? 

Mr. Crockarp. Yes, sir. 

Mr. Chairman, my name is Merle R. Crockard. I am assistant 
vice president of the Second National Bank of Houston, Tex., and 
assistant manager of its foreign department, a relatively young but 
growing part of the bank. 

The opportunity of appearing before your committee is sincerely 
appreciated. It is approached with considerable humility in view of 
the august company among which I find myself in today’s list of 
witnesses. 

I would like to be able to expound on the many aspects of the 
Export-Import Bank and the International Bank, but I am afraid 
my opinions on that would be rather lost when compared to the 
opinions that we have received from bankers who have had a great. 
deal of experience with it and know more about it. 

Our experience with the bank has been confined to the opening of 
letters of credit under their credits covering the exportation of raw 
cotton to certain European and South American countries. 

We have been extremely happy with the arrangement we have had 
with the Export-Import Bank, and the procedure. The procedure 
set up by them has been easily followed, and we have had no difficulty 
in handling any of these transactions, and hope likewise that our 
handling of them has been in accordance with their own standards. 

Senator Maysank. They are all short-term loans; are they not? 

Mr. Crockarp. Up to 18 months. 

Senator Rospertson. Have they been guaranteed loans? 

Mr. Crockarp. Yes, sir. We have been guaranteed by the bank. 

The CHarrMAN. You made primarily cotton loans? 

Mr. Crockarp. Yes, sir; as a matter of fact, entirely cotton at this 
point. 

The CuarrMAN. How much would you say it has amounted to in 
dollars and cents? 

Mr. Crockarp. From the Export-Import Bank it has been a very 
small amount. I think slightly over $1 million. We bave partici- 
pated in the FOA program to a much greater extent. 

We do feel that the Export-Import Bank cotton credits have been 
most helpful, both to the cotton textile industry abroad and the raw 
cotton shippers in this country who have long looked on them with 
favor. 

Senator MaysBank. If you have only had $1 million—being a 
former cotton man myself—that is not much business. 

Mr. Crocxarp. When I said $1 million, I was speaking only of the 
amount we got from the Export-Import Bank. 

Senator MayBank. That is nothing in cotton 

Mr. Crocxarb. That is right. As you will determine from looking 
at. a schedule of where these loans are placed, by far the greater part 
of the loans have been placed with the banks in the financial center-—— 

Senator MaysBank. The Guaranty Trust Co. or the National City 
Bank? You handled it through one of the New York banks? 

Mr. Crockarp. No, sir. 
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Senator Maysank. How do you handle -yours? 

Mr. Crockarp. We handle ours the same as the National City 
Bank handles theirs. We have our direct correspondents throughout 
the world. We feel there will be a need and place for more of these 
letters in the future. 

Senator Maypanx. In other words, you believe that the private 
banking industry, yours in the Southwest and the big banks in New 
York are taking care of what is necessary. 

Mr. Crockarp. We are certainly interested in handling more of 
that business. The foreign bank probably has a bigger hand ia 
placing credits, that they go to the larger. banks where they have 
large credit lines. In other words, a bank in France which might 
have occasion to participate in this program, would want, to give the 
banks in New York which have given them longer credit lines a part 
as a participating buyer. Our bank is small in size. 

Senator Ropertson. What is your capitalization? 

Mr. Crockxarp. $15 million; $7% million capital and $7% million 
surplus. So you see we are a small bank. 

But we have a department that is growing and I think compares 
favorably with some of the larger banks in the East, 

Along this line, the Export-Import Bank participation that we 
have beea able to have has benefited us uot only from the income 
derived from the handling of such transactions, but probably more 
important, the opportunity to make ourselves known to foreign bank 
with which we come in contact in the course of these operations. 

Senator Mayspank. Where did you finance this $1 million through 
the Export-Import Bank to, Europe? 

Mr. Crocxarp. To Europe and South America. 

Senator MaysBankx. I notice that most of the Export-Import Bank 
loans are to Japan and the Orient. Do you do any business out there 
now? 

Mr. Crockxarp. We have not participated. There have been large 
credits to Japan, but we have not participated. 

Senator Maybank. Private banks in Houston do not handle that? 

Mr. Crockxarp. No. We are anxious to participate. We handle 
the financing of cotton to Japan in millions of dollars under other than 
the Export-Import Bank. 

Senator Maysank. That was mostly this cotton that we shipped 
over there under commodity credit. That amounted to $1,250 million. 
You say you handled some of that. How about some of Anderson’s 
cotton or some of the others? 

Mr. Crockarp. We handle shipments of the cotton companies 
under private financing arrangements that are made in Japan. 

Senator MaysBanx. You deal direct in Tokyo? 

Mr. Crockarp. Yes, sir. We have direct connections with banks 
in Japan, who have accounts on our books. It is simply an occasion 
where we make payments against the balance they have on our books. 

Senator Maysank. The Southern Cotton Co. used to be the largest 
shipper to Japan. Is it shipping any cotton now? 

Mr. Crockxarp. Idonotthinkso. I donot recall seeing that name. 

Senator MayBank. Some of the people at Houston said they were 
shipping some now. 

Mr. Crockarp. I do not know the name. 

Senator Maypanxk. Their headquarters used to be in Dallas. 

Mr. Crockarp. They may very well be. 
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We believe we have made a reasonable start in organizing our depart- 
ment. We feel we would like to have an opportunity to participate 
more in the Export-Import Bank credits. 

While recognizing that the foreign banks normally designate the 
participating United States banks, we urge that the Export-Import 
Bank give whatever assistance it can in enabling us to receive a more 
appropriate share in the operation of its cotton credits. The old and 
traditional courses impose obstacles to the new and growing institu- 
tions. We are fully aware that it would not be practicable for private 
banking operations under Export-Import Bank credits to be spread 
too widely, but we believe there is a place for those banks outside of 
New York City which are fully qualified and strategically located to 
have a greater share in those cotton credits. 

Realizing that there are undoubtedly a number of banks throughout 
the United States who have a desire to increase their participation in 
these operations, we hope our request will not fall into the category 
of another bank looking for additional business, and we are confident 
that this will not be the case if full consideration is given to the 
following: 

(1) By far, the greater portion of cotton export is shipped from 
gulf ports and a large number of cotton firms have indicated their 
desire to receive letters of credit payable nearer the point of shipment. 

(2) While our bank is small, we compare favorably with a number of 
the larger banks insofar as foreign trade is concerned. We are 
certain that our past record will reflect our capacity and ability to 
handle this business in an increased volume if given the opportunity. 

Someone asked the question as to our capitalization. While our 
capitalization is only $15 million, we have letters of credit and accept- 
ances outstanding somewhere near that same amount, $15 million, 
which you will note from examining statements of other banks is a 
fairly good-sized operation. 

Senator SparKMAN. Would that be your participation in Export- 
Import Bank loans and also in the FOA operation? 

Mr. Crockarp. Yes, sir. I mentioned the figure of $15 million. 
That figure includes some of those operations but the principal part 
of that amount was handled under private financing. 

Senator SpARKMAN. Your own financing, independent of Govern- 
ment agencies? 

Mr. Crockxarp. Yes, sir. Over a period of 3 or 4 years we have 
handled, I think, $16 million of cotton credits under the FOA program. 

In closing I would simply like to say that we appreciate the oppor- 
tunity we have had to share in the program up to this point, and pledge 
our cooperation and support to the Export-Import Bank in any work 
they are doing and will do in the future. 

The CxHartrmMan. Thank you very much. We appreciate your 
testimony. We may want you to come back later. 

We will make your letter of October 20, 1953, in reply to the ques- 
tionnaire a part of the record. 

(The material referred to follows:) 

Tue Seconp NATIONAL BANK, 
Houston, Tex., October 20, 1958. 
Hon. Homer FE. CapEeHart, 
The United States Senate, Washington, D. C. 


Dear Str: In answer to your letter of September 10, we are listing below our 
comments concerning the various points brought out in your questionnaire. 
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1. The cotton textile industry of various countries abroad has been assisted 
greatly in financing of their imports of United States raw cotton. Clients of our 
bank who are in the cotton export business have in turn benefited from this ficilita- 
tion of the cotton trade. 

2. We do not feel that the Export-Import Bank has competed with private 
capital in this area because the investment of private funds in projects abroad un- 
doubtedly would not be undertaken in the absence of credit assistance by our 
Government. 

3. Business of our bank has not suffered because of the Export-Import Bank 
credits, and as a matter of fact, we have benefited by issuing letters of credit. under 
the protection of the credits. It has also enabled us to make contacts with other 
banks and has stimulated other bank business with them to some extent. 

4. It is our understanding that the commercial banks engaged in business 
under an agreement with the Export-Import Bank have been largely those 
located in New York City and to some extent in San Francisco and Chicago. 
In some instances we have been d signated as one of the United States commercial 
banks through which these credits are operat2d and are desirous of increasing our 

articipation in such credits, especially those covering cotton, which, of course, 
is shipped from this part of the country. 

5. While we do not classify a 6-month loan as a term loan, in most instances 
we do discourage loans extending over a period of more than 1 year. 

6. No. The only financing of shipments to foreign countries payable over 
term periods would be under the Export-Import credits providing for our negotia- 
tion of up to 18 months date drafts but on which we are reimbursed by the Export- 
Import Bank within a period of 1 month or less. 

7. Commissions paid us by foreign banks on these transactions have been in 
line with other operations handled in our foreign department. The rate of 
interest paid by the Export-Import Bank is on the low side, however, and while 
we have been willing to handle this business at this low rate, we feel that the 
rate should be increased. 

8. No, we have not. 

9. We feel that the Export-Import Bank’s loaning facilities are essential in the 
interest of international trade. espite our feeling that the Government agency 
should not compete with private industry, we are highly in favor of the continua- 
tion of this bank since we feel that they have steadfastly held to a policy of supple- 
menting and encouraging, but not competing with, private capital. 

10. We are of the opinion that the Export-Import Bank facilitated the 
expansion of international trade in that it has granted loans which have bolstered 
the economy of many of those countries who are friendly to us. We have long 
since decided that it is to our advantage to assist in the strengthening of these 
countries and a program which permits them to help themselves is certainly more 
advantageous to us than our free aid programs. 

We hope that the above will be of some assistance to you and assure you of our 
desire to cooperate in every way possible. 

Yours very truly, f 
M. R. CrocKarp, 
Assistant Vice President. 


The CuarrMANn. Our next witness will be Mr. E. W. Faulk, senior 


vice president, Merchants National Bank of Mobile. You may 
proceed, Mr. Faulk, in your own way. 


STATEMENT OF E. W. FAULK, SENIOR VICE PRESIDENT, 
MERCHANTS NATIONAL BANK, MOBILE, ALA. 


Mr. Faux. Thank you, Mr. Chairman. My name is E. W. Faulk. 
I am senior vice president of the Merchants National Bank of Mobile. 
In that capacity I supervise the operation of our foreign department. 

I sent on November 16, 1953, in answer to the inquiry of the general 
counsel of the committee, a letter in answer to the various questions 
which he had raised, and have given our agreement to that being 
placed in the record. 
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The CuarrMaANn. You would like to have your letter of November 16 
placed in the record? 

Mr. Fautk. Yes. 

The CuarrMan. Without objection, the letter of November 16 will 
be placed in the record. 

(The material referred to follows:) 


Tue Mercuants NATIONAL BANK OF MOBILE, 
Mobile, Ala., November 16, 1958. 
Mr. Henry F. Houtuusen, 
General Counsel, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. Hortnusen: We wish to apologize for our delay in replying to 
Senator Capehart’s letter on the subject of the Export-Import Bank of Washing- 
ton and to your letter of November 3 calling our attention to this oversight. 

Operating, as we do, one of the pioneer foreign departments in the gulf area, 
and a very active one, we are naturally tremendously interested in this question. 
Besides our direct interest in it, the writer in his capacity as a member of the 
foreign commerce committee of the Chamber of Commerce of the United States, 
as a director of the Bankers’ Association for Foreign Trade, as a trustee of the 
United States Inter-American Council, and as a member of the National Foreign 
Trade Council, has discussed it with representatives of many other areas and 
segments of opinion. 

We will address ourselves below to the specific questions brought up in Senator 
Capehart’s original letter. 

1. Has the Export-Import Bank been of assistance to clients of your bank? 

Answer. Yes. We do not recall that any of our clients have had any cf their 
transactions financed directly by the Export-Import Bank for their own account, 
but a good many of them have participated in business which arose through 
financing of the purchasers abroad by credits granted by Export-Import Bank. 
In addition, clients of ours have benefited from payments received on indebtedness 
already due them abroad, these payments being received in consequence of the 
loans granted to Argentina, and more recently to Brazil, enabling these countries 
to pay off large accumulated backlogs of commercial indebtedness. 

2. Has it competed with private capita] in your area? 

Answet. No. It has been our impression that as a matter of policy the bank 
has carefully refrained from competing with private capital where available. 

3. Has it taken business away from your bank and, if so, how and to what 
degree? 

The Export-Import Bank has not taken any busines: away from this institution. 
We do believe that there could have been many cases where the Export-Import 
Bank could have offered more wide participation in its operations to smaller 
banks interested in world trade, like our own. This will be further commented 
upon in reply to a later question. 

4. Can the Export-Import Bank use the services of your bank more than in 
the past and, if so, how? 

We believe it will be found true that in the past when letters of credit have been 
opened abroad as a consequence of loans extended by the Export-Import Bank, 
the majority of these credits have been payable through the large banks con- 
centrated in this country’s principal commercial centers. It is true, of course, 
that the bulk of funds held in this country in the name of foreign banks are on 
deposit in the large banks in the financial centers. It is also true that many 
smaller banks, such as ours, located in other parts of the country, equipped to 
serve as paying agents for such credits and, in most cases, acting as paying 
agents when dealing directly with their foreign correspondents, should be given 
more consideration; especially when the credits cover commodities originating 
from the geographic area in which the smaller banks are located and with which 
these banks are thoroughly familiar and experienced. We have been somewhat 
at a loss as how to proceed in this connection. When in correspondence with the 
Export-[mport Bank we have been advised that the control of the routing of 
these credits lay in the hands of the banks abroad. On communicating with 
correspondent banks abroad, we have usually been informed that the paying 
agents on this side were designated by the Export-Import Bank and did not 
include ourselves. We do not question the integrity of the Export-Import Bank 
or of the foreign banks, but we do think there is some donfusion on this point, 
which has resulted to the detriment of smaller banks, and we do believe that the 
Export-Import Bank, as the source from which the funds are derived, might take 
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somewhat more into consideration the interest of the smaller commercial banks 
operating foreign departments ard maintaining established connections abroad. 

5. What position has your bank taken with respect to term loans, i. e., where 
repayment exceeds a term of 6 months? 

Answer: This question is rather difficult to answer as it is phrased. We do 
not believe that the questionnaire refers to term loans made by an American 
commercial bank directly to a foreign government or municipality. We believe 
that this inquiry is mainly directed toward the financial handling of exports and 
imports, and as the terms and channels of import financing are pretty well defined, 
we take your question to refer to the financing of exports from the United States 
to foreign countries where the terms of payment are longer than 6 months. A 
great bulk of the commodities which we finance for export are normally sold on 
shorter terms. The question does arise in the case of heavier equipment and 
capital goods. When it does arise, there are many aspects to the problem. 
These include the credit standing of the purchaser, whose obligation is offered by 
the exporter; the credit standing of the exporter, whose responsibility must lie 
behind the transaction; and the position of the country of destination exchange- 
wise and, particularly, dollarwise. All too often, the last factor is the one which 
governs a negative decision. A commercial bank, lending funds which come from 
demand deporits, could hradly afford during the best of conditions to have large 
amounts in long-term transactions of this type. When exchange uncertainties 
are added and the possibility exists that the funds may be tied up for lack of 
exchange for a considerably longer period than is contemplated, obviously the 
commercial bank cannot favorably entertain the transactions. In our own 
case, we have financed the exportation of equipment manufactured within our 
area, payable over an amortized basis up to as high as 3 years, with appropriate 
safeguards in the form of guaranties acceptable to us from banks in the country 
of destination. Our experience in that connection has been satisfactory, but the 
transactions and the risks have been carefully selected and we could hardly say 
that our position is one generally disposed to the handling of such transactions. 
As a matter of policy, and in the majority of instances, we would probably decline 
such loans or advances, 

6. Are you financing, without recourse, shipments to foreign countries payable 
over term periods? 

Answer. No. 

7. In cases where you have acted for the Export-Import Bank in the operation 
of credits has your compensation been adequate, taking into consideration the 
risk factors involved by the Export-Import Bank as a Federal agency? 

Answer. As we have not acted directly for the Export-Import Bank in the 
handling of credits we cannot express a competent opinion upon this question. 

8. Have you participated with the Export-Import Bank in any of its loans 
without the latter's guaranty? If so, was your experience satisfactory? 

Answer. We participated in the loan made to the eaten of the Netherlands 
in 1946 with entirely satisfactory experience. 

9. Do you consider continuation of the Export-Import Bank’s loaning facilities 
essential in the interest of international trade? 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and, if\so, how can it more adequately expand it in the future? 

We are going to attempt to reply to both of these questions in the same answer 
because there seems to be implied in both the question of whether the continued 
functioning of the Export-Import Bank is justified, and we think that the answer 
is decidedly in the affirmative. We believe that in the national interest the 
Export-Import Bank should continue to provide for financing for exports from 
the United States and to assist in the economic development of foreign friendly 
countries. We believe that in the performance of its function the bank, in 
addition to facilitating the movement of trade, has been able to provide financing 
for developmental projects abroad beyond the capability of commercial banking 
institutions. The markets thus created for additional commodities and the 
opportunity engendered for increased use of commercial banking services in the 
normal flow of trade seem distinetly in the interest of this Nation’s domestic and 
international economies. 

It is our opiaion that the Export-Import Bank should continue within the 
limitations of its statute and established policies to make or facilitate development 
loans to friendly foreign countries which are not members of the International 
Bank for Reconstruction and Development. We also believe that there will be 
many cases where it would be in the national interest for the Export-[mport Bank 
to make or facilitate such loans to countries which are members of the international 
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bank. We believe that the Export-Import Bank should continue to make or 
facilitate medium-term and long-term financing for exports of a suitable type, 
with appropriate participation by the exporters in each case, and that as far as 
possible this function should be continued by obtaining funds from private lenders 
under its guaranty so that the burden of the Federal budget is reduced to a 
minimum. We believe that there is a good amount of room for a greater participa- 
tion in the activities of the Export-Import Bank by more of the smaller banks, 
and we belieye, also, that through properly devised mechanics the bank might 
extend its guaranties in the form of deferred participation (somewhat along the 
lines used by the Reconstruction Finance Corporation) to cover loans made by com- 
mercial banks. We see no reason why arrangements could not be worked out 
toward obtaining some funds from private sources by selling obligations of the 
bank directly to commercial banks to reduce the calls upon the Treasury. Any 
one or a combination of these methods should serve to reduce any burden on the 
Federal budget and, at the same time, to enhance the value of the bank and the 
expansion of its service to the Nation. There arises, of course, the question of the 
so-called political loans. This is a very ticklish question, but we doubt that the 
bank’s activities should be determined exclusively by the fiscal character of its 
operations and believe that consideration should be given to uses that might be 
made of the bank as an integral factor in the carrying out of foreign policy. We 
do not mean that the essential character of the bank as a commercial establishment 
operating on a profitable basis should be adulterated, but we think it possible to 
envision future circumstances wherein disposition of the bank’. loaning facilities, 
extended on a sound and practical basis, might still serve more than a strictly 
economic purpose. 

If we can be of further assistance to the committee in this question, we should 
be pleased to have you call upon us, as it is one in which we are distinctly in- 
terested. 

Sincerely yours, 
(Signed) E. W. Fav x, 
Senior Vice President. 


Mr. Faux. The questionnaire having been commented upon by 
other witnesses, I will not refer to it, because I agree in general with 


what has been said by the preceding witnesses on the general question 
of the Export-Import Bank and on some of the peculiar problems of 
the smaller banks, as has been mentioned by Mr. Crockard just 
preceding me. 

We believe the Export-Import Bank has done a constructive job in 
facilitating exports and imports of the United States and in promoting 
United States interests. 

We feel it fills a definite need as an adjunct to private banking and 
in assisting American foreign traders in competing abroad, particularly 
where medium and long-term financing is involved, where a com- 
mercial bank, for reasons which have been well stated by previous 
witnesses, cannot extend their help. 

We hope it will be permitted to continue assisting in financing and 
developing American foreign trade, and that in providing financing 
it will use to the maximum extent possible financing by private lenders 
under its guaranty, relieving in that way demands on the Federal 
budget, 

I believe that summarizes what I have said in the lengthy communi- 
cation. 

The CuarrmMan. You do not feel the laws of the respective States, 
and the Federal laws, will permit commercial banks to properly 
finance the export needs of their customers? 

Mr. Fautx. Well, without necessarily referring to the laws, as has 
been stated by a previous witness, there is the matter of banking policy 
involved and the very pertinent fact that we are all loaning on demand 
deposits. Demand for finances to compete with foreign countries at 
the present is for medium or long-term financing and, in general, 
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commercial banks cannot do that from the funds that come from com- 
mercial deposits. It is not good banking policy. 

The Cuarrman. In other words, if your customers all had sufficient 
credit established, you could loan them money within your ability 
to loan and under the terms based on the policy of your bank? 

Mr. Favuix. But our policy would not allow that for a long term. 

The Cuarrman. What kinds of loans or business have you partici- 
pated in with the Export-Import Bank? 

i 24 Fautx. We have not participated with the Export-Import 
ank. 

The CHarrman. You have not? 

Mr. Faux. No. 

The CuarrmMan. You have never participated in any loans? 

Mr. Faux. No, sir. 

The Cuarrman. Have they guaranteed any loans that you have 
made? 

Mr. Faux. No. 

The Cuarrman. Then you have not had too much experience with 
the bank? 

Mr. Fautx. No, except in an observatory way. 

The Cuarrman. Do you have any reason to feel, taking your section 
at Mobile—that is, southern Alabama— or do you know whether or 
not the manufacturers and processors in southern Alabama, and the 
people with whom you do business, would be able to do more foreign 
business if there was some agency or some bank or some institution, 
or many institutions, in the United States that could finance their 
export business? 

Mr. Faux. Yes, sir. I think it is true that more business could 
be done if means were provided. 

The CuarrMan. Do you feel that is true with your customers in 
Alabama? 

Mr. Fauix. Yes. Our customers are not limited to the immediate 
area that you mention. They are located throughout the South and 
Middle West. 

The CHArrRMAN. It is pretty widespread? 

Mr. Faux. Yes, . 

The Cuarrman. You feel they are being held down on the export 
business through their inability to properly finance their sales? 

Mr. Faux. We feel they can extend their present export business 
and that they could save some business which otherwise is getting 
away from them through more favorable terms extended by other 
countries, 

Senator SparkMAN. Mr. Faulk, you heard Mr. Maffry of the 
Irving Trust Co. in his testimony. o you substantially agree with 
it? The reason I am asking you about him particularly is because 
I think we discussed more policy while he was on the stand. 

Mr. Faux. I do substantially agree with him. 

Senator SPARKMAN. I take it you are pretty well in line with Mr. 
Crockard, too, in reference to the need perhaps of more attention to 
the banks in the areas outside of the big cities? 

Mr. Faux. Yes. We think perhaps it could be broadened. 

Senator SparKMAN. Is your handling of foreign credits principally 
in cotton, grain, and naval stores, things of that kind, or what are 
the principal items? 
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Mr. Faux. The principal items are cotton, grain, naval stores, 
lumber, and various manufactured articles. 

Senator SPARKMAN, That is all, Mr. Chairman. 

The CuarrmMan. Thank you very much. We may want you to 
come back later. 

Our next witness will be Mr. Chadsey, vice president of the First 
National Bank of Boston. Proceed in your own way, Mr. Chadsey. 


STATEMENT OF HORACE M. CHADSEY, VICE PRESIDENT, THE 
FIRST NATIONAL BANK OF BOSTON, MASS. 
























Mr. Cuapsey. I think the reaction of the commercial bankers is 
probably very much the same in each instance, and this thing tends 
to get repetitious. If I may, I would like for the sake of continuity 
to follow the outline of the presentation that I have, but I will try 
to economize as to words. 

The CuarrMan. We will be very happy to have you proceed in 
your Own way. 

Mr. Cuapspy. My name is Horace M. Chadsey. I am vice presi- 
dent of the First National Bank of Boston. During more than 35 
years’ association with that bank my efforts have been devoted 
primarily to its foreign division in which I am presently senior operat- 
ing officer. 

The First National Bank of Boston is the direct descendant of the 
institution established in 1784 under the style of the Massachusetts 
Bank and therefore presents itself as the oldest chartered bank in 
continuous operation in the United States. Throughout its long 
history, international trade and finance have occupied a prominent 
place in its activity and its present concern in such matters is evi- 
denced by the existence of its 15 offices in Argentina, Brazil, and 
Cuba, and by the fact that its bankers’ acceptances outstanding—a 
conveniently available and hence frequently utilized standard of 
comparison—habitually represent more than 80 percent of all of those 
reported by banks in the First Federal Reserve District. It has, 
therefore, a keen and I hope an informed interest in the performance 
of the Export-Import Bank. 

In common, I think, with a great many other people who in their 
individual busineses or as corporate managers have seen private 
organizations grow and prosper in a competitive world and under the 
American system, I have a fundamental dislike of governmental 
intervention in a field adequately served by private enterprise. 

I could hardly have failed initially, therefore, to have approached 
the functioning of the Export-Import Bank with a certain sense of 
skepticism and prejudice. But over the nearly 20 years since its 
establishment I have come to regard its performance with friendly 
appreciation. 

The Export-Import Bank has seldom, if indeed ever, been of direct 
assistance to the First National Bank of Boston. It was not designed 
to be a banker’s bank. It has therefore been helpful to us only as it 
has been helpful to our customers, and has enabled them to carry out 
operations which, by reason of the time involved or the exposure 
faced, neither they nor we could appropriately finance. Ability to 
carry out these transactions, however, has made these customers of 
greater value to their communities as more stable employers of labor 
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and creators of revenue, and hence of greater value to us, the custodian 
of deposits and grantor of loans. 

This indirect help then has been important, and in making this 
statement I am thinking not so much in terms of projects so ambitious 
and extended as the establishment of a steel mill in Brazil, but rather 
of the multiplicity of smaller operations which has enabled a large 
number of independent and competing organizations to export thou- 
sands of bales of American cotton or scores of textile machines. 

I am also thinking, on the score of the spread and scope of the Ameri- 
can entities benefited thereby, of the loans for the funding of com- 
mercial indebtedness made to Argentina in 1950 and to Brazil in 1953. 

In enumerating the type of loan which we have found particularly 
helpful to many customers I have not intended to be critical of those 
frequent advances which have been made for large construction 
projects abroad. In any situation where repayment is to be forth- 
coming only over a considerable period, it is of course difficult to 
determine whether the financing is primarily for the benefit of the 
American seller or of the foreign buyer, and in instances such as 
hydroelectric installations, harbor improvement, highway expansion, 
and the like, the question becomes accentuated. It is desirable, 
naturally, that any such transaction should be beneficial to both 
parties and it seems to me that the Export-Import Bank has made a 
consistent effort to apply to such proposals a dual test, namely, 
whether the financing is going to make possible American exports 
which might not otherwise take place, and whether the recipient 
country is going to achieve an additional dollar exchange income or 
save a present dollar exchange expenditure sufficient to provide 
reasonable expectation of its ability to repay the advance. 

Whenever such financing is under consideration one of the factors 
early to be considered is whether or not it constitutes an invasion of a 
field which is adequtely served by and should be reserved for private 


enterprise. In our observation, the Export-Import Bank has been | 


very careful in this respect and has been prepared to consummate 
arrangements only after it hs been satisfied that private enterprise 


was not prepared to provide the financing required in the particular | — 


circumstances that prevailed. 

In our case as a commercial banking institution, determination of 
what might possibly lie within our scope and what was obviously out- 
side of it has not been difficult to make. Those term loans for plant 
construction or for public service installations in foreign countries were 
clearly not the sort of venture in which an American commercial 
bank should engage. Indeed, only under exceptional conditions would 
they be an appropriate basis for commercial bank advances within the 
United States. 

With respect to the sale and export of American-produced commodi- 
ties by a whole range of suppliers, the suitability of the required financ- 
ing has needed more detailed study, but it has frequently been the 
case that the period of time involved, the nature of the obligations to 
be assumed or to be avoided by the parties at interest, the uncertainties 
existing as to the economic future of the recipient country as distin- 
guished from that of the individual purchaser, the regulations appli- 
cable to the conversion of local currency into dollars, have been such 
as to make the financing imprudent for commercial banks. 

This reasoning may immediately suggest, of course, that if the 
operation is imprudent for private financing institutions perhaps it is 
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equally imprudent for a governmentally sponsored bank and that the 
money of the United States taxpayer should not be risked in such a 
venture. In point of fact, however, such a conclusion does not 
necessarily follow. 

The Export-Import Bank is both free from certain risks which 
attach to commercial banks and is in a position to obtain certain 
safeguards which are not available to commercial banks. I would 
like, if I may—even though it involves the recital of certain facts 
with which you are thoroughly familiar—to expand somewhat upon 
that observation. 

As a commercial bank the funds which we have to lend are pri- 
marily those which have been deposited with us by our customers 
and which are withdrawable at the option of our customers—for the 
most part op demand. Given the established banking habits in the 
United States and the large number of our depositors, it is of course 
extremely unlikely that the major part of our deposits will be with- 
drawn over any short period. 

On the contrary, aside from certain relatively long-term trends, 
withdrawals and deposits by our depositors will tend to be compensat- 
ing and of course were it not for that fact we could hardly be a lending 
institution at all. Nonetheless, protection of the depositor and ready 
availability of his funds have traditionally been matters of prime 
concern, both in banking legislation and in prudent banking adminis- 
tration. The largest portion of our loans and investments must 
therefore necessarily mature and be recoverable at relatively short 
intervals. 

While we are alert to the evolution of banking practice and to the 
financing needs of our customers and consequently over the last 
decade have made a moderate number of term loans, we have found 
that the demand for such accommodation within the United States 
and among our own customers has been such as to absorb as large a 
proportion of our lendable funds as we have felt we could properly 
devote to such employment. 

Aside from the fact that to divert part of these loans to foreign use 
would be to serve less adequately the requirements of our clients 
here, there are certain factors inherent in foreign financing which 
involve additional, and in view of our deposit obligations, inappro- 
priate risks. 

American manufacturers for the most part cannot afford, or‘do not 
consider it prudent, to encumber and immobillize their working 
capital for extended periods, and usually, therefore, in seeking financ- 
cing of their foreign sales repayable only over a considerable period, 
they desire to obtain that financing without recourse to them, or at 
the most, with only limited recourse. 

A commercial bank waiving such recourse, foregoes a valuable pro- 
tective feature—one enforceable in the United States in dollars rather 
than one conceivably collectible only in Brazil in cruzeiros, for 
example—as well as the continued active interest of the manufacturer in 
making every effort to expedite the liquidation of the indebtedness. 

If recourse to the American supplier is waived, the financing in fact 
is so altered in form as to constitute in effect financing of the buyer in 
the foreign land. Such a buyer is not ordinarily a customer of the 
bank and is hardly entitled to the facilities of the bank if that should 
mean a contraction of the ability to serve the bank’s American custom- 
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ers, And, obviously, the difficulty of policing or enforcing the 
terms of such a loan are increased by reason of the distance and by 
reason of the applicability of foreign law. ; 

Moreover, foreign loans carry with them the hazard of exchange 
fluctuation and of altering exchange regulations. The shorter the 
term, clearly the greater the ability of the lender to evaluate the 
probabilities. But when the term becomes not a matter of months, 
but of years, then possible exchange fluctuations present in themselves 
a problem of some magnitude, and even more troublesome is the 
likelihood that they will bring in their train new exchange regulations 
which, representing as they are likely to do a combination of economic 
necessity and of political aspiration, are just not possible to predict. 
In our own case, at least, we have no ilusion as to our ability to 
outguess a managed currency. 

Loan or investment paper of this sort is of course not remarketable. 
We can, if our deposit situation so requires, liquidate promptly a 
substantial part of the domestic investments which we may hold, 
even if market conditions at times may make such sales distasteful 
to us, but the same possibility does not exist for foreign commercial 
paper. 

Now, these hazards do not by any means disappear simply because 
the lender is not a commercial bank but is instead a governmental 
agency such as the Export-Import Bank. But there is a marked 
difference in the ability to assume, and take protective action against, 
those risks. 

The Export-Import Bank’s lendable funds do not stem from deposits 
withdrawable upon demand, On the contrary, they represent. money 
provided by the Treasury Department, and while certainly not to be 
risked ill-advisedly, neither are they going to be recalled for some 
other use next week or next month. 

Furthermore, such a governmental agency is in a position to impose 
conditions, and in the event of difficulty to bring pressure, quite 
outside of the possibilities open to a commercial bank. 

The Export-Import Bank can, for example, and I understand habitu- 
ally does, obtain approval of proposed financing by the central bank 
of the recipient country and frequently obtains also the undertaking 
of that central bank to permit and facilitate the conversion of local 
currency into dollars as maturities come along. Such an approval 
or undertaking cannot, of course, work sitendions It cannot assure 
that the dollar exchange assets of the recipient country will at some 
future time be sufficient for all its dollar needs, but such assurances 
can go a very long way in making certain that if there is not enough 
dollar exchange to meet all requirements, at least the Export-Import 
Bank obligations will be among the last to suffer. 

Now, having dwelt on some of the purposes which it seems to me the 
Export-Import Bank can usefully serve, and has commendably 
served, I would like to mention certain aspects of its performance 
which from our point of view might perhaps be improved. 

The Export-Import Bank has been at some pains. to invite the 
participation of the commercial banks in its financing and to. utilize 
their services in implementing, loans which it has made. This, it 
seems to us, is entirely sensible and desirable. 

It frees the Export-Import Bank from the necessity of maintaining 
a large staff, skilled in the techniques and instruments of international 
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banking, such as letters of credit, documentary examination, collection 
procedures, and the like, and it preserves for the private enterprise 
field those activities which would ordinarily be subsidiary to a loan 
which commercial banks might themselves make. And in thus 
utilizing the services of commercial banks, the Export-Import Bank 
has been very careful, and properly so, to avoid itself making the 
selection of the servicing institution, leaving that choice to the foreign 
recipient of the credit facilities, 

However, since the Export-Import Bank is a governmentally 
sponsored operation, opportunity to participate in the business which 
it engenders ought to be equally available to all qualified banks in the 
United States. As a practical matter, this means, we think, that 
whenever loans under negotiation by the Export-Import Bank have 
reached a point where that fact can reasonably be revealed, there 
should be a public announcement by the Export-Import Bank of what 
financing is in prospect and who are the parties thereto, so that all 
of us who are equipped to do so and may desire to participate will have 
timely opportunity to approach these entities, even though they be in 
foreign lands, by whom a selection of the servicing institutions is to 
be made, and to solicit a share in the activity. To avoid attempting 
with a shotgun what is better adapted to a rifle, this might mean the 
establishment of a mailing list of those commercial banks who had 
indicated their desire to be thus informed. 

It is my opinion also that there should be a somewhat greater 
differentiation in rate between the various projects which the Export- 
Import Bank undertakes to finance. In the field of private enterprise 
the rate applicable to a particular transaction is determined by a 
variety of interacting factors, the responsibility of the borrower, the 
hazards attendant upon the particular venture, the length of time 
involved, the general level and trend of interest rates. Is has seemed 
to me that in the case of the Export-Import Bank there has been a 
tendency (more in evidence in earlier years than in recent ones and 
perhaps motivated by a regard for the borrower’s sensibilities) to 
consider that each and every loan, if made at all, was just as meritori- 
ous as each and every other loan and that the rate has been determined 
more by the cost of money—and of short-term money—to the United 
States Treasury Department than by any other factor. , 

It seems to me that the more difficult loans should bear a com- 
mensurate rate and that both the Export-Import Bank itself and the 
commercial banks, to the extent that they are participants in the loan 
or the agencies servicing the loan, should be compensated propor- 
tionately. It also might be appropriate—and it certainly would be 
consistent with commercial practice—to exact a commitment commis- 
sion in those cases where an agreement is made to lend money well in 
advance of the actual borrowing of that money and consequently in 
advance of any interest-bearing thereon. 

The CuarrmMan. How many more pages do you have, Mr. Chadsey? 

Mr. Cuapsery. I have four. 

The CHarrMAN. There are some questions which we would like to 
ask you. It is now 10 minutes after 12. Let us recess and come 
back at 2 o’clock, when you can finish your statement, if you will. 
If that is agreeable with the committee, we will recess at this time. 

(Whereupon, at 12:10 p. m., a recess was taken until 2 p. m., of the 
same day.) 
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AFTERNOON SESSION 






(The committee reconvened at 2:10 o’clock, Senator Homer F. 
Capehart, chairman, presiding.) 

The CuarrMan. We will come to order. Mr. Chadsey, you were 
about finished, but not quite. 


























STATEMENT OF HORACE M. CHADSEY, VICE PRESIDENT, THE 
FIRST NATIONAL BANK OF BOSTON, MASS,.—Resumed 


Mr. Cuapsery. I understand I went a little too rapidly this morn- 
ing for comfort. 

The CuarrMan. I do not know, but I think the reporter got it all. 

Mr. Cuapsrey. When we recessed for lunch I was about to say that 
I thought these factors will all be of consequence if there is to be a 
continuation of the pattern with which the Export-Import Bank has 
been recently experimenting, namely, the extension of a guaranty 
against eventual default and based upon that the provision of the 
actual advances by commercial lenders in terms of mutually accept- 
able conditions arranged between those commercial lenders and the 
borrowers. 

This approach seems well-designed, both to economize the use of 
Federal funds, and hence relieve pressure against the debt limit, and 
to provide American exporters with governmental support somewhat 

aralleling that available to the exporters of several other countries. 

hat it may result in a foreign debtor paying an interest rate more 
nearly comparable with his commercially measured merit, is not, in 
my opinion, inequitable. 

The emphasis, we think, in the activities of the Export-Import Bank 
has been upon exports, but as the name implies and as the enabling 
authorizations have stipulated, it was intended to facilitate and to aid 
in financing imports as well as exports. The import aspect is perhaps 
not so readily capable of development, but we think that possibly it 
does need more study than has heretofore been devoted to it. 

It is our impression that the import function has so far been largely 
confined to the development abroad of sources of critical materials 
for eventual acquisition by the United States. This action is cer- 
tainly commendable and merits continuance, but in addition thereto 
it seems to us that it might be possible to develop import financing 
which would somewhat parallel the export financing. 

To be sure, the ordinary flow of imports, consisting in the main of 
raw materials, appears to be adequately financed by the commercial 
banks but it 1s possible that new or introductory ventures might be 
developed if financing were available for somewhat more than the 
vormal period of marketing. It is conceivable, for example, that the 
availability in the United States of spot quantities of commodities— 
shipped here not to a purchaser already committed, but to a pur- 
chaser yet to be found—might work to the advantage of both the 
American purchaser and the foreign shipper. To the former, by rea- 
son of ability to inspect and to obtain prompt delivery; to the latter, 
by way of better prices in the spot market and expanded sales. The 
existence of such stocks also might tead to reduce the seasonal varia- 
tions of some marketing and to even out prices over the year. 
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It seems not unlikely that a number of foreign shippers would be 
attracted by such a possibility and would be willing to assume the 
cost and price risks involved. However, an impediment frequently 
facing them is the requirement on the part of their own exchange 
authorities that dollar exchange for commodities shipped to the 
United States be surrendered to those exchange authorities virtually 
coincidentally with shipment. 

Such exchange authorities, however, might be receptive to a sug- 
gestion that only a partial advance be made against the market value 
of the raw materials, and hence only a partial surrender of dollar 
exchange be made initially, so long as the commodities here were sub- 
ject to the security control of the Export-Import Bank (or some com- 
mercial bank acting in its behalf) so that an accounting for the 
ultimate proceeds of sale might be assured. Here again, because of 
the perhaps more than ordinarily extended marketing period and 
because of the semiofficial agreements to be concluded, we believe 
that the possibilities are greater for the Export-Import Bank than 
they would be for any commercial bank. 

It is conceivable, too, that a similar approach might be of interest 
with respect to the im port of manufactured goods. It seems to us 
that the introduction into the United States of the manufactures of 
other countries, which may very well represent articles which we have 
not been accustomed commonly to use and for which a demand must 
therefore be created, is going to be dependent in part upon ability 
to display those articles and to make prompt delivery when a sale 
is concluded. 

Foreign gqvernment trade promotion organization, we think, are 
more likely to be designed for rendering technical than finance ‘ial aid. 
If financial assistance could be arranged through the Export- Import 
Bank, perhaps in conjunction with those trade promotional organi- 
zations, it might be possible to develop a broader market in the 
United States for foreign manufactured products which are not un- 
comfortably competitive with our own and which therefore would 
simply serve to expand the number of articles available for our use 
and enjoyment. 

In summary, may I say that in our opinion there is a real need in 
the international trade of the United States for financing facilities 
such as those provided by the Export-Import Bank; that it has here- 
tofore discharged its function in a manner designed to facilitate our 
trade without unnecessarily impinging upon the field of private enter- 
prise; that it should be commended for the judgment which it has 
exercised, as evidenced by its moderate loss experience and its return 
of dividends to the United States Treasury; and that there should be 
a reaffirmation of the purposes for which it was created and reassurance 
that active pursuit of these objectives may be expected in the future. 

It is also my opinion that the Export- import Bank is a peculiarly 
American institution designed to serve American interests, and that 
we can expect those interests satisfactorily to be served only by an 
international financing agency which is completely responsive and 
responsible to our own authority and to no other. 

That is all I think I have to contribute, sir. 
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The Cuarrman. We have your letters dated September 28, 1953. 
and October 9, 1953, in answer to the questionnaire. Without 
objection, they will be made a part of the record at this point. 

(The material referred to follows:) 


Tue Frrst Natrona Ban* or Boston, 
Boston 6, Mass., September 28, 1953. 
Hon. Homer FE. CapreHart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR CaPpenART: We have your letter of September 10, 1953, asking 
for our opinion on various questions with respect to the operations of the Export- 
Import Bank. It is a pleasure to respond to your request. As ® measure of 
convenience we are repeating the questions you have posed and our observations 
on each one immediately follow. 

1. ‘‘Has the Export-Import Bank been of assistance to clients of your bank?” 

Yes. Such assistance in years past has, for the most part, been indirect to 
clients of ours. For example, the cotton credits of recent years to Austria, Japan, 
Germany, and France provided financing for substantial sales by some of our 
customers, which otherwise might not have been possible. Certainly the Argen- 
tine credit of November 1950, and the Brazilian credit of April 1953, were of 
material assistance to many of our customers, who had receivables tied up in those 
countries for extended periods and, indeed, seriously impaired working capital in 
some instances. More recently, one of our customers—a large manufacturer of 
textile machinery—has had direct assistance from the Export-Import Bank in 
financing sales of equipment to Latin American countries which are presently 
hard-pressed for dollar exchange. These latter transactions were not suitable for 
commercial bank financing. 

2. “Has it competed with private capital in your area?” 

We do not consider that the bank has competed with private capital in this area. 
4 3. “Has it taken business away from your bank and, if so, how and to what 

egree?”’ 

We do not feel that the Export-Import Bank has taken business from us. It 
appears to us that the bank has very carefully confined its operations to trans- 
actions that did not fit, in whole or in part, into normal commercial banking 
channels. We have noted also that insofar as it may be conveniently done, the 
bank has used commercial banks to disburse funds and otherwise handle necessary 
operations under the loans. We believe this policy has avoided duplication of 
existing facilities by the Export-Import Bank and at the same time has had 
beneficial results for commercial banks. 

4. “Can the Export-Import Bank use the services of your bank more than in 
the past and if so, how?” 

Our Foreign Division and Latin-American branches have been very active in 
international banking operations for many years and we would welcome oppor- 
tunities in the future to consider participation in Export-Import Bank credits. 
We realize that the confidential nature of credit negotiations and possible adverse 
repercussions preclude the possibility of premature announcement of loans that 
are under discussion. However, we think it would be fair and helpful if, at as 
early a date as may be compatible with the progress of negotiations, all banks that 
had previously registered interest in participations under Export-Import Bank 
credits, were notified simultaneously of each proposed credit, whether or not they 
will carry the guaranty of the bank, or require implementation by means of letters 
of credit. We feel that interested commercial banks would thereby be on a some- 
what common basis for soliciting a portion of any resulting business that must be 
obtained through normal channels. 

5. “What position has your bank taken with respect to term loans, i. e., where 
repayment exceeds a term of 6 months?” 

’e have been active in term financing of United States companies for a number 
of years. It has been our policy to limit our commitment generally to not more 
than 5 years, and preferably less. 

6. ‘Are you financing without recourse shipments to foreign countries payable 
over term periods?” 

We have not financed American exporters without recourse, whether on a 
current or term basis. We are active in financing shipments to foreign countries, 
but always with full recourse. 

7. “In cases where you have acted for the Export-Import Bank in the operation 
of credits has your compensation been adequate, taking into consideration the 
risk involved, by the Export-Import Bank as a Federal agency?” 
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We have found the Export-Import Bank very considerate in adjusting its 
compensation, and that of participating banks, on those loans where the agree- 
ment permits withdrawal by the participants at their option. Nevertheless the 
practical situation is that these loans, although nominally on demand, are actually 
to be carried for extended periods, and we feel that it is only fair and equitable 
for long-term borrowers to pay, and for lenders to receive, interest at rates based 
on the extended term rather than upon a technical but artificial short term. 

It also appears reasonable to ask for a small commitment commission when 
loans are arranged substantially in advance of full utilization. 

8. “Have you participated with the Export-Import Bank in any of its loans 
without the latter’s guaranty? If so, was your experience satisfactory?” 

We are participating in the Belgian loan of May 6, 1952, which is not guaranteed. 
Our experience with this loan has been entirely satisfactory. 

9. and 10. ‘“‘Do you consider continuation of the Export-Import Bank’s loaning 
facilities essential in the interest of international trade in the past, and if so, how 
can it more adequately expand it in the future?” 

These questions are somewhat interrelated and we are taking the liberty of 
answering them together. We believe the Export-Import Bank has been dis- 
tinctly helpful in the past to interntional trade and that it can render continued 
assistance in transactions that appear sound, but involve risks beyond those that 
a commercial bank can prudently take. 

For example, it seems likely to continue to be true that the marketing abroad 
of American farm products may be dependent in part on the granting of credit 
terms longer than those customarily available. 

May we suggest as a field that may have possibilities for expanded activities 
and materially assist in international trade, the intermediate financing of foreign 
sales for American manufacturers. The assistance rendered the textile machinery 
manufacturer, cited in our answer to question 1, is a case in point. We have been 
asked a number of times by manufacturers of textile machinery, machine tools, 
and other heavy equipment for help in financing sales to foreign countries where 
payments may not be forthcoming for several years, but these transactions by 
their nature do not in our opinion fall within the scope of commercial bank financ- 
ing. We believe that something in the form of an Export-Import Bank guaranty, 
for a portion of such transactions, may provide the necessary vehicle to make 
business of this nature acceptable to commercial banks and possibly to other 
potential investors, such as insurance companies. It would enable manufacturers 
here to compete in better fashion for Latin-American and other markets with 
British and continental manufacturers who have longer financing facilities or 
export credit insurance at their disposal. 

As to the import side cf the Export-Import Bank’s objective, it is our impression 
that its activity has so far been largely confined to the development abroad of 
sources of critical materials for eventual acquisition by the United States. This 
approach merits continuance but, in addition, it seems to us that the Export- 
Import Bank might make it known that it is willing to consider import proposals 
which may correspond roughly to those export transactions previously discussed. 
The ordinary flow of imports appears to be adequately financed by the commercial 
banks but it is quite possible that new or introductory ventures might be developed 
if financing were available for a somewhat more than normal period of marketing. 
And we take it that an appropriate expansion of imports is both one of the ob- 
jectives of the bank and advantageous to the maintenance of our international 
exchange of commodities. 

We hope that these observations may be helpful to you and your committee 
in the study you are pursuing. We will be grateful to you if you will hold them 
in confidence. 

Respectfully yours, 
H. M. Cuapsey, Vice President. 


Tue Frrst NatTIonaAL Bank oF Boston, 
Boston 6, Mass., Novembe: 9, 1953. 
Mr. Henry F. Hoituvusen, 
General Counsel (for 8S. Res. 25), 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. Hournvsen: I am sorry that your letter of October 12 has not had 
an eailier reply but, as I think you will readily understand, an opportunity to 
reflect and to write upon subjects of this sort is not always immediately available. 
You asked us in your letter to amplify on two scores the observations ventured 
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in our letter of September 28 to Senator Capehart regarding the Export-Import 
Bank, namely the import aspect and the intermediate financing of foreign sales. 

May we comment first on the question of intermediate financing of foreign 
sales for American manufacturers. We mentioned in our earlier letter that in 
our opinion these transactions by their nature did not fall within the scope of 
commercial bank financing and we said that notwithstanding our interest in 
assisting our customers in every appropriate way and our realization that accept- 
ance by us of intermediate foreign paper would be of great utility to a number 
of them. 

What we have to lend, however, are primarily our deposits which are for the 
most part withdrawable on demand. Accordingly, the largest portion of our 
loans and investments must of necessity be recoverable at short intervals. While 
we have been active to a moderate extent in term loan financing, we have found 
sufficient demand within the United States for such loans to give us all of this 
paper that we feel we can prudently take. 

here are several special factors incident to the financing of intermediate foreign 
receivables that put them, to our mind, beyond the sphere of commercial bank 
acceptability. 

1. Manufacturers for the most part either cannot, or do not wish to encumber 
their working capital for extended periods and therefore usually seek such foreign 
financing on a nonrecourse basis. A bank waiving such recourse foregoes a valu- 
able protective feature (one enforceable in dollars) as well as the active interest 
of the manufacturers in doing all they can to expedite liquidation of the indebted- 
ness. 

2. It follows therefrom that the financing, by relinquishment of recourse, js 
so altered in form as to constitute in effect financing of the buyer in the foreign 
land—generally a noncustomer of the bank. Difficulties of policing such a loan 
are increased by reason of distance and by the applicability of foreign law. 

3. Foreign loans carry with them the added hazard of exchange fluctuation and 
restrictions, ‘The fluctuation aspect itself over a period of several years presents 
a problem of some magnitude, but the impact of new restrictions is something 
that cannot be predicted. It is just not possible to outguess a managed currency. 

4. Under such circumstances intermediate foreign paper is not remarketable. 
We can, if necessary, liquidate promptly a substantial portion of the longer term 
domestic investments we do not have, even if market conditions at times do not 
permit us to recoup our investment in full. The same possibility does not exist 
for foreign commercial paper. 

We believe that the Export-Import Bank, as a Government entity, is in a far 
stronger position to deal with these hazards than is a commercial bank. We do 
not wish to in‘er that the bank should assume risks that are not likely to be liqui- 
dated in full; but the bank’s investment pool does not stem trom deposited funds, 
as with commercial banks and is not subject to withdrawal. Furthermore, a 
governmental agency by reason of its position can bring pressure to bear more 
effectively than a commercial bank if faced with a difficult situation, either with 
respect to the debtor or because of some governmental impediment to repayment. 

s to expa.ided import activities of the Export-Import Bank, we believe that 
our suggestion may be developed to better advantage if we consider two very 
broad categories of imports, namely, raw materials and manufactured articles. 

Our imports for some years, as you know, have been made up primarily of raw 
materials and it seems reasonable to anticipate that these will continue to con- 
stitute the major portion of our purchases in other countries. Presently our 
markets appear reluctant to take increased quantities of a number of these com- 
modities. But it is entirely conceivable that immediate availability of stocks, 
shipped here on a consignment basis, might work to the advantage of both the 
American purchaser and the foreign shipper—to the former by reason of assured 
and prompt delivery; to the latter in the way of better prices in the spot market 
and expanded sales. Consigned stocks might also tend to reduce the seasonal 
aspects of some marketing and to even out prices over the year. 

Ve think it likely that a number of foreign shippers would look with favor on 
the idea of carrying larger stocks of their commodities here and would be willing 
to assume the risk involved. However, an impediment frequently encountered 
is the requirement of exchange authorities in many countries that dollar exchange 
for commodities exported therefrom be made available immediately upon ship- 
ment. It appears to us that exchange control authorities in other countries may 
be receptive to suggestions for a partial advance of the raw material costs by some 
entity here, such as the Export-Import Bank. We believe this is a field for a 
Government organization, rather than for commercial banks, following the reason- 
ing set forth in our discussion of intermediate financing of foreign sales. 





We t) 
volume ¢ 
arrange 
are freq 
curtailec 
relativel 
to be de’ 
is bouns 

It is” 
organizs 
way. 
in conji 
lead to 
uncomf 

Wea 
is maki 
one, a8 

over t 
treatin: 


The 
banki 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 205 


We think too that there may be a possibility of expanding moderately the 
volume of manufactured imports, if financing for somewhat longer periods can be 
arranged. It seems to us that display and prompt delivery are two factors that 
are frequently indispensable to sales, and that in their absence volume may be 
curtailed or nonexistent. ‘This would appear to be particulaily important when 
relatively new articles are involved. Where the time and terms of sale are still 
to be determined, commercial bank financing of a dealer here or a shipper overseas 
is bound to be limited. 

It is our impression that many of the forei7n governmental trade promotion 
organizations support marketing efforts more in a technical than in a financial 
way. If financial assistance could be arranged for a reasonable period, possibly 
in conjunction with these trade promotion or z:anizations, it might conceivably 
lead to a broader market in this country for ‘oreign manufactures which are not 
uncomfortably competitive with our own. 

We are glad to offer these further observations on the study that the committee 
is making, for our interest in the furtherance of international trade is a very real 
one, a8 evidenced by our substantial investments in our foreign branch system 
over the past 35 years. As with our earlier letter, we shall appreciate your 
treating our remarks as having been submitted in confidence, 

Very truly yours, 
H, M. Cuansgy, Vice President. 

The CuHarrMan. You feel, then, there is a need for some sort of 
banking organization, or a number of banking organizations to take 
care of financing export business? 

Mr. Cuanpsey. I think there is an area on export financing which 
no existing organization other than the Export-Import Bank meets. 

The Carman. Are you concerned about the large amount of 
money which the International Bank and the Export-Import Bank 
particularly are loaning to other governments to put them into the 
private-enterprise business? 

Mr. Cuapsny. Yes. I think I have a businessman’s distaste for 
those loans which seem to be dictated by foreign policy rather than 
commercial desirability. I hardly feel in a position to criticize them 
effectively. I just do not know enough about their operation. 

The CuHartrman. We are looking for a formula whereby we can 
accomplish all the things that you want accomplished without social- 
izing the world, without putting government into business all over 
the world, including our own. Of course, the international bank is 
100 percent tied in with respect to governments, as you well know. 

Mr. Cuapsry. That is the way it is constructed. 

The Cuarrman. The Export-Import Bank, of course, is free to do 
so or not todoso. There are instances in which it is desirable to have 
the government involved, if aloan involves strictly 100-percent 
governmental functions, such as roads, highways, flood control and 
irrigation, possibly some hydroelectric projects. 

I just wondered how you felt where they go strictly into what we 
call the private-enterprise system. 

Mr. Cuapsey. I share the feeling that Mr. Maffry expressed earlier 
that the loans extended to government ought to lie in that field whic h 
is ordinarily reserved for governmental operations: and where the 
failure is to produce visible economic advantages or direct economic 
advantages there is no attraction for private enterprise. 

The CuatrMan. You feel that possibly the Export-Import Bank 
should function in some such capacity as the Federal Deposit Insur- 
ance Corporation, as a sort of insurance agency, letting banks and 
private investors handle the business and make the loans? 

Mr. Cuapsey. I think there is a capacity to develop the realization 
of funds that way, from private sources. I rather doubt, however, 
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if the field which the Export-Import Bank covers can be adequately 
served by private funds. : 

The CuarrMan. You think they ought to do both? 

Mr. Cuapsey. I think it is indispensible if their operation is to do 
much good. 

The Cuarrman. Senator Payne? 

Senator Payne. Mr. Chadsey, first of all, I want to say that I think 
you have given a very splendid statement. I am in pretty general 
agreement with everything that you have said here with regard to 
the Export-Import Bank. 

However, some of the testimony intrigues me a little bit particu- 
larly when we discuss the area in which the Export-Import Bank 
operates and the relative position taken by the banking industry with 
regard to the fact that, “Yes, there is a field.” 

f I understood correctly, there is a field because there are certain 
elements of risk, there are certain areas in which normal banking circles 
of this country could not enter because of the long-term loans that 
many times have to be negotiated in order to carry out the purpose of 
the loan that is requested. 

I recognize this is a little beside the point, but it is the first time 
I have ever had a chance to have some very able people, who know 
this field frontward and backward, give an opinion on it. 

We are talking about the desirability of an effort that is certainly 
commendable, to help other countries through the use of American 
capital, furnished by American taxpayers, through our own Treasury 
Department and, again, through the Export-Import Bank, to 
enable people of other lands to be able to secure the necessary types 
of credit they need so they can better their lot, as it were, increase their 
economic well-being. 

My question is this: If that is desirable, then is it not just as desir- 
able that in those same avenues where present banking practices in 
this country, either through regulation or other medium, prevent our 
being able to step in domestically at home, to be able to extend long- 
term benefits to many worthy activities which just perhaps are outside 
that little twilight zone that comes under the so-called venture risk 
capital structure? We also think in terms of the needs of our own 
people here, industry in this country and people who want to get into 
industry in this country, to likewise have an avenue where they can 
go when private capital throughout organized banking facilities are 
unable to provide that source of help. 

This is the first time I have ever had a chance to get an opinion 
from some of you gentlemen who represent some of the biggest inter- 
ests in this country in the banking field. 

Mr. Cuapsry. That was a fairly extended question. 

Senator Payne. I know it was. 

Mr. Cuapsey. I think there is a rather marked difference between 
the availability of funds for capital which perhaps verges on the ven- 
ture sort here at home and abroad. 

You do have a multiplicity of lending agencies, not only banks, 
which are primarily interested in short-term loans, but you also have 
the savings banks, which want longer-term mortgage operations, you 
have the insurance companies, which are constantly seeking employ- 
ment of their funds with a well-fixed dollar return for a long period, 
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and you have investment trusts which are looking for investments of 
value with growth possibility. 

I think there are so many of them that the likelihood is that the 
American product which is not able to secure financing from one of 
those sources does not have much commercial merit. It may be that 
I am wrong. Usually there is a difference of opinion between the 
lender and the borrower when a loan is not made. It is conceivable 
that the borrower is right. 

It is an adage in the banking business that one of the poorest 
reasons for lending money to a man is because he needs to borrow it, 
which is simply by way of saying that his own estimate of the probable 
venture is certainly not an unprejudiced one. 

Senator Payne. Do you not feel—I do not care whether you call 
it RFC or a similar activity, without definite limitations, there should 
be an agency that would be able, following the ideas that have been 
indicated here—that you would like to see the Export-Import Bank, 
for instance, circularize the various banking institutions, lending 
agencies, to see whether or not legitimate, so-called commercial banks, 
would be willing to undertake those loans before the Export-Import 
Bank finally negotiates them? 

In the same light, under the procedure that I speak of, for instance, 
under the RFC in its latter years they did require that there had to 
be definite turndowns on the part of normal banking channels before 
any consideration could be given to a loan. Then it was carefully 
scrutinized. The record shows in at least the overall operation it was 
a fairly successful operation, as far as the Government was concerned, 
with a turnback to the Treasury and the ratio of loss was reasonably 
smaller. 

I think I am correct in saying that the banks, even now, have co- 
operated to the point where they are helping to liquidate or take over 
many of the loans held by the RFC, which must in turn indicate that 
they must have been reasonably good loans or I do not think the 
banks would be too interested in taking them over. 

Again, I am simply asking whether or not you feel that there is 
not an area in which the Government possibly, on our own domestic 
scene, should be geared to a point, not encroaching upon the private 
enterprise system as such, but simply be in a position to supplement 
where necessary this initiative that is available in the American mind, 
the American genius, to build and produce here in our country. 

Mr. Cuapsry. Perhaps I ought to disqualify myself as being a 
competent witness, because after all my activity has been primarily 
in the foreign field. But it seems to me that when the RFC’s opera- 
tions were at their height it was during a period of general economic 
blight in the United States. 

Lending agencies of the ordinary sort were loath to make any com- 
mitments. You do have some governmental establishments now 
who take care of that sort of loan which is not suitable to the com- 
mercial banks. Commodity Credit is an outstanding example. 
None of us private lenders seem to know at what price it will be sold 
or how. 

It does not seem to me there exists presently an area of demand 
which cannot be reasonably satisfied. Particularly so, because stem- 
ming from the experience of having the RFC created, there have been 
cases in a number of States where they have formed development 
corporations, to which the banks have made contributions and which 
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are designed to undertake ventures of the sort just outside of the 
ordinary banking field. 

I should think that the reasonable, justifiable requirement is pretty 
well served. 

Senator Payne. You would feel domestically, if we can develop 
through private enterprise, through the banks, through various 
interested groups, whether it be railroads or anything else, contribu- 
tions to development corporations, that by their very makeup they 
can enter into the so-called field of risk and venture capital that is 
not open to ordinary bank channels at the present time, that we would 
accomplish the thing that we hope and aim for, hope to see accom- 
plished in the future? 

Mr. Cuapsey. Yes; I do. 

Senator Payne. Without the Government itself getting back into 
the field on a large scale? 

Mr. Cuapsey. Yes. 

Senator Payne. That answers my question. 

The Cuarrman. Thank you very much. Our next witness will be 
Mr. Strelow, vice president of the Guaranty Trust Co. of New York. 
Mr. Strelow, you may proceed. 


STATEMENT OF WILLIAM R. STRELOW, VICE PRESIDENT. 
GUARANTY TRUST CO. OF NEW YORK, N. Y. 


Mr. Srretow. I am William R. Strelow, vice president in charge of 
the foreign department of the Guaranty Trust Co. of New York. I 
have been associated with the foreign department of this bank for 
more than 35 years, and during that time we have had an opportunity 
to observe the activities of the Export-Import Bank of Washington 
since its inception. 

We received your questionnaire dated September 10, 1953, and 
sent a reply dated September 24, which we have authorized you to 
place in the records of your proceedings. There is very little I can add 
to the information contained in my reply. 

From my observation aad to the best of my knowledge, the bank 
has served a useful purpose to the exporters in this country, covering 
both agricultural products and manufactured goods. It has adhered 
to the principle of granting facilities only when they could not be 
obtained from private banking sources, and I have never heard a 
complaint from baskelé in this regard. 

Provided this remains their guiding principle, I believe the Export- 
Import Bank can serve a useful and necessary purpose to facilitate 
the exports of our factories and farms. The outlook is that there 
will be a growing competition for export markets and the ability to 
extend credit on favorable terms may be an important element in 
retaining our share of this business. 

That is all I have as a prepared statement. I would like to make a 
comment or two, based on some of the discussion this morning, if I may. 

The CHarrmMan. You may proceed. Without objection, we will 
place in the record your letter of September 24, 1953, 1a answer to the 
questionnaire. 

(The material referred to follows:) 
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Guaranty Trust Co. or New York, 
New York 15, N. Y., September 24, 1958. 
Hon. HomMER CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Str: We have received your letter dated September 10, requesting replies 
to 10 questions. This letter has received our careful consideration and we are 
pleased to give our replies below to these questions. 

1. Yes. In our opinion the Export-Import Bank has been of direct and 
indirect assistance to many of our clients. 

Direct assistance.—Were it not for the intervention and assistance of the Export- 
Import Bank on capital goods purchases, a good part of the business would have 
gone to other countries, where competition on price and terms constantly becomes 
more severe. Furthermore, an initial order for machinery, rolling stock, etc., 
results in parts shipments to the manufacturer over the course of succeeding years. 

Indirect assistance.—Because of the current nature of export operations of 
manufacturers of consumer products and because bank-loan facilities are readily 
available to them, the Export-Import Bank has not been of direct assistance to 
that type of manufacturer. However, many manufacturers of consumer goods 
appreciate that the aid extended to various countries by the Export-Import Bank 
for the purchase of capital goods has a direct effect on (a) raising the standard of 
living in the foreign country and thus increasing the importation of consumer 
goods, and (b) conserving dollar exchange to pay for imports of consumer goods. 
Dollar exchange used for the immediate payment of capital goods, which usually 
runs into substantial figures, would utilize the available supply of dollars, to the 
detriment of consumer goods. 

American exporters of both capital and consumer goods are not unmindful of 
their release from backed-up commercial obligations in Argentina and Brazil, 
although in some cases we find that the principle back of these loans is questioned. 

2. Not so far as we know. We do not believe that private capital as yet is 
ready to enter into the type of financing now engaged in by the Export-Import 
Bank. 

3. Not to our knowledge. From our observation, the Export-Import Bank 
has adhered strictly to the policy of not undertaking business that could be 
financed on reasonable terms by private banks. On several occasions they have 
telephoned us to confirm’ this fact with regard to certain transactions under 
consideration. 

4. We have always been interested in any proposition presented to us by the 
Export-Import Bank subject to proper rates and other business considerations, 

5. Our willingness to make term loans exceeding 6 months to finance sales 
abroad of capital goods would depend to a great extent on the credit standing of 
our customer and the importance of the relationship to us. Under no circum- 
stances would we make such loans except with full recourse to our client. 

6. We are not financing on a ‘“‘without recourse”’ basis. 

7. Even with the Export-Import Bank risk factors in mind, we do not feel that 
compensation to us has been adequate. Some operations are extremely compli- 
cated, our operating costs are high, and certain risks are involved for us when we 
advance our funds. We feel that the rate accorded us by the Export-Import 
Bank should be brought more into line with the going prime rate existing at the 
time of our participation. 

8. Yes, we have and our experience has been entirely satisfactory. 

9. Yes. We believe the facilities are essential to enable manufacturing exporters 
of capital goods to compete with foreign producers, who in many countries 
operate under the protection of Government guaranties covering the risk of 
credit and final payment in the currency of the country of the shipper. In some 
quarters we find opposition to the extension of Export-Import Bank credit on 
operations abroad which would eventually result in direct competition with 
United States manufacturers. 

10. In our opinion, the facilities of the Export-Import Bank have resulted in 
the expansion of international trade in the past. Many of the projects financed 
by the Export-Import Bank undoubtedly would have gone to other countries 
had it not been for Export-Import Bank intervention. In answer to the latter 
part of the question, we believe that the Export-Import bank should continue 
to screen all projects as submitted, and perhaps the bank could expand its activi- 
ties by resorting to guaranties to commercial banks instead of using its owr 
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funds. By operating in this manner the bank would have at its disposal a prac- 
tically untapped reservoir of funds. 


We trust the foregoing responses may be satisfactory and helpful. Please do 

not hesitate to write us if you require any further information on this subject. 
Very truly yours, 
Wa. R. Strretow, Vice Presideni. 

The CuatrMan. You may proceed. 

Mr. Srretow. In the first place, I hope there is not too much em- 
phasis placed on deficiencies of the banking system, because I think 
by and large we have managed thus far to finance a very substantia! 
part of the exports of this country. 

There were some $12 billion of exports last year, and a great part 
of that was financed by the commercial banks of the country. Most 
of the exports, you must realize, are what you might call cash prod- 
ucts, sold on short-term credit. That covers farm products and some 
of our manufactured products. The things that are chiefly under 
discussion, I think, are those things which we might describe as capital 
goods. I do not know what percentage that is of our exports, but it 
is by no means a dominant part. 

As far as the imports go, which, incidentally, is also a part of this 
bank, I do not think they have had many applications. I assume that 
is because the commercial banks have taken care of all the needs. I 
have not heard of any imports being kept out because of any lack of 
financing. 

I would like to comment on the matter of interest rates, also, which 
was discussed this morning. I know that you are thinking along the 
lines of having the Export-Import Bank guarantee obligations and 
make use of the vast amount of loaning funds that the commercial 
banks have at their disposal. 

In so doing, of course, the Export-Import Bank will have to compete 
with the requirements of the customers of these commercial banks. 
The commercial banks feel first an allegiance to their depositors and 
to their customers. 

But when you have a period, such as during the last war, when there 
was a high demand on the part of depositors for funds, your interest 
rate must be competitive and must be attractive; otherwise, the bank 
would naturally give preference to its depositors. 

I have one other comment, if I may, with regard to what you said 
about the interest rates that exist in some of the South American 
countries vis-a-vis the interest rates here. I think we must not forget 
in determining the interest rates here that it is not the interest rate 
in Brazil or Peru which is the competitor. The competitive interest 
rate is the one in England, Germany, or Japan, who are the competi- 
tive exporters. 

For our exporters to compete with the other fellows in those coun- 
tries, the cost of financing is a factor, of course. That is all I wanted 
to say. 

The Crarrman. I am glad you made your points, and we are glad 
to get them in the record. 

I do want to say that I have made the statement on many, many 
occasions, particularly in my recent trip to Latin America, that our 
high standard of living and our great volume of business in the United 
States was due to our ability to finance it. It was primarily due to 
our big and little banks, our finance companies, our ability to sell on 
long terms, on the installment basis. If we had to do business on the 
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cash basis our standard of living today might be entirely different 
than what it is. Our production would be much less than it is if we 
tomorrow had to sell automobiles on a cash basis. 

I do not know what the number would be that we would sell, 
but I expect it would be over 50 percent less than we do now. Our 
rate of prosperity in the United States is due to our great banking 
institutions and their ability to finance on generous loaning terms. 

In my opinion, if they are going to build up the standard of living 
of these so-called backward countries, they, too, have to find some 
way to make their dollars or money go further. I think that is their 
problem. I think that is the problem that we are to try to solve 
in the United States, both Government and private enterprise and 
private capital. 

They have just so many dollars in each of these countries in the 
world to spend in the United States. I could name the amount that 
most. of them have, particularly Latin American countries, right now. 
Maybe they can earn more and maybe they cannot. Maybe reducing 
tariffs might help them earn more, but I doubt it. 

Maybe they do not know how to sell in the United States market. 
Maybe they do not have what we want in the United States market. 

There are a lot of reasons why they might not be able to earn more 
dollars in the United States market. I think tariff is one of the least 
factors involved in international trade. 

So, I think it is the problem of helping, if I may say it, them to 
make their dollars go further. That is what we do in the United 
States. If a man has $100,000 worth of capital he can do so much 
business. If he is on a cash basis, he has to pay c. o. d. for everything 
he buys, then he can do a certain amount of business. 

If he can get 6 months on a $100,000 amount of capital, he can 
possibly do 6 times as much business. So I think the problem is one 
of credit, one of banking, and one of financing this world business 
that we are talking about; the building up of the standard of living 
of these people, and getting production for them in their respective 
countries, which they need and must have if they are to build up their 
standard of living. 

They are not going to do it by importing goods because that will 
not give anybody a job. If they are going to keep their people work- 
ing—let us talk about Latin American countries—they have to have 
jobs for them. They have to build up the trade among themselves, 
because our prosperity in the United States comes primarily from our 
domestic business, trading among ourselves. 

Our export business is 10 percent or less. It is wonderful. We 
ought to have it. We ought to have more of it. I am not trying 
to discount it. 

I think the problem is not one of tariffs, not one of anything except 
money, credit, and financing. Then there should be the building up 
of the production within those countries, so that they can build these 
things that they need to give employment to their people so that they 
have a higher standard of living and so that they will be in a position 
to buy more of what everybody makes throughout the world. Then 
you will really get an increase. That is the way we did it in the 
United States. 

Fortunately, in the United States we got our capital 100 years ago. 
It was private capital. It was invested over here privately. But 
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today private capital does not have courage, or something. I do not 
know. It is not flowing. Government is sticking its nose in every- 
thing, in every direction. So today, it is Government capital, pri- 
marily, that is going in and developing these mines, and so forth, 
where 100 years ago it was private capital. But, nevertheless, 100 
years ago it was capital coming in here until we built up the United 
States. After we built it up, we bought everybody out who had 
capital over here. Some of them were forced to dispose of it by a 
couple of wars. But it was picked up by private people here. It was 
not expropriated, or anything else. It was purchased at a high price. 
They were paid a lot of dividends for it in the mesntime, and then 
they were paid a high price for it when some Americans purchased it 
from them. 

The problem is to find some way of making their dollars go further, 
and to give them more credit. That is the purpose of this study, 
Weare just thinking out loud. We are being just as frank and honest 
as we can be. We have no preconceived ideas. We are just looking 
for the facts. 

How can we be helpful and not hurt the United States? How can 
we help and, at the same time, help ourselves and not do harm to 
anybody in the United States? I think the answer, as I see it at the 
moment, is credit, making their money go further. It is not tariffs. 
It is not a lot of things we think it is. It is just simply to make their 
money go further. 

If we could sell just as freely to Latin America, American auto- 
mobiles on 24 months, or 3 years, washing machines and all of the other 
things that we sell in the United States, we would pretty well have 
the problem solved. They would have enough dollars to buy a lot of 
automobiles, and turn them over and over. I am not unmindful of 
the fact that this thing eventually catches up with you. We do 
business in the United States on the credit and installment setup, 
long term. And yet we might just as well be frank and honest with 
ourselves. We, in America, today, are trying to do business through- 
out the world on a cash basis. About the only fellow who is not 
giving cash is what little the Export-Import Bank and the inter- 
national bank is doing. We give 6 months, and a little longer, but 
generally speaking it is a cash basis. 

Isn’t there some way or some formula whereby we can extend the 
terms somehow, make the dollars that these people have go further, 
and get this job done that we all want done, and at the same time 
protect the United States, protect the industries of the United States, 
building up the other fellow rather than tearing down the United 
States? Iam looking for that formula. We certainly need the help 
of every banker and finance man and credit man in the United States. 

Mr. Srrevow. I certainly hope you get it. 

The Cuatrman. I think that is the answer. Maybe I am wrong. 
I think that is the answer: Credit, longer terms, to make their money 
go further, I am thoroughly convinced the so-called backward 
countries, these raw material producing countries, are on the march 
and are going to move. They are going to become pretty self- 
supporting on foodstuffs and manufacturing. If they do not get the 
machine tools in the United States and the productive type of ma- 
chinery to go into business, they are going to get it from Europe. 
They will get it from someplace, because they are going to do it. 
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Mr. SrreLow. Of course, we did it in 100 years, and they want to 
do it in 5. 

The CuarrMAN. That is the danger. They may, in their enthusi- 
asm to do it, and their zeal to do it, and they really have enthusiasm 
to do it, go socialistic. I mean by that, they may get the government 
into it too fast, so that the government owns too much. They may 
keep down private enterprise, the individual incentive to do it, with 
the result that they may kill the very thing they are trying to do and 
the very thing I would like to see them do. 

[ think that is where we can help, not only by working out, maybe, 
some longer terms, making their dollars go further, but likewise, 
cooperating with them, visiting with them, working with them, being 
more friendly with them, just sitting down talking to them discussing 
these things. 

I am thoroughly convinced that this is what we ought to do. That 
is the purpose of this study. 

Mr. Srretow. Very good, sir. 

The CHarrMAN. We appreciate your coming here, as we do every 
other witness. I am sorry we got off the schedule. I was sick for 
a couple of weeks. Thank you very much. 

The next witness will be Mr. Basil Hwoschinsky, senior vice presi- 
dent, the Hanover Bank of New York City. Mr, Hwoschinsky, 
suppose you proceed in yourown way. We are delighted to hear from 
you, 


STATEMENT OF BASIL HWOSCHINSKY, SENIOR VICE PRESIDENT, 
HANOVER BANK OF NEW YORK, N. Y. 


Mr. Hwoscuinsxy. My name is Basil Hwoschinsky. I am vice 
president in charge of the foreign operations of the Hanover Bank, 70 
Broadway, New York 4, N. y I have filed the answers to your 
questions, and I filed a statement for the record. I do not think you 
want me to read them. 

The CuarrMan. We would be very happy to receive them. Would 
you like to have those placed in the record? 

Mr. Hwoscurinsky. Yes. 

The CuarrmMan. Without objection, these statements will be placed 
in the record. 

(The material referred to follows:) 


STATEMENT OF Bastt Hwoscuinsky, Senior Vick PrEsIDENT, HANOVER BANK 
or New York, N. Y. 


My name is Basil Hwoschinsky. I am vice president in charge of the foreign 
operations of the Hanover Bank, 70 Broadway, New York 4, N. Y. I have been 
employed in the foreign department of that bank since August 1, 1927. Prior 
to that, from 1920 onward, I was employed by other New York banks in their 
respective foreign departments. 

I thank the committee for inviting my views on the subject before you. 


GENERAL CONSIDERATIONS 


The Export-Import Bank was created for the purpose of facilitating the foreign 
trade of this country. Narrowly interpreted, this would mean that the bank was 
expected to grant credits to facilitate the manufacture, purchase, or sale of goods 
shipped to or from this country. This interpretation has been properly expanded 
to include the financing of development projects in foreign countries which require 
the purchase of our equipment and/or services. This concept has been gradually 
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extended to cover spheres which in themselves did not necessarily come within 
that classification, but which indirectly increase the abilities of such countries to 
pay for our goods. 

As time went on, special situations creating problems of a temporary character 
have developed, and to help meet them the Export-Import Bank has stepped in 
with its assistance. 

There is no reason to doubt that under competent management the bank has 
handled its credits skillfully. Danger comes if it be required to engage in purely 
financial transactions which are the province of some other agency, unless it act 
as agent only. 

It is important, therefore, that the organization of the Export-Import Bank, 
as @ separate unit, be left intact. 


THE NEED FOR THE FXPORT-IMPORT BANK AS PRESENTLY CONSTITUTED 


The bank has extended a great many loans for the development of public 

utilities, industrial and other undertakings abroad, with the provisions that all 
urchases of equipment had to be made in the United States. These loans have 

en frequently made with fairly long-term maturities, and as such, could not 
have been handled by the commercial banks. The readiness of the Export- 
Import Bank to extend credit for sound projects abroad has been helpful to our 
manufacturers. It has been of great benefit to foreign countries as well. Fre- 
quently, as a result of the construction of new plants abroad, and the development 
of natural resources (accomplished with funds borrowed from the Export-Import 
Bank) an increase in means to pay for imports became possible, thereby providing 
additional markets for goods shipped from here. 

As the capacity to turn out goods in many countries in Europe increased, our 
manufacturers have found it more difficult to sell their products, and, among 
other things, have had to contend with extremely liberal credit terms offered by 
others. Ina great majority of cases, the commercial banks would not be prepared 
to finance purchases by foreign buyers on intermediate or longer term. It is 
unlikely that our exporters would care to undertake the risk of selling on such 
terms, and this tends to reduce the volume of our exports. 

In some of the countries abroad credit. and/or transfer insurance is available, 
and as a result, foreign exporters frequently obtain credit facilities either through 
specially organized banks or other organizations, or in some instances, even 
through commercial banks to whom the benefits of such insurance are properly 
assigned. With such insurance, the manufacturers are sometimes willing to 
finance the sales themselves. Except for the Export-Import Bank, we have no 
instrumentality giving our exporters similar benefits available to those in foreign 
lands. 

In view of all the foregoing, it would appear that the Export-Import Bank, in 
its present form, is desirable. 


COOPERATION WITH COMMERCIAL BANKS 


I know of no instance where the Export-Import Bank has entered the field 
handled by the commercial banks. In fact, officers of the Export-Import Bank 
have often sent those applying to them for credit to their own banks in order to 
be certain that the financing could not be done by them. I have uniformly found 
those running the bank most cooperative and ready to discuss with us business 
offered to them. We have financed credits carrying the guaranty of the Export- 
Import Bank either in the form of demand obligations or with payments at 
maturity. We have also joined with them in credits without guaranty by them. 
Moreover, we have extended credits benefiting foreign trade where we would have 
hesitated doing so had not parallel facilities been available through the Export- 
Import Bank. 


EXPORT-IMPORT BANK AND INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT 


I have heard it suggested that the Export-Import Bank’s activities be limited 
to short-term credit obligations, and that those of longer term should be handled 
by the International Bank for Reconstruction and Development. 

It is true that the United States manufacturers and traders can and do par- 
ticipate at times in the benefits derived from intermediate and longer credits 
granted by the International Bank for Reconstruction and Development, as 
similarly do foreign sellers. To this extent, they are, therefore, in a position to 
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compete with sellers from other lands, However, producers abroad have, as 
mentioned earlier, in addition to the access to the benefits resulting from the 
operations of the International Bank for Reconstruction and Development, 
facilities in their own countries that help their sales. Without comparable assist- 
ance in this country from the Export-Import Bank, our manufacturers and traders 
would be at a disadvantage. 

I feel, therefore, that in order to protect our export trade, the Export-Import 
Bank should continue granting intermediate and longer credits, as they have 
done up to now. 

CONCLUSION 


Competition in international trade is increasing. Very often an order is placed 
in a foreign country not because the quality is better or the price lower, but 
because the exporter is able to grant medium- and long-term credits. Most 
countries in Europe have special institutions whose prime business is to assist 
exporters in such circumstances. In the United States, the Export-Import 
Bank is the only institution which comes near to performing such a function. 
While American banks are ready to finance short-term transactions arising out of 
foreign trade, in most cases they are not prepared to finance transactions involving 
payment over long periods. 

It is, therefore, important that the Export-Import Bank be permitted to con- 
tinue its operations, and that the resources at its disposal be not curtailed. 


(The answers to the questionnaire follow:) 


THe Hanover Banr, 
New York, September 16, 1958. 
Hon. Homer E. CaPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Str: We are glad to reply to your letter of September 10 and to answer 
your questions in the order that they were put: 

1. The Export-Import Bank has been of assistance to many of our clients. 

2. To the best of our knowledge, it has not competed with private capital in 
the area in which this bank operates. 

3. It has never taken any business away from this bank. 

4. We believe the Export-Import Bank could use our services more than it has 
in the past, but that is largely a question of the distribution of participations in 
its credits. 

5. This bank has on occasion made term loans with maturities exceeding 6 
months to carefully selected risks. 

6. We have on a few occasions financed shipments to foreign countries without 
recourse to the shipper. 

7. In view of the recent rise in interest rates, it is our opinion that the interest 
return on loans made under the guaranty of the Export-Import Bank is cur- 
rently unattractive. 

8. We have on one occasion participated in a credit granted by the Export- 
Import Bank without its guaranty. In this instance, our experience to date has 
been satisfactory. 

9. We consider that continuation of the Export-Import Bank’s loaning facili- 
ties is an important factor in the interest of international trade. 

10. We believe the Export-Import Bank has greatly facilitated the expansion 
of international trade and that it should continue to operate under its present 
policies. 

We are happy to cooperate with your committee, but would prefer that the 
opinions we have expressed be treated in confidence. 

Sincerely yours, 
Basi Hwoscuinsky. 


The Cuarrman. If there are any other statements that you gentle- 
men have which you would like to place in the record, we will be glad 
to do so. In fact, all your statements will be placed in the record. 

Mr. Hwoschinsky, just proceed in your own way. 

Mr. Hwoscurinsky. I would like to touch on a few things that came 
up this morning. I like very much the question of Senator Payne. I 
would like to enlarge a little bit on that. 
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The Export-Import Bank has been very helpful to our industry, to 
our manufacturers, to our exporters. ‘They have to be more helpful 
in the future. The reason I am saying that is that for the last 5 or 10 
years industry abroad has been rebuilt, and there is real competition 
our manufacturers in every market abroad. 

It is not a question of the quality of our goods.. We can make the 
best. But our people have to meet credit terms which they cannot 
match here without the Export-Import Bank. I have heard of sales 
of equipment on 5 to 10 years from various foreign countries. I can 
speak for my bank, that we could not grant that type of credit to a 
foreign customer. We cannot do that because there are two factors 
involved. The first is the risk. You have to contend when you lend 
money abroad with the risk of the individual customer. You have to 
contend with the risk of the currency transfer. 

The CuarrMan. You mean, even though your customer may have 
the money in that currency, when it comes due, if the country does 
not have the dollars, they still cannot pay it? You always have two 
problems involved in credit in a foreign country? 

Mr. Hwoscuinsky. Yes. On top of that you have the political 
uncertainty there, legislation, and whatnot. All of that makes it very 
hazardous. That is one thing. 

The other is the length of time we are loaning money belonging to 
our depositors. We can only have a certain amount of that money 
loaned, because otherwise it would not be prudent. So there we are. 
Without the Export-Import Bank, our manufacturers are at a dis- 
advantage. You might say that the international bank gives benefits 
to our manufacturers just as much as the foreign, and you would be 
right. But in addition to that, the foreign manufacturer has facilities 
which enable him to sell on terms. Principally that is derived from 
the so-called credit and transfer insurance. You have two types of 
insurance. One is where you are protected by default of the debtor. 
The other way you are protected by default of the country in trans- 
ferring the funds. 

With that insurance, frequently they can go to their commercial 
banks, or to banks specially formed for that purpose, and get credit 
for 3, 4, 5, sometimes even 10 years. 

The Cuarrman. You mean, in foreign countries? 

Mr. Hwoscuinsxy. Yes. Here they cannot do that. We do not 
have that insurance. I know it has been considered by Congress, 
but up to now we do not have it. 

The only comparable institution is the Export-Import Bank, which 
is willing to guarantee the risk. Under their guaranty, we have lent 
substantial amounts of money, sometimes with their guaranty, and 
sometimes even without their guaranty, but joining with them in a 
credit. But that is a very small amount. 

We hope that the Export-Import Bank will continue their opera- 
tions and will not be restrained in the help which they are giving now 
to the manufacturers. 

When I say, ‘I hope they are not going to be restrained,” I say that 
because I have heard a thought put out that the Export-Import Bank 
should be limited to short-term operations and the longer-term loans 
should go to the World Bank. I explained why that would be bad. 
That would put our manufacturer to a disadvantage. 
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The CuarrMan. If I may say so, it seems to me the commercial 
banks can take care of the short-term obligations. The need is for 
credit for the long term. 

Mr. Hwoscuinsky. There is the so-called intermediate credit. 
We, the banks, are happy to loan, and have loaned 90 days’, 6 months’ 
money, sometimes a little longer. I have given credit occasionally 
slightly longer. But when it comes to 2, 3, 4, or 5 years, we call that 
intermediate. That is where the Export- Import Bank comes in. 
Occasionally, in order to buy our equipment, 10 years is necessary. 
Here the bank cannot do that type of business. 

I am coming to your question, Senator Payne. You asked whether 
it would be advisable to have an institution that would handle that, 
and why is it that it is necessary to have such protection for sales 
abroad and not for sales in this country. I think my answer to you 
is that the banks are giving term credit today to our industry some- 
times even as long as 10 years. We have had credit of this kind. 
In addition to that, the insurance companies have entered that field. 
they do supply to our manufacturers that type of credit, because they 
can assess the risk in this country. They do not have that additional 
danger of conversion of the local currency into dollars. They do 
not have the political risks which exist abroad, and they are unwilling 
to take that risk. 

When you come to a sale abroad, you have those additional risks 
which no bank can take. In most cases, the insurance companies, 
today, are not permitted to do that. So, I say that if you leave the 
Export- -Import Bank in the field, you already have an institution 
that can provide, in the foreign field, what the commercial banks are 
not willing to do without that intervention. That, in substance, is 
what you asked. 

I do not feel there is the necessity for a new institution, par- 
ticularly if Congress is going to pass that export insurance bill. That 
might help. Today we have the Export-Import Bank that does the 
job. They do a good job. They have good officers. There is no 
better man than Mr. Arey, and | am glad to have that put in the 
record. He knows his work and is a competent officer. But it takes, 
sometimes, a very long time for them to process a credit obligation. 

If we had insurance, it is conceivable that applications to com- 
mercial banks would be acted on much quicker and, therefore, there 
would be an overall help to our exporters in that field. With those 
two instrumentalities, we do not need anything new. It is there. 
It is in existence. Have I answered your question? 

Senator Payne. I think possibly you may have misinterpreted 
what I was getting at. I was granting the fact that the present setup 
of the Export-Import Bank and its operation was desirable, and | 
was in full agreement with the statements that have been made here. 

My question was, rather, whether an instrumentality of a similar 
nature was necessary here on the domestic scene, within our own 
setup for our own people in this country, as an avenue of providing 
risk and venture capital that was not obtainable, possibly, through 
the normal commercial channels. 

Mr. Hwoscuinsky. I think I would answer it this way: Here we 
do not have those additional risks that exist abroad, and here the 
banks are already doing that. And the banks, with the insurance 
companies, I think, are adequately providing that missing link. 





218 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


Senator Payne. You think they are going in pretty well on the 
long term? 

Mr. Hwoscuinsky. We are limiting the amount of money available 
for that purpose. I have not heard any complaints in that regard, 
I think for well-thought-out projects, the money is available. 

The next thing I would like to dwell on a little bit was touched upon 
this morning, as to what types of loans the Export-Import Bank 
should grant and should not grant. The opinion was expressed that. 
perhaps, development loans in the majority of cases should not be the 
province of the Export-Import Bank, that perhaps they should be 
passed on by the world bank. 

I would like to place emphasis not so much on what the aim is, 
but how much they help our economy, our foreign trade, because very 
often a development loan has helped our foreign trade. 

I will go one step further. I am afraid that you, Senator Capehart, 
will disagree with me, but very often a loan that creates competition 
to us is not a loan that should be disregarded offhand, because eventu- 
ally, it either saves exchange, which in its turn, will be used for other 
purchases in this country, or else it creates new exchange. In other 
words, a loan may result in the sale of equipment, or manufacturers 
have benefited, a factory has been built and starts competing with 
us, importing goods to this country which might hurt that particular 
industry, but it will improve the chances of some other industry to 
sell in the same market, because the dollars are still available. 

Most of the dollars are used for purchases, some are invested, but 

“by and large, that type of operation results in a switch from one type 
of export to another. We must not forget that our best customers, 
our best foreign customers, are countries that are most industrialized, 
Great Britain and Canada. They have all kinds of competing indus- 
tries. But that operation breeds on itself. You create more demands 
and it takes more goods. 

The Cuarrman. I can agree with you, except that I think more 
loans ought to be made to private enterprise within those countries, 
rather than for the government to go into the private enterprise 
system. 

Mr. Hwoscuinsky. Quite right. That is where I want to come in 
and say that I am 100 percent with you in this. But we must not 
forget that when the Export-Import Bank and the world bank started, 
the climate was not ready for loans without a guaranty. 

The international bank is precluded from making them by their 
charter. Of course, in a somewhat similar situation, they are con- 
sidered an investment corporation, which would not necessitate having 
that guaranty, and which would enable the world bank to go into 
partnership with private capital, and that is the first step where they 
want to divorce themselves from getting a hold on private business, 
which is not their province and not their intention. 

The Export-Import Bank does not have that provision under the 
charter. It has made a lot of loans without that guaranty. I think 
that if they continue insuring the risks, they will find that the banks 
would be willing to loan funds, not for 10 years, but for perhaps 
intermediate credits, if the rates are right. Banks are always glad 
to loan money at reasonable rates. 

The Cuarrman. If they have it, they are. 

Mr. Hwoscurnsky. I think that that is all I want to say. 
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The CuarrMan. We are certainly pleased to have your testimony 
and your viewpoint. You agree with me that the biggest problem is 
the one of credit and terms? 

Mr. Hwoscuinsky. Quite right. That is our biggest problem today. 

The CuatrMan. It is our biggest problem, don’t you think, in build- 
ing up and helping the other countries to build up their standard of 
living? 

Mr. Hwoscnrnsxy. Quite right. I would add to credit and terms, 
that our next problem is the development of the proper climate for 
investment. Efforts are being made, now, through tax relief and 
different ways, so I think that is going on. 

The CHatrMAN. You are not going to encourage that if, every time 
you make a loan, you insist that the government guarantee it and 
insist that the government become involved in it, as the international 
bank and the Export-Import Bank do in a good many instances. 

Mr. Hwoscutnsxy. They had to do it in the beginning, Senator 
Capehart. It has been that without additional obligation, without 
their guaranty, you are apt to find yourself vis-a-vis a government 
that would be opposed to repaying. 

The CuarrMAN. I make that statement because I want to dis- 
courage the government from taking a part in private enterprise, 
because I do not think that is the way to build up their standard of 
living. I do not think that is the way to get the big money out of 
the United States for the kind of investments they need in these 
so-called backward countries. 

Thank you very much. We appreciate your statement. 

Our next witness will be Mr. Curtiss C. Grove, vice president, 
Bank of the Manhattan Co., New York City. You may proceed, 
Mr. Grove. 


STATEMENT OF CURTISS C, GROVE, VICE PRESIDENT, BANK OF 
THE MANHATTAN CO., NEW YORK, N. Y. 


Mr. Grove. Mr. Chairman, my name is Curtiss C. Grove. I am 
a vice president in charge of our foreign de ‘partment. 

It is a privilege to be here before this committee. I have a state- 
ment, Mr. Chairman, which is not very important, but I would like 
to read it. It will take 3 minutes. 

The CHarrMan. You go ahead in your own way. 

Mr. Grove. It is a privilege to appear before this committee to 
testify concerning the Export-Import Bank. 

Ever since the formation of the bank, Bank of the Manhattan Co. 
has gladly participated to the extent allowed in credits arranged by 
the Export-Import Bank. We would have liked to share such business 
to an ever greater amount, but since it is largely directed by the banks 
in the country to which the Export-Import Bank credit is extended, we 
had to depend on our foreign correspondents to direct this business to 
us. According to our records of this business, going back to August 
1939, Bank of the Manhattan Co. has participated to the extent of 
$46,737,000 in Export-Import Bank credits aggregating $582,844 ,000. 

From the beginning, we welcomed and have been sympathetic 
with the purposes of the Export-Import Bank. Not only have its 
activities furthered the export of goods from the United States, but 
also, they have been most helpful in keeping the channels of trade 

42493—54—pt. 115 
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open to our friends throughout the world in their economic and 
political struggles during very trying times. 

The Export-Import Bank is not a competitor of the commercia] 
banks in the United States. It is our understanding that the bank 
arranges credits only after it has been determined that the commercia| 
banks cannot accept the risks involved. Commercial banks have 
available for risk, for the most part, funds of depositors, most of 
which are repayable on demand or at the expiration of relatively 
short periods of time after demand. The major portion of loans 
made with such funds must be for shorter periods of time, and at 
less risk than has been possible for Export-Import Bank, which was 
formed to take not bad risks, but different risks from those normally 
taken by commercial banks and, of course, in light of its purposes, 
its credits can be for longer terms than commercial banks normally 
provide. 

Bank of the Manhattan Co.’s continuing interest in participating 
with the Export-Import Bank is not based on the rate of return 
available in such credits, for the rates on Export-Import Bank credits 
in every instance were lower than the prime rates of interest prevail- 
ing at the time. Our interest in such transactions stems from the 
fact that we are in business in those parts of the world where we have 
in the past maintained close and normal relations. We are also 
interested in participating in business in other places where there is 
prospect of normal business relations in the future. Through the 
Export-Import credits, we can participate in areas which at this time 
are not yet attractive for commercial bank transactions. 

By continuing the old channels of trade, the Export-Import Bank 
has been very helpful to United States exporters, both farmers and 
manufacturers, since it has made possible sales and exports of United 
States products which otherwise could not have been made. 

There are still various areas abroad requiring materials from this 
country which, under existing conditions, cannot be paid for in 90 or 
even 180 days, but require financing for 2 or 3 years. The areas | 
have in mind are not bad business risks, and if Export-Import Bank 
guaranties of a substantial portion of sales to such areas are available, 
the United States commercial banks would be able to furnish the 
necessary financing without the use of money supplied by the United 
States Government. 

In our judgment, the Export-Import Bank still has a genuine oppor- 
tunity to increase United States export trade. We should like to see 
the Export-Import Bank continued, perhaps even enlarged, until the 
world again takes on a semblance of peace and normality. 

It will be our pleasure to give every cooperation that we can in the 
period ahead. 

The CuarrMan. Thank you very much. Without objection, your 
letter of September 22, 1953, in relation to the questionnaire, will be 
made a part of the record at this point. 

(The material referred to follows:) 

BANK OF THE MANHATTAN Co., 
New York 15, N. Y., September 22, 1958. 


Unirep States SENATE, COMMITTEE ON BANKING AND CURRENCY, 
United States Senate Building, Washington, D. C. 


(Attention: The Honorable Homer E. Capehart, Senator.) 


Dear Sirs: In connection with a study which you are making of the operations 
of the Export-Import Bank of Washington and the International Bank for 
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Reconstruction and Development, you are seeking answers to certain questions 
which are set forth in your letter of September 10. It is indeed a privilege to 
have the opportunity to provide the information requested as it is our sincere 
desire to give your committee all possible assistance for the attainment of your 
extremely worthy objective. The following are our considered and frank replies 
to the specific questions propounded in your letter: 

1. The Export-Import Bank has been of inestimable assistance to many of our 
clients. 

2. To the best of our knowledge and belief it has not competed with private 
apital in our area. 

3. As far as we know, it has not taken any business from our bank. 

1. We would be happy to have a larger share in the temporary financing and 
facilitating of exports and imports between the United States and other countries 

5. Term loans have been extended by us to certain foreign governments and 
central banks for periods ranging from 2 to 5 years. We have not made such 
loans to our domestic or overseas clients for the purpose of financing foreign trade. 

6. We have financed a few wheat shipments to Brazil without recourse to 1 cus- 
tomer for periods slightly exceeding 6 months. 

7. Inasmuch as the Export-Import Bank is a Federal agency the rate of com- 
pensation could be considered adequate. 

8. No participations with the Export-Import Bank have been entered into by 
us without their responsibility. 

9. We are wholeheartedly in favor of the continuation of the Export-Import 
Bank’s loaning facilities, as they are a very worthwhile factor in the extension 
and expansion of international trade. 

10. The Export-Import Bank in our opinion has very definitely facilitated the 
expansion of world trade. As tothe future, we feel that continuance of its prudent 
nolicies augmented by a wider use of its guaranty in connection with medium-term 

nancing of exports would be of considerable help in expansion of international 
trade 

It is our hope that this résumé of our experience with the Export-Import Bank 
vill be of some assistance in vour study of its operations and that the conclusions 
of vour distinguished committee will be favorable to its continuation. 

Sincerely yours, 


1 


Curtiss C. Grove, Vice Pre 


Lend 


The Cuatrman. I do not believe I have any questions. Senator 
Payne, do you have any questions? 

Senator Payne. No. 

The CuatrMan. You have been listening to the questions? 

Mr. Grove. I think it has been covered very well. 

The CuarrMan. Do you have any comments on any other colloquy 
that has gone on here today? 

Mr. Grove. No, I think not, in the main. I think your own views 
have been very sound. 

The CuarrmMan. Do you agree with me that the problem is one of 
credit and terms? 

Mr. Grove. Yes, I think I do. 

The Cuarrman. At least, that is the biggest job in holding up the 
standard of living of the peoples of the world? 

Mr. Grove. That is right. 

The CuarrMaAN. That is the way we did in the United States and 
are doing today. I do not know how we can expect the other fellow 
to do it on a cash basis when we do not do it. 

Mr. Grove. Of course, the American exporter is getting more and 
more competition from exporters of other countries who have 
government backing. That was covered this morning. 

The CuatrMan. Thank you very much for your statement. We 
may want to call you back later. 

Our next and last witness will be Mr. Frey, and then I want to call 
Mr. Maffry back for one more question. Mr Frey, suppose you 
proceed in your own way. 
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STATEMENT OF HENRY A. FREY, JR., ASSISTANT VICE PRESIDENT, 
PHILADELPHIA NATIONAL BANK, PHILADELPHIA, PA. 


Mr. Frey. Mr. Chairman, the Philadelphia National Bank takes 
a vital interest in all matters relating to the expansion of international 
trade. The operations of the Export-Import Bank have, therefore, 
always been followed with great interest, and we are glad to have the 
opportunity to appear before your committee. 

At the outset, we wish to state that we believe the original concept 
of the Export-Import Bank to have been a good one and that there is 
a continuing need for such a Government agency. It is our opinion 
that the bank has made possible a large volume of business which was 
in the best interests of the United States and friendly foreign countries 
which would not have been consummated had their financing de- 
pended on the facilities of the commercial banks. 

Our own experience with the bank has been entirely satisfactory. 
We have participated in loans granted by the bank both with and 
without their guaranty and have issued letters of credit under the 
bank’s guaranty. We feel that our compensation has been adequate 
and would welcome further similar opportunities. 

Many of our customers have directly benefited from the operations 
of the bank. We refer, in particular, to the loans granted to Argen- 
tine banks in 1950, and to the Banco do Brasil in 1953, which liqui- 
dated seriously frozen positions of many exporters. 

We have read with interest suggestions that the bank become more 
active in offering its guaranty to American banks covering loans 
made by them to finance exports. It is not the desire of our bank 
to seek such guaranties because of the credit risk in such transactions, 
but rather, the risk involved in many countries that the proceeds of 
an export when paid will not be convertible to United States dollars. 

It has been our observation that a considerable volume of exports 
is turned down because of this risk, which, in our opinion, is not a 
proper one for commercial banks. We believe the bank could fill a 
very real need by offering such guaranties. 

The CHatrMan. We have a letter from your bank dated September 
17, 1953. Do you want to place that in the record? 

Mr. Frey. Yes. I believe our answer was dated the 17th. 

The CuarrMan. Without objection, the letter will be made a part 
of the record. 

(The material referred to follows:) 

Tuer PHILADELPHIA NATIONAL Bank, 
Philadelphia, Pa., September 17, 1953. 
Hon. Homer E. Caprnart, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Sir: We acknowledge receipt of your letter of September 10 relating to 
the study which your committee is making of the operations of the Export- 
Import Bank of Washington and the International Bank for Reconstruction and 
Development. 

In accordance with your request, it is a pleasure for us to answer to the best 
of our ability the questions asked in your letter. 

1. The Export-Import Bank has unquestionably been of assistance to clients 





of our t 
to a col 
the ban 
2. Ne 
ay oe 
4. W 
Export. 
the gué 
tions of 
5. W 
our pre 
obvious 
prefer 
which © 
applica 
6. N 


expans' 
the cor 
service 
insurar 
becaus 
risk th 
insurar 
availat 

It is 
you wi 


The 
custol 
and b 
count 

Mr 

Th 
taken 

Mr 
certal 


conti 
Le 
bank 
credi 
say t 
finan 
dolla 
Mi 
Th 


com] 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 223 


of our bank. We refer, in particular, to the $125 million loan made by the bank 
to a consortium of Argentine banks in 1950 and the $300 million loan granted by 
the bank in 1953 to the Banco do Brasil, 8. A., Rio de Janeiro. 

2. No. 

3. No. 

1. We have had the pleasure in the past of participating in loans granted by the 

Export-Import Bank, and on several occa. ions have issued letters of credit under 
the guaranty of the bank. We are interested in considering any other transac- 
tions of this type or others which the bank might offer to us. 
5. With regard to term loans where repayment exceeds a term of 6 months, 
our present policy is to give favorable consideration to such loans where it is 
obvious that a loan on shorter terms does not fit the case. In other words, we 
prefer to grant such loans on a term basis rather than, say, on a 90-day basis, 
which would be renewed from time to time at rates probably lower than those 
applicable to term loans. 

6. No. 

7; ee, 

8. Yes, on a few occasions with entirely satisfactory experience. 

9. Yes. 

10. We very definitely feel that the Export-Import Bank has facilitated the 
expansion of inte rnational trade in the past and that there is very real need for 
the continuance of such a Government agency. It seems to us that an additional 
service which the Export-Import Bank might offer would be “convertibility 
insurance.”’ We believe that many desirable transactions are not consummated 
because of the unwillingness on the part of exporters and banks to assume the 
risk that dollar exchange will not be available. We realize that FOA offers such 
insurance for long-term investments but, so far as we know, there is no method 
available at present to insure convertibility for current short-term transactions. 

It is a pleasure for us to try to assist you in your investigation and we trust that 
you will feel free to call on us if we can supply any further information. 

Very truly yours, 
H. A. Frey, Jr., 


Assistant Vice President 

The CHArrRMAN. In other words, your position is, whether or not a 
customer, even though he may have the currency of his own country 
and be willing to pay on the due date of the note or obligation, if his 
country does not have dollars, he cannot pay you? 

Mr. Frey. That was the position of Brazil. 

The CuarrmMan. You think that peril is one that ought to be under- 
taken by some governmental agency such as the Export-Import Bank? 

Mr. Frey. Yes. It may not need to be a continuing policy, but 
certainly for the time being. 

The CuarrMan. You have been listening all day, have you not? 

Mr. Frey. I did not get here until this afternoon. 

The Cuarrman. Do you have any comments? 

Mr. Frey. No, sir, I do not think so. 

The Cuarrman. Do you disagree or agree? 

Mr. Frey. 1 agree with what [ have heard. I think the commercial 
banks, as a whole, are pretty much in agreement on the bank in the 
past, and perhaps what it should do in the future. 

The Cuarrman. I gather this group of witnesses today are for the 
continuation of the bank. 

Let me say that the purpose of this study is not to eliminate the 
bank. It is a study to find out what we ought to do in respect to 
credit and finance in this whole matter of international trade. I still 
say that you bankers have the big end of it; that is, the matter of 
financing it, particularly financing it on longer terms, making the 
dollars of these foreign countries go further. 

Mr. Frey. I agree with that. 

The CuarrMan. If they can find the answer to that, set up finance 
companies in their own country to sell on the installment plan, sell 
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automobiles and everything that we sell here on 10, 15, or 20 percent 
down, long-terms, learn how to sell securities to their people in private 
enterprise, as we have done in this country for years—they are begin- 
ning to do it in some of these countries, and I am glad to see it—they 
will get there all right. 

It is just a question of whether or not we are going to get our share 
when they do. I do not think there is any question that they will 
become industrialized and will increase their standard of living. 

Thank you very much. We appreciate your statement. 


Mr. Maffry, will you take the stand one minute? You were with 
the Export-Import Bank? 


STATEMENT OF AUGUST MAFFRY, VICE PRESIDENT, IRVING 
TRUST CO., NEW YORK, N. Y.—Resumed 


Mr. Marrry. Yes, sir. 

The CuarrMan. As vice president, I believe, a few years ago? 

Mr. Marrry. Yes, sir. 

The CuarrMan. I wanted to ask you this question: What, in your 
opinion, did Reorganization Plan No. 5 do, or what effect did it have 
upon the operation of the Export-Import Bank, and particularly, I 
am thinking in terms of their guaranteeing exporter loans? 

Mr. Marrry. On this point, I should like to give you a personal 
opinion. 

The Cuarrman. Yes, that is all right. 

Mr. Marrry. Whereas this morning, when I spoke, I was giving you 
the considered opinions of my institution. 

The CHarrMan. We understand that. 

Mr. Marrry. On this point, it seems to me that the principal effect 
of Reorganization Plan No. 5 was to impair the independence and 
autonomy of the Export-Import Bank and to make it more difficult, 
even more difficult than it has been in the past, for the bank to func- 
tion effectively and efficiently. 

May I specify? J am speaking, now, particularly about exporter 
loans, loans made by the bank on application of and with the partici- 
pation of individual exporters for their exclusive benefit. 

I do not see how the bank can consider such applications effectively, 
efficiently, or in a reasonable period of time, if every single transaction 
has to go before a Cabinet committee. I fully appreciate that the 
general policies under which the Export-Import Bank works must be 
defined in the first instance by statute, as they have been. I appre- 
ciate that other broad policies under which the bank operates must be 
fixed by a committee of Cabinet level, largely because the bank is, 
after all, working with public funds and one must be certain that it 
ority, works within proper limitations. 

But it seems to me there is a large class of transactions on which the 
bank ought to be able to pass, to say ‘‘Yes” or ‘No’ on its own au- 
thority without reference in each instance to a Cabinet committee. 

The effect of this is to make it extremely difficult and extremely 
time consuming to get a decision from the bank. This is no fault of 
the bank. The bank has an extremely competent management, in 
my opinion. It has an extremely competent staff, which is perfectly 
capable of passing on its own authority on many of the applications 
that come to it. This is my opinion, sir. 
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The CHAIRMAN. I was opposed to Reorganization Plan No. 5. I 
was opposed to the plan that took the Board of Directors away from 
the RFC. I was opposed to the plan that took the Board of Directors 
away from the Export-Import Bank and put it in the hands of one 
director. I just cannot conceive of a bank or a corporation not having 
a board of directors. 

Mr. Marrry. Nor can I. 

The CuarrMaAN. I do not know why the Export-Import Bank, 
which has $2,800,000,000 in loans outstanding, should be in that 
category. I always felt they should have a good strong board of 
directors. Just as I felt before we liquidated the RFC, it ought to 
have had a good, strong board of directors instead of being a one-man 
operation. Nevertheless, it does have a one-man Saye 

Since Congress did not object to Reorganization Plan No. 5, we have 
a Director and Deputy Director. Even | under that plan, it cual work 
properly, I presume, if the council would give them sufficient latitude. 
I do not know whether they have or have not. We will find out 
before we get through with our study. It is one of the things we are 
going into. We will find out just how much time is wasted and lost, 
just how much they have held back the operations of the Export- 
Import Bank. 

Mr. Marrry. This is the principal criticism that one hears of the 
bank. 

The CuarrmMan. The slowness in operation? 

Mr. Marrry. Yes. I rarely hear the bank criticized because it 
says ““No”’ to an application. 

The CuHarrman. It is because it says “Maybe,” or “Yes’’? 

Mr. Marrry. They can’t tell you, because there are six other 
departments of the Government which must be consulted. 

The CuHarrMan. It takes too long to come to a decision? 

Mr. Marrry. That is right. 

The Cuarrman. I have heard that, too. We are going to try to 
find out why that condition exists before we get through with our 
study. 

Thank you very much, gentlemen. We appreciate your being here 
today. We may want to call you back later. 

We have a big problem to solve, to try to make this whole business 
better. Thank: you very much. We will recess now until 10 o’clock 
tomorrow morning, when we will have 8 or 9 witnesses. 

(Whereupon, at 3:17 p. m., the committee recessed, to reconvene 
at 10 a. m., Friday, January 29, 1954.) 
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FRIDAY, JANUARY 29, 1954 


Unirep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Wallace F. Bennett, presiding. 

Present: Senators Bennett, Bush, Payne, and Maybank. 

Also present: Henry F. Holthusen, general counsel; H. K. Cuth- 
bertson, Jr., Raymonde Alexis Clarke, and Donald L. Rogers, as- 
sistant counsel. 

Senator Bennetr. The committee will come to order. We have a 
long list of witnesses. We will try to expedite them. Our first wit- 
ness is Mr. Herbert F. Boettler, vice president of the First National 
Bank of St. Louis, Mo. Mr. Boettler, will you please identify your- 
self for the record? 


STATEMENT OF HERBERT F. BOETTLER, VICE PRESIDENT, FIRST 
NATIONAL BANK, ST. LOUIS, MO. 


Mr. Borrrier. My name is Herbert F. Boettler. I am vice presi- 
dent and chairman of the loan committee of the First National Bank 
of St. Louis. 

Senator Bennetr. Do you have a prepared statement? 

Mr. Borrtier. No; I do not. I came here in respect to a reply 
that I made to a questionnaire that was sent to me last fall. 

Senator Bennetr. Without objection, your letter of September 16, 
1953, in reply to the questionnaire will be made a part of the record. 

(The material referred to follows:) 


First NATIONAL BANK, 
St. Louis 2, Mo., September 16, 1953, 
Hon. Homer FE, Capenarrt, 
United States Senate, Washington, D. C. 

Dear SENATOR CAPEHART: We are pleased to reply to your letter of September 
10 concerning the study your committee is making of the Export-Import Bank. 
Below we list our replies to your questions: 

1. Has the Export-Import Bank been of assistance to clients of your bank? 

Answer. We know of only one direct case where the Export-Import Bank has 
been of assistance to clients of our bank, and that was in connection with its 
approximately $300 million loan to Brazil for the purpose of bailing out American 
firms that had been too liberal in their sales and credit policies to that country in 
the past. While this action assisted our clients by reimbursing them with tax- 
payers’ money, it was of no assistance currently in aiding international trade, and 
it probably set a bad precedent which may lead to the conclusion that further lax 
business and credit policies in the international field will be corrected by some 
governmental bounty. 

2. Has it competed with private capital in your area? 

Answer. No. 
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3. Has it taken business away from your bank and, if so, how and to what 
degree? 

Answer. No. 

4. Can the Export-Import Bank use the services of your bank more than in the 
past and, if so, how? 

Answer. The Export-Import Bank has never requested the use of any of our 
services nor has it asked us to participate in any way whatever in forwarding 
international trade. 

5. What position has your bank taken with respect to term loans, i. e., where 
repayment exceeds a term of 6 months? 

Answer. We do not male foreign term loans where repayment exceeds the term 
of . months. 

Are you financing, without recourse, shipments to foreign countries payable 
wa er term periods? 

Answer. We do not finance, without recourse, shipments to foreign countries 
payable over term periods. 

7. In cases where you have acted for the Export-Import Bank in the operation 
of credits has your compensation been adequate, taking into consideration the 
risk factors involved, by the Export-Import Bank as a Federal agency? 

Answer. We have never acted for the Export-Import Bank in the operation of 
credits. 

8. Have you participated with the bank in any of its loans without the latter's 
guaranty? If so, was your experience satisfactory? 

Answer. We have never participated with the bank in any of its loans. 

9. Do you consider continuation of the Export-Import Bank’s loaning facilities 
essential in the interest of international trade? 

Answer. No. 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and, if so, how can it more adequately expand it in the future? 

Answer. From our study and observation of the activities of the Export- 
Import Bank we find that it has primarily extended credit in marginal situations 
where the risk was too heavy for private business. To the extent that foreign 
trade is encouraged by such means, it is an indirect subsidy to special interests at the 
taxpayers’ expense. Sound foreign trade only, can solve the international trade 
problem. So long as international trade must rely to a large extent upon govern- 
mental aid, gifts, and marginal loans from the United States in order to bolster 
the economy of economically weak countries, there is little effective encourage- 
ment to sound economic policies in such countries. Balancing the international 
deficit in foreign trade by either direct or indirect reliance on the American tax- 
payer is, in our opinion, not the sound way to cure the world’s international ills 
over the long run. We feel that such policies were justified only in the chaotic 

pee immediately following the close of World War II as an emergency stopgap. 

We now are of the opinion that there is no further real need for such emergency 
policies and that they do more real harm than good in the ultimate solution of 
the world’s international problems. 

Yours very truly, 
H. F. Boxnrrier, Vice President. 

Senator Bennerr. We would be happy to have you proceed and 
tell us in your own words whatever you desire. 

Mr. Borrruier. In regard to the Export- Import Bank, it came into 
existence to meet an emergency situation in the early 1930’s when 
world trade was at a standstill, At that time there was probably 
real justification for any aid that could be given for the development 
of world trade. Since then it seems to me the organization has been 
largely acting as an agent for governmental agencies. 

The recent credit of $300 million they made to Brazil was merely a 
bailing out of American creditors who had made a mistake in the 
first instance and then had the Federal Government make their 
credit, which was frozen, immediately available. 

I do not think it is the function of the Federal Government to bail 
out businessmen who have a frozen loan. If the setup under the 
credit extended through the Export-Import Bank is correct, they would 
have gotten their money in 3 years. If that is not true, why, the 
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Export-Import Bank has been the loser. I do not feel it is good policy 
for the Federal Government to bail out businessmen who make 
mistakes. 

Senator Busa. When was that loan made? 

Mr. Borerrier. Some time in the last 9 months. I don’t remember 
the exact date. 

Senator Busu. Do you know any of the firms that were bailed out, 
as you say? 

Mr. Borrrier. There were various American firms that had sold 
goods in Brazil and had funds in Brazil, but they could not convert 
them into dollars. They were anxious to get their dollars out. 

Senator Busu. Are you satisfied that this loan was made for the 
purpose of bailing them out? 

Mr. Boertuer. I don’t know any other purpose it could have been 
made for. 

Senator Bus. Were they all paid out? 

Mr. Borrtier. I happen to know of several that have been com- 
pletely paid out. 

Senator Busu. As a result of this Export-Import Bank loan? 

Mr. Borrtuer. That is right. 

Senator Bus. How long had their funds been tied up? 

Mr. Borrrier. They bad been tied up probably anywhere from 
2 to 2% years, maybe more. I wouldn’t know when the first of those 
frozen credits developed. 

Senator Bus. Would you care to give the committee some of the 
names that you know were bailed out by this loan so we can call them 
here? 

Mr. Borrtier. The only one that I know of is in St. Louis, the 
Laclede Christie Co. They sell various firebrick products and had 
sold those to firms in Brazil. They had funds impounded in cruzeiros. 

Senator Busu. That is the only one you know? 

Mr. Borerrier. There are others. 1 could find out. I happened 
to be a director of that company and I know that. 

Senator Busu. Would you mind sending us a list of some of the 
companies you know of? 

Mr. Borrrter. I will be glad to find out those instances. 

Senator Bennerr. Mr. Arey, of the Export-Import Bank gave us 
a list in his testimony this week of all the loans that had been made. 
That list was not dated, was it? 

Mr. Hoirnusen. That was as of June. 

Senator Bennett. Loan No. 541 to the Bank of Brazil was for 
dollar exchange of $300 million. 

Mr. Bornrrier. That is the one. 

Senator Bennett. That is the one to which you refer? 

Mr. Borerrier. That is right. 

Senator BENNETT. It is on page 134. I am sure we can get details 
on that loan from the Export-Import Bank. 

Mr. Borerrier. You can get all that information directly from 
them, I am sure. 

Senator BENNETT. he is February 21, 1953; repayment terms, 
Sept. 30, 1954, to Aug. 31, 1956. Do you know of other loans that 
you feel are of doubtful ean’ 

Mr. Boertuer. I was just looking over their loans for the 6 months 
ending last March. It showed a total of $347 million of loans, of 
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which $300 million was for the Brazilian credit. Of the balance of 
the $49.9 million, $35 million were for strategic materials purchases 
under our defense program. I don’t think that the United States 
Government in its purchases of strategic materials needs the assistance 
of the Export-Import Bank. I think their credit is so good that 
they could have handled the financing of that through any one of a 
dozen private agencies. So that leaves in that period only $12.9 
million of other loans handled by them. Whether some of those were 
directly or indirectly for governmental agencies, for the State Depart- 
ment, for ECA or MSA, I cannot tell directly. That seems to be a 
pitifully small contribution to world trade in that 6 months’ period. 

Senator Bennerr. Will you identify the period again? I missed it. 

Mr. Borrrier. The six months’ period ending March 31, 1953. 

Senator Bennerr. That is, then, from October 1, 1952, to March 
31, 1953? 

Mr. Borrrier. Yes. As I see it, out of that there were just $12.9 
million that probably could be called assistance to general international 
trade. Jam not sure all of it was 100 percent for general international 
trade. 

Senator Bennerr. Of course, Mr. Boettler, the $35 million you 
have identified as loans affecting the stockpiling of strategic materials 
I am sure we will find were not loans for the direct purchase of that 
material. They may have been loans to provide facilities by which the 
material could be mined in the South American countries. 

Mr. Borrrier. That is probably correct. 

Senator Bennetrr. We do not know. We can get the information. 

Mr. Borrrier. It seems to me that if the United States Govern- 
ment needed those materials and needed to aid the people in that area 
in some way, and gave them a firm order to purchase the raw materials, 
there would not be too much difficulty in having that financed under 
firm commitments either of the ECA, MSA, or the State Department. 

Senator Bennett. This may well turn out to have been the financ- 
ing of a private mining company. 

Mr. Borrrier. Even if it were, it could have been handled another 
way. 

Senator Bennerr. The Government may have wanted to finance it 
through this process. 

Mr. Borrruer. It is a handy process to use, but I don’t think this 
was the original intent of the Export-Import Bank. 

Senator Bennert. If we can identify the term—— 

Mr. Borrtier. For the term ending June 30, the total was $387 
million and that $300 million again appears in there. 

Senator Bennett. You are talking about an overlapping period? 

Mr. Borrt.er. Yes, because the latest report I have is the one that 
was issued last July, which was for the period ended June 30. Of 
this $87 million, $40 million was for the Bank of Japan for cotton 
purchases. ‘That was probably part of our world problem, and is at 
the present time. The United States Government owns plenty of 
cotton. If they had wanted to make cotton available to the Japanese, 
it could have been done out of the stockpile that is owned by the 
Government. 

Senator Bennerr. On the other hand, I do not think the Govern 
ment wants to sell its cotton in competition with cotton produced in 
the current crop. That takes us out into the field of agricultural 
economics. 
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Mr. Bori1tier. I am just bringing that up. There was another 
$12 million for Spanish commercial banks, which was probably part 
of our wooing of Spain recently. So we opened up assistance for 
Spanish banks. 

There was $30 million for various miniag companies. That was 
probably in connection with our purchase of strategic materials 
either to develop facilities or do other things. So out of the total, 
he interest to the Federal Government, it seems to me, accounts for 
the major portion of the activities. The Export-Import Bank, as | 
see it, is largely an agent of the United States Government, which 
may be the ideal way to handle it. 

Senator Busu. Of course, Mr. Chairman, it is generally considered 
that the Export-Import Bank is an arm of the United States foreign 
policy. Do you disapprove of that? 

Mr. Borrrier. No, | do not disapprove of it. That is exactly 
what they want. But I do not believe we need a separate agency 
to carry that on. 

I think where the United States Government is interested, and if 
the bank makes commitments, it could have been handled without 
having the right hand pass it over to the left hand, to do the thing 
the right hand could have done directly. 

Senator Buss. You, as a banker, know very well you have to have 
investigation and very careful planning for the making of these loans. 
They have to be carefully examined. There has to be an agency of 
some sort that specializes in that kind of work; is that not true? 

Mr. Borrrter. There are many private agencies that do that. 
There are American banks that are well-equipped to do that sort 
of thing all over the world. 

Senator Busu. That proves further what I am trying to say, that 
it does require an organization and planning and scrutiny. 

Mr. Borrtier. That is right. 

Senator Busu. If the Government is going to step in and make 
loans to foreign countries when private agencies will not make them— 
that is the precept of the Export-Import Bank policy, as you know— 
then do you think it is unreasonable that the Government should have 
an organization expertly set up for that kind of work? 

Mr. Boetrier. No; Ido not think it is unreasonable, but unfortu- 
nately when it is handled that way sometimes things are done for 
political purposes, as we saw in the RFC, rather than for the real 
intent. 

Senator Busu. That is a very interesting point. We are talking 
about the Export-Import Bank and not about the RFC. But if 
you have any evidence— 

Mr. Borrtuer. I have no evidence of that. 

Senator Busu. You just referred to the RFC. 

Mr. Borrriter. The reason I make the point is that Federal 
agencies often do come under that control. The Federal Government 
had worked out—take during the war, they used regulation B. They 
needed careful credit studies and analyses made of credit, but they 
did not necessarily have to set up a special Government agency to do 
that. They ran it through the banks and did it successfully. 

Senator Busu. I am sure, if the chairman will agree, that if you 
have any evidence of any malfeasance as to the officials in the bank, 
anything of that kind which can in any way be compared to the RFC, 
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which you referred to, you owe it to this committee to submit such 
evidence. 

Mr. Borrrier. I was only saying that often happens where you 
have governmentally controlled agencies. 

Senator Bennett. Do you have any further comments, Mr. Boet- 
tler? 

Mr. Borrrier. No, sir. 

Senator Bennerr. Thank you very much. We appreciate your 
taking the time to come down here and give us this point of view. 
It is very valuable. 

Because Senator Bush has another appointment and is particularly 
anxious to hear two witnesses, unless there is objection I would like 
to call now Mr. Frank P. Shepard, vice president of the Bankers Trust 
Co. of New York City. Mr. Shepard, you have a short prepared 
statement, do you not? 

Mr. Sueparp. I do, sir. 

Senator Bennett. We will be happy to have you present it to us 
in any way you please. 


STATEMENT OF FRANK P. SHEPARD, VICE PRESIDENT, 
BANKERS TRUST CO., NEW YORK CITY, N. Y. 


Mr. Sueparp. My name is Frank P. Shepard. My position is that 
of vice president of the Bankers Trust Co. of New York, where I am 
in charge of the foreign division. 

Our experience with the Export-Import Bank of Washington ex- 
tends back to April 1939, when we first initiated a business relationship 


with that institution. A list of Export-Import Bank loans in which 
Bankers Trust Co. took part is attached for the record. It may be 
helpful if I describe very briefly the nature of our business with the 
Export-Import Bank, and then proffer a few conclusions drawn from 
the observations of the past 15 years. 

In the first few years, our main participation was in agency arrange- 
ments under which Bankers Trust handled documents and advanced 
funds on behalf of the Export-Import Bank to borrowers of the latter 
institution. We obtained a share in this business through soliciting 
it from the Export-Import Bank. Our compensation was ‘initially 
1% percent on advances made; later the rate was raised fractionally 
from time to time, and presently stands at 2% percent. 

The understanding was that the Export-Import Bank would repay, 
upon demand, the sums advanced by us on its behalf, but we continued 
the policy of carrying such advances until the autumn of 1948, when 
the demand for loans from our regular domestic customers led us to 
employ our funds elsewhere. At that time, the amount of our ad- 
vances on behalf of the Export-Import Bank was above $26 million. 

Another activity, which has increased considerably in the postwar 
period, involves the issuance of letters of credit by Bankers Trust Co. 
under commitments made by the Export-Import Bank. Foreign 
borrowers from the Export-Import Bank employ the proceeds of their 
loans for purchases of goods in the United States. The general 
practice is to make payment for these purchases by way of a letter of 
credit of an American bank in favor of the United States exporter. 

Thus, we obtain a share of this business, which is guaranteed by 
the Export-Import Bank, as a result of requests from the borrowers 
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abroad that Bankers Trust Co. be designated to open letters of credit. 
In some instances the letter of credit is first submitted to the Export- 
Import Bank in order to establish that the proposed transaction con- 
forms with the terms of the loan. In other cases we are given a set 
of instructions and the burden is upon us to follow them in issuing 
letters of credit. The bank then agrees to reimburse us for the 
amounts we advance to the United States supplier. 

Occasionally we have discounted notes of foreign borrowers en- 
dorsed by the Export-Import Bank. Also, in some instances in 
recent years, Bankers Trust Co., together with other banks, has 
participated in foreign credits where the Export-Import Bank acted 
as manager but did not guarantee or endorse the loan. Such instances 
included participation in a $200 million loan to the Netherlands 
Government in 1946 and in a $50 million loan to the Belgian Govern- 
ment in 1952. 

My comments on the general subject to Export-Import Bank 
activities are necessarily based on the specific experience gained in 
the transactions in which we have participated. As a general rule, 
we do not take part in the negotiations leading to Export-Import 
Bank loans, and, accordingly, we enter the picture only after that 
bank has concluded the loan agreement with its borrower. My 
observations tend to support the following conclusions: 

(1) The operations of the Export-Import Bank have materially 
developed and facilitated United States exports, especially to Latin 
American countries. A great many individual transactions in world 
trade would in all probability not have been concluded without the 
services of the Export-Import Bank. 

(2) I am fairly certain that the credits extended by the Export- 
Import Bank in which Bankers Trust participated, and which are 
shown on the attached list, would not have been obtainable from 
private sources without the facilities of the Export-Import Bank at 
the time the loans were made. I presume that this would be generally 
true also of those loans made by the Export-Import Bank in which 
Bankers Trust did not share. 

It should be kept in mind that the present unsettled world condi- 
tions make it unwise for commercial banks to grant long-term credits 
to foreign borrowers, especially since the risks differ significantly from 
those involved in the financing of domestic enterprise. 

(3) Our experience with the Export-Import Bank loans in which 
we participated has been thoroughly satisfactory. Furthermore, our 
contacts with the Export-Import Bank have been gratifying and we 
have found that institution quite cognizant of the many current 
problems relating to business and banking. From time to time, we 
have referred some of our customers to the Export-Import Bank, 
where we felt it could be of help in their business operations. Our 
customers tell us that their problems receive sympathetic considera- 
tion. There have been instances where further action appeared 
warranted and the results have been generally constructive 

(4) Consequently, I feel justified in stating that in those matters 
which have come to my attention, the operations of the Export- 
Import Bank have been useful and efficient. I believe that the 
practice of the Export-Import Bank to employ the existing facilities 
of the commercial banks, wherever possible, for servicing its loans 
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has contributed importantly to this result, since the bank has thereby 
been able to avoid the expansion of its organization and personnel 
which duplication of facilities would otherwise have entailed. 

(5) My conclusion at this time is that it appears to be in the best 
interests of American foreign trade, particularly in the face of growing 
competition for world markets, to have available the facilities of the 
Export-Import Bank, which is prepared to undertake the required 
financing not available from other sources. Many other countries 
have established similar organizations, with resulting advantages for 
their foreign trade. 

These, in brief, are my observations and opinion. I heartily appre- 
ciate having received the privilege of presenting them to this 
committee, 

(The list of credits extended by the Export-Import Bank in which 
Bankers Trust participated, and referred to above, follows:) 
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Senator Bennerr. Do you want to ask Mr. Shepard any questions, 
Senator Bush? 

Senator Busu. I want to compliment Mr. Shepard on a very clear 
and concise statement. Mr. Shepard, you have been connected with 
overseas banking, or foreign banking, ever since the Export-Import 
Bank began its operations; is that not true? 

Mr. Sueparp. Yes, I have. 

Senator Busu. In your capacity as head of the foreign division of 
the Bankers Trust Co. you come in contact with other officers in a 
similar capacity in other banks, do you not? 

Mr. SHeparp. I do. 

Senator Buss. What is your appraisal of the general respect or dis- 
respect in which the Export-Import Bank is held in the community 
of bank officers who have dealt with it and who are active in connection 
with foreign lending and foreign credits? 

Mr. Sueparp. It is my opinion that the impression of my colleagues 
with regard to the Export-Import Bank is much the same as my own. 

Senator Busn. The Export-Import Bank has by and large over the 
years enjoyed pretty much the respect of the financial community? 

Mr. SHeparp. I think that is true. 

Senator Busn. One more question, Mr. Chairman. During this 
period of 15 years or so have you ever felt that the Export-Import 
Bank has encroached upon the preserves of private lenders? 

Mr. SHeparp. We have not had that feeling. 

Senator Busn. Have you heard others criticize the Export-Import 
Bank in that connection? 

Mr. SHeparp. No, I have not. 

Senator Busu. I have no other questions. 

Senator Bennerr. Do you have any questions, Senator Payne? 

Senator Payne. No. 

Senator Bennerr. I have two, merely for the record. On the 
first page of your statement you say, ‘‘We obtained a share in this 
business through soliciting it.’”’ Were you ever approached by the 
bank asking you to take participation? 

Mr. Saeparp. Later on, in connection with the Netherlands 
Government loan and the Belgian loan those Governments, I think, 
asked the Export-Import Bank to solicit the interest of private 
institutions. 

Senator Bennetr. Do you know on what basis they approached 
you and perhaps did not approach other banks? 

Mr. Sueparp. No, I do not know the answer to that. We were 
summoned to a meeting at the Federal Reserve bank. I think it was 
for the Netherlands Government. How the banks outside of New 
York were approached, I do not know. 

Senator Bennerr. Did the Export-Import Bank have any direct 
share of those loans or did they simply act as manager and were the 
entire loans carried by private banks? 

Mr. Sueparp. [| think it had a substantial interest in the Nether- 
lands Government loan, and in the other loan it asked the opinion of 
the participating banks as to whether it should participate, and I 
think they were advised to take a relatively small participation. 
That is my recollection. 
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Senator Bennerr. Does the Bankers Trust Co. have overseas 
offices? 

Mr. Sueparp. We have one. 

Senator Bennerr. Where is that located? 

Mr. Saeparp. In London. 

Senator Bennett. Has that office been called upon for any on-the- 
ground services for the bank that you know of? 

Mr. SHeparp. Not that I know of. 

Senator Bennerr. You have none in the area where the Bank has 
been most active, in South America? 

Mr. Sauparp. No. 

Senator Bennerr. Without objection, we will place in the record 
your letter of September 24, 1953, in reply to our questionnaire. 

(The material referred to follows:) 

Bankers Trust Co., 
New York 15, N. Y., September 24, 1953. 
Hon. Homer E, Cappnrart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR CAPEHART: We are happy to answer the questions you have 
listed in your letter of September 10. The following has been our experience: 

1. The Export-Import Bank has been of great assistance to clients of our 
bank in the financing of their export transactions. 

2. We have never heard complaints that it is competing or has competed with 
private capital in our area. 

3. We know of no instance where it has taken business away from our bank. 
On the contrary, we feel that where we have participated in loans arranged by 
the Export-Import Bank, our relationship with customers has been helped. 

4. Because of its limited personnel, the Export-Import Bank in several in- 
stances has used the services of United States banks designated by foreign bor- 
rowers for the servicing of its loans, particularly in the handling of letters of 
credit. This service we have been pleased to extend to the Eximbank under 
agency arrangements. 

5. As to term loans, it is and has been our policy to grant such type of facility 
to our domestic customers. These loans generally have maturities of not more 
than 5 years and usually are amortized over the life of the loan. These trans- 
actions mainly represent financing of defense contracts or capital expenditures 
associated with the defense program or in support of it. However, while in a 
few instances we have financed some international transactions for longer than 
6 months, these are exceptions to our general policies. 

6. In very few instances we have financed, without recourse, shipments to 
foreign countries payable over term periods. We do not believe this to be the 
function of a commercial bank. 

7. We have generally found that our compensation has been adequate where 
we have acted for the Export-Import Bank in the operation of their credits. 
However, there have been times when the interest paid for those operations which 
we carried on their behalf was not adequate in the sense of competitive rates for 
money, particularly during the last year or so. 

8. We have participated with the Export-Import Bank in 1 or 2 of its loans 
without their guaranty and our experience was satisfactory. 

9. Continuation of loaning facilities provided by the Export-Import Bank or 
bv a similar institution we believe to be highly desirable in the international trade 
of our country. 

10. We believe the Export-Import Bank has facilitated the expansion of inter- 
national trade in the past and that by the continued application of the policies 
and procedures it has employed in the past it can do so in the future. 

Sincerely yours, 
F. P. SmHeparp, Vice President. 


Senator Bennett. I have no other questions. Thank you very 
much, Mr. Shepard. I would next like to call Mr. Nobert A. Me- 
Kenna of Reynolds & Co. Do you have a prepared statement, Mr. 
McKenna? 
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STATEMENT OF NORBERT A. McKENNA, PARTNER, REYNOLDS ¢& 
CO., NEW YORK, N. Y. 


Mr. McKenna. Yes, I do, Mr. Chairman. 

Senator Bennerr. You may proceed to give it to us in your own 
way. 

Mr. McKenna. I do not need to identify myself, do I, Senator 
Bennett? 

Senator Bennerr. For the record, you should identify yourself and 
your position with respect to Reynolds & Co. 

Mr. McKenna. I am a partner of Reynolds & Co., of New York 
City, an investment banking firm. 

Senator Bennerr. Your name is? 

Mr. McKewna. Norbert A. McKenna. 

Senator Bennetr. You may make your statement. 

Mr. McKenna. This communication is addressed to your com- 
mittee. This very moment is historic in the consideration of the 
economic problems of the Western World. For the first time since 
the beginning of World War II, all the competitive economic ele- 
ments involved in the industrial complex of the Western World have 
free play. The moment of testing of the economic systems this side 
of the Iron Curtain has arrived. 

Our own Government is faced with the transition from what might 
be termed an eleemosynary attitude, in respect of foreign trade and 
foreign finance, to the hard economic phase. 

One of the most important elements involved in the exercise of the 
leadership of the United States in the world economy is finance. The 
most potent factors, wholly or in part at the command of the United 
States, are the Export-Import Bank and the international bank. 

In my opinion, we must view our future operations with the eco- 
nomic health of the whole Western World in mind, but we must not 
lose sight of our enlightened national self-interest. We are now 
operating in a world in which all its elements, all its national economies 
are competing, each with the other, and we must not sacrifice the 
health of our own economy wholly to the charitable inclinations which 
move us so frequently in respect of our fellow countries and our allies. 

A modern economic complex society cannot function prosperously, 
smoothly, without adequate finance and an adequate financial system. 
Since the great depression of 1929-32, international finance has been 
difficult of accomplishment for private enterprise and, in consequence, 
the two institutions under the scrutiny of your committee provided a 
major part of the finance required by the disrupted economies of the 
free world. 

The task is too great for either or both of these institutions. The 
problem can be solved only by private finance. The phrases “private 
finance” or “finance by private enterprise” are shopworn. Private 
finance, to date, has not provided the necessary moneys or credits to 
enable the huge international trade necessary to the economic health 
of the free world. 

The two great banks have given only lip service to private enter- 
prise. Almost 100 percent of their loans have been made to govern- 
ments or to government-sponsored enterprise or for public utility 
purposes. Practically no loans have contributed to the building of 
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private industrial enterprise in the borrowing countries and their con- 
sequent development of stable middle classes. 

It is inherent in Government institutions that government-to- 
government lending shall predominate. 

Private finance, by the exercise of a proper amount of ingenuity, 
can take over an increasing share of the task provided both of the 
above institutions operate in strict conformity with their charters. 

It is stated clearly in the charters of both banks that they must 
cooperate with and not compete with private enterprise and, above 
all, must encourage private enterprise in the provision of finance. 

It is my considered opinion that your committee should see to it, 
by legislation or by directive, that the Export-Import Bank cooperate 
with the sources of private finance in the United States to the end 
that long-term finance for current or developmental projects be made 
available in connection with the sales of our national product, whether 
it be cotton or machinery, and that it compete freely in that financial 
function with comparable competitive functions supplied by the 
central banks or the boards of trade of our great European and, even- 
tually, our Asiatic competitors. 

[It is clear that this fuaction must be performed if our economy is 
adequately to be served. It must be clear that the Export-Import 
Bank should not be subordinate in any way to the International Bank. 
It is equally clear that it should be directed, through the National 
Advisory Council or whatever poard is set up to control its policies, 
to cooperate with private enterprise and to encourage it by every 
means possible. This encouragement and this cooperation has been 
in no way evident in the past in sufficient degree to enable the tran- 
sition from governmental long-term finance to private long-term 
finance. 

The International Benk should continue its function of providing 
finance to those countries not able to secure private finance and should 
not compete with the Export-Import Bank in those areas in which 
the Export-Import Bank can provide the necessary finance on a 
sound banking basis. 

It should be clear to your committee, and I am sure it is, that the 
international bank is concerned not only with sound banking prin- 
ciples in concept, but is also concerned with all the political condi- 
tions inherent in the fact that its governing board is composed of 
almost. all the countries of the Western World. 

It should be clear that the international financial requirements of 
the economy of the United States must in no way depend exclusively 
upon the policies determined by this bank. 

Just as our own Treasury passed with some difficulty through its 
recent long-term financing, which was a transitional experience from 
a managed-money market to a beginning of a free-money market, so 
must private international finance pass through its transitional phase. 

Therefore, it is suggested that your committee consider such 
mechanisms as may make it possible for the Export-Import Bank and 
the International Bank gradually, and with as much celerity as possible, 
to assist private enterprise to take over the function now performed 
almost exclusively by the two banks. 

Senator MayBpank. Do you have any idea how we can do that? 

Mr. McKenna. I do, sir. 

Senator MayBank. Do you mention that? 
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Mr. McKenna. I ean skip this if you like, but it is only a little 
further on. 

Senator Mayrank. No, go ahead with your statement. 

Mr. McKenna. This assistance should be in the form of pari passu 
participation in financing operations as well as cooperation in the 
development of financial and economic techniques. 

Attached to this communication is a copy of the writer’s response 
to a questionnaire issued by the citizens advisory committee, under 
Mr. Roy Ingersoll, to your committee, as well as a certain record of 
correspondence with the international bank. 

Contained in these documents are two finance plans whereby 
private enterprise can at least begin its functioning in the international 
finance field. These plans are prepared for immediate application to 
the economic requirements of Latin America but may as easily be 
applied to other areas of the world. The plans are likewise equally 
effective between other countries of the world and provide a basis 
whereby credit can be extended from a prosperous area to one need- 
ing finance, and in a multiplicity of currencies. 

It is suggested, however, that these plans present an opportunity 
at once for our Government to give other than lip service to the con- 
cept of private finance and present an opportunity for us in this coun- 
try to prove that our thesis of private finance is a practical one and 
that the private elements in our community are now prepared to 
assist in solving the problems of international finance provided co- 
operation can be obtained from both the Export-Import Bank and 
the International Bank. 

It has been the writer's experience that the Export-Import Bank, 
during the past 6 or 7 years, has been wholly desirous of cooperating 
with private enterprise on a pari passu basis and it has been unfortu- 
nate that a practical plan was not developed until this year. During 
the period in which the plans, as outlined in the response to the 
questionnaire above referred to, have been under consideration, the 
Export-Import Bank has been virtuatly inactive. 

During this same period, the International Bank has been, in the 
opinion of the writer, uncooperative. 

Senator MaynanKk. The Export-Import Bank is an American insti- 
tution and the International Bank is not, in substance? 

Mr. McKenna. Quite right. 

Senator Maynank. The Export-Import Bank is willing to cooper- 
ate? 

Mr. McKenna. Absolutely, and is most cooperative. 

Senator Mayrank. I just wanted that for the record. It is hard 
to get anything from the International Bank when 55 nations of the 
world, as vou well know, and probably better than I do, own the stock. 
Nevertheless, it was the bonds that were sold for dollars that made 
the International Bank. 

Mr. McKenna. There is no question of that, in my opinion. 

I will just close by saying that I think most of this may be due to a 
lack of definition of the policy of the United States Government in 
respect to the whole problem. 

I would like to assure the committee of my desire to cooperate in 
every possible way in the solution of this most complex problem and 
place my services at the command of the committee. 

Senator Bennerr. Senator Bush, do you have any questions? 
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Senator MayBank. I will be interested to read your plan. 

Mr. McKenna. I will outline it, if you are interested. 

Senator Busu. I think on the last page the witness made quite a 
statement when he says that in his opinion the International Bank has 
been uncooperative. I wonder whether the committee would like to 
hear him give some observations on that point. That is a very impor- 
tant comment, I think. 

Senator Bennerr. There is certainly no reason why Mr. McKenna 
cannot proceed. 

Mr. McKenna. I should be pleased to do so. The criticism is not 
in any way personal. I believe my position is well taken. However, 
any position is debatable, Mr. Chairman. 

The plan that we have devised is a very simple one. It is based on 
asking the borrowing countries for an account of their own govern- 
mental projects as well as private projects, then that they put up for 
security the best thing they have so that the American investor can 
buy it, that is, a call on their dollar income. 

We suggested to foreign countries, and most particularly and 
specifically to the Republic of Colombia, that they sell their deben- 
tures or their notes to private buyers in this country and covenant at 
the same time to accept the bonds at maturity in payment of taxes, 
royalties, and for exports. 

We then negotiated with several American corporations and asked 
them whether they would buy such securities on the day of maturity 
and not before at 99 percent of par. Certain American corporations, 
whose credit standing is unquestioned, have agreed, in principle, 
subject to actual definition in the indentures, to buy such securities 
at 99 percent of par. 

We then asked certain insurance companies and, in fact, one bank, 
whether they would be disposed to buy that double-ended instrument 
in the first instance and provide the funds, 

One of our great insurance institutions suggested that it be 
discount rather than an interest-bearing instrument so that the 
maturities purchased by the American importing or the taxpaying 
corporations would be a bond on which the interest had accrued and 
on which interest had not actually been paid during the périod prior 
to maturity. 

So we developed a technique which, God knows, is not ideal but is 
nevertheless an instrument which we believe can be sold to our 
insurance companies and our banks. We have sufficient specific 
knowledge of their reaction to believe that such financial technique 
can be established and will work. 

We made a formal proposal of that to the Republic of Colombia, 
with one most important limitation, that in all loans issued under 
that indenture any annual payment of amortization or of interest 
must not exceed 10 percent of the annual dollar volume, or annual 
dollar income, determined on an average over the 3 years preceding 
the institution of the loan or its extension. 

We made that proposal to Colombia in the middle of 1953. Follow- 
ing that we received—I personally received and my partners, too 
information that that plan was not welcome to the International Bank. 
We received sufficient indication to warrant our withdrawal of our 
offering — 
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Senator Bennerr. May we interrupt? Senator Bush would like 
to ask a question at this point. 

Senator Busn. Would you make clear at this point why it was not 
acceptable to the International Bank? 

Mr. McKenna. The International Bank has never stated their 
policy to us in writing. We received the distinct impression—and [ 
am not quoting, Senator—that the policy of the International Bank’s 
attitude is as follows: 

The International Bank has all the funds necessary available to 
supply the financial needs or to satisfy the financial needs of the foreign 
countries which the International Bank thinks is proper. Second, 
that the disciplines exerted by the International Bank in their loan 
negotiations and in their lending position over the fiscal operations 
of the borrowing countries is more important than money itself. 

We, in effect, were asked to desist in our operations in connection 
with foreign countries to which the international bank made loans. 

In consequence of that, we withdrew our offer of private finance to 
the Republic of Columbia in July or August of 1953. 

Senator Busa. Why did you withdraw? 

Mr. McKenna. Because the officers of the International Bank in 
effect asked us to withdraw. 

Senator Busn. You did not consider they had any good reason for 
asking you to withdraw? 

Mr. McKenna. I differed very vehemently with their policy. 

Senator Busn. What reason did they give? 

Mr. McKewwna. I just phrased as best I could, Senator Bush, the 
reasons that I received or the impressions that I received from con- 
ferences with Mr. Black and Mr. Garner. 

Senator Bennerr. But there is no written evidence of this position? 
This has only been gleaned by personal discussion? 

Mr. McKenna. Yes; and was gleaned so effectively that we with- 
drew our proposal to the Colombian Government. 

In November of this year, to make it a little clearer, the Minister 
of Finance of Colombia communicated to the International Bank 
their desire to negotiate with Reynolds & Co. in respect to this plan 
of finance, and stated that they were basing certain financial planning 
on the basis of this plan. In December the International Bank wrote 
to the Minister of Finance of Colombia—Mr. Garner was kind enough 
to send me a copy of that letter—calling attention to the terms of the 
loans made to Colombia, chiefly their negative pledge clauses, and 
indicating that the International Bank would not be interested in 
making further loans on an unsecured basis if the Reynolds plan was 
made effective. 

Senator Mayrank. There is no United States law that could keep 
you from dealing with Colombia, is there? 

Mr. McKenna. No, sir; but it is impossible in practical finance, 
Senator, to continue negotiations. 

Senator Maypank. The bank said if you dealt with Colombia they 
would not? 

Mr. McKenna. Yes. Specifically the response was, “I don’t see 
how this bank could go on lending on an unsecured basis in those 
circumstances.” 

Senator Busn. Mr. Chairman, I would like to ask this question: 
The International Bank has been lending to the Republic of Colombia 
for some years; is that right? 
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Mr. McKenna. Yes; it has. 

Senator Busu. Do you know approximately how much they have 
out there? 

Mr. McKenna. The record is in my briefcase. 

Senator Busu. Approximately? 

Mr. McKenna. $40 million, $50 million, or $60 million. 

Senator Busu. In that range of magnitude. Are those loans in 
any way protected by covenants or assets or collateral? 

Mr. McKenna. To the best of my knowledge, they are unsecured. 
They are similar to the loans made by the Export-Import Bank. 

Senator Busn. Do they contain any negative pledge clauses? 

Mr. McKenna. I have never seen an International Bank indenture, 
Senator, but I believe the critical provision in the loan is that if the 
borrower extends any security to any lender superior or ahead of the 
International Bank loans, then the International Bank must enjoy 
the same priority or the same security. So, under our plan the Inter- 
national Bank can under the clauses of its own indenture demand the 
same security that would obtain under the Reynolds plan, which would 
be wholly satisfactory to us. 

Senator Busu. Isit not true that when the International Bank went 
in there and made these loans, nobody else wanted to lend any money 
in Colombia? 

Mr. McKenna. That is right. 

Senator Busu. Is that right? 

Mr. McKenna. Quite right. 

Senator Busn. The situation now, in your opinion, has improved 
down there in recent years; is that right? 

Mr. McKenna. I think it has improved in recent years, but the 
most important thing is that we have figured out a technique where 
private money safely and profitably could begin its movement south 
in considerable quantity. 

Senator Busn. My understanding of the loans by the Interna- 
tional Bank is that they do have a negative pledge clause in respect 
to these certain revenues you are talking about and which you wish 
to ask as security for your loan. Are you able to affirm that under- 
standing? 

Mr. McKenna. I can affirm it to the best of my knowledge, 
Senator. 

Senator Busn. Then, what, in effect, you are asking the Interna- 
tional Bank to do is share with you the collateral that is pledged under 
a negative pledge clause? 

Mr. McKenna. Precisely, in such a way as to give us a merchant- 
able instrument in this country that can be sold to our insurance 
companies and our banks. 

Senator Busn. Suppose there is not enough of that to go around? 

Mr. McKenna. There is. 

Senator Busu. That is your opinion? 

Mr. McKenna. No. Under the loan limitation suggested, namely, 
that no annual payment in amortization or interest should exceed 10 
percent of the dollar income averaged over the 3 years prior to the 
institution of the loan, in almost every country, including Brazil, 
there is ample room between the present limit of the loans outstand- 
ing and the total credit established to permit private finance to get 
its feet wet. 
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Senator Busu. There is some difference of opinion about that 
between you and the International Bank or they would welcome you 
as a partner. 

Mr. McKenna. There is no difference of opinion on that score. 

Senator Bus. You are aware, are you not, that the loan and al! 
the loans of the International Bank are for sale, that they can be 
bought at par? 

Mr. McKenna. Quite right. 

Senator Busu. If the situation has improved down there to the 
extent that you think it has, and if these loans are so marketable in 
the private markets here, why do you not organize a group, which 
I know you are very able to do, to bail out the International Bank and 
put some additional loans down there and establish the thing on the 
basis that you would like to see it? 

Mr. McKzwnwa. Senator, prior to the post you hold you were a 
practical banker. 

Senator Busu. There is some doubt about that. 

Mr. McKewna. It is noteworthily difficult to, in the first place, 
have private finance bail out a great institution like the International 
Bank. Furthermore, without the cooperation of that institution, 
starting private finance on its own and at its own risk south of the 
line is a very difficult operation. 

We have to go to the insurance companies and say that the Inter- 
national Bank does not like this credit. We have to bail them out 
before we can make other credit available to those countries, which 
is a tough banking operation. Perhaps it can be done. But as I 
understand the charter of the bank, they are fully capable and fully 
able to go along with us. And part of the purpose of both banks is 
to encourage private finance. This breaks ground. 

To the best of my knowledge, we negotiated the only loan ever made 
by a United States insurance company to a Latin American credit, 
and we used a technique which had not been used before. I do not 
like to describe it as ‘“‘slick”; it was not. But it is a matter of public 
record that the Metropolitan Life Insurance Co. made a loan to a gas 
transmission lme in Venezuela without Government guaranties for the 
first time in its history. The record of that loan is in this blue folder 
which has been filed with you. It was a technique that established 
at least a precedent. On the basis of that technique we have devel- 
oped this one. 

If we can get a syndicate of insurance companies and banks on the 
shorter term maturities to get their feet wet in finance at their own 
risk pari passu with the Export-Import Bank and the International 
Bank, and preferably with the cooperation and participation with our 
own Export-Import Bank and not with the International Bank, we can 
begin the flow of money south which we have been talking about for 
years and which has never been in this respect accomplished. 

All we ask in respect to this plan is that the International Bank go 
along with us pari passu and take the same security, and that the 
Export-Import Bank be a pari passu participant in each loan that 
would be made, for which the Export-Import Bank, in my opinion, is 
amply well qualified. 

I can give you a specific instance. The first target that I would 
shoot for is the refunding on a 15-year basis of the 3-year Brazilian 
$300 million loan. I cannot tell you how much of that we can refund. 
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My hunch is that we can do about $200 million of it and return to the 
Export-Import Bank $200 million of its $300 million and refund the 
whole works on a 15-year basis. 

To burden the Brazilian economy at this time with a 3-vear credit 
of $300 million imposes a requirement for austerity on Oswaldo 
Aranha which is beyond his capacity to support, in my opinion. The 
sooner we do it on a 15-year basis, particularly if we can do it through 
private sources, the better. 

[ have concentrated on Latin America as it is our soft underbelly, 
if you want to use an old phrase, because it is certainly of absolute 
necessity to us. Its economic health is necessary to our military and 
sociological security. Once a Latin American government would have 
its borrowers look to the millions of American investors who would be 
involved in a private credit through our insurance companies and 
banks, the sense of responsibility that would be so developed would 
far exceed in its internal discipline any external discipline that can 
be exerted by the Export-Import Bank or the International Bank. 

Every borrower from a governmental institution has X amount of 
sense of responsibility, and so does e very politician. It is multiplied 
several times over if the borrowing is made from private sources. 
This plan might well provide the first opportunity, not the best, to 
cet our private sources of finance to provide the necessary credits. 
In the initial phase with the cooperation of the Export-Import Bank, 
because their pari passu participation would give the comfort to the 
private investor in the United States that is inherent in its treaty 
relation, indirect or direct, with the borrowing companies. 

Senator Bus. Mr. Chairman, going back to Colombia for a mo- 
ment, and we will come to Brazil again, but to try to state this thing 
in its simplest form, Mr. McKenna, is it not true that the security 
for your proposed loan in Colombia is in effect the prospective dollar 
receipts of that Government for the sale of coffee in this market? 

Mr. McKenna. In Colombia both oil and coffee. 

Senator Busn. The extent of that trade in those exports is well 
known so that you can estimate it with reasonable reliability, so that 
if you take a percentage of it you probably have a good loan, is that 
right? 

Mr. McKenna. It looks good to me. 

Senator Busu. That is what I thought. It also looks good to the 
international bank no doubt which, incidentally, does not look to the 
United States except as one member of 55 countries. So their atti- 
tude must be somewhat different than the Export-Import Bank. 

They have a covenant down there on that money they have been 
lending when nobody else wanted to lend it, which is pledged by a 
negative pledge which gives them a call on these same assets that you 
want to call, is that right? 

Mr. McKenna. Correct. 

Senator Busn. If you were in their place, as a practical banker, 
which I know that you are from your experience, I doubt very much 
that you with the responsibility to your stockholders, as they must 
feel to their 55 stockholders, would want to weaken that position, 
would want to weaken the collateral position or share it with somebody 
who simply wanted to come in there and just take some more of the 
same. 

They can say to you, “Take it all. We will pull out.” If it is as 
good as you say it is, why do you not bail it out? 
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Mr. McKenna. Senator Bush, if that is what we have to do, that 
is what we will make an effort to do because the assumption that the 
plan would weaken their lending position is not true, because con- 
structive loans made in addition to those already made might well 
make the income coverage of their present debts far more comfortable. 

We do not intend to give blank checks to a Latin American country 
to spend as they will. We intend that the loans be made in strict 
accordance with good bank practice and in accordance with the his- 
tory of the Export-Import Bank, unless it has been directed to make 
a political loan, and to my knowledge 99 percent of their loans have 
been economically justified. 

Senator Buss. Mr. Chairman, I suggest at the proper time, when 
we get to the International Bank, we ask specifically why they will 
not share this collateral, if we can call it that, with private interests 
here who want to come in and make supplementary loans. We will 
run it down with them. 

Let us go to Brazil. Is it true that the nature of the proposition 
you made to Brazil is quite similar to the proposition that we have 
been discussing in Colombia? 

Mr. McKenna. Yes. 

Senator Bus. It is a question of giving a call on certain dollar 
funds which are to be created by shipments of coffee or other exports, 
is that right? 

Mr. McKenna. Right. The mechanics are the American buyer— 
the debenture, note or bond—can employ that bond as though it were 
a United States dollar for the purpose of exports. Mechanically, you 
put the bond into the collateral of a letter of credit at the Bankers 
Trust Co., and a great coffee buyer who has committed himself to 
buy it, buys the bond, deposits it as collateral to the letter of credit 
and Brazil acknowledges it just as if it were dollars of the United 
States. 

Senator Busx. Stripping it of all its mechanics, the American 
lender is secured by those dollar revenues from the sale of coffee and 
they are pledged to that purpose directly or indirectly? 

Mr. McKenna. Precisely. It is the best collateral the borrower 
can extend. It is my contention that he must extend it. 

Senator Busu. Does the Export-Import Bank loan of $300 million 
enjoy that protection? 

Mr. McKenna. It does not. 

Senator Buss. So far as you know, those particular assets, if we 
ean call them such, in Brazil are free and clear for the kind of deal you 
want to make? 

Mr. McKenna. At present they are free and clear, to the best of 
my knowledge, in respect to the Export-Import Bank loans. 

Senator Busn. Would you liken this type of paper which they gave 
you to what we call “tax anticipation notes’’? 

Mr. McKenna. Yes, and the kind that Venezuela, Bolivia, and 
Sao Paulo issue internally. 

Senator Bennert. Senator Payne, do you have any questions? 

Senator Payne. No. 

Senator Bennerr. The International Bank loan in Colombia was a 
dollar loan? 

Mr. McKenna. I can refer to the last report of the International 
Bank. I think most of their loans to Colombia have been dollar loans, 





if not all 
America 
collatera 
dollar u 
dollar ir 
are not 
over an 
banks, | 
figures 1 
the Ext 
same CO 
the pro’ 
thing p 
encoura 
they cc 
perhaps 
Sena 
Import 
Mr. 
Sena 
Mr. . 
official: 
gather 
that m 
ited. 
me to 
no evi 
Sens 
that y 
Bank? 
Mr. 
Sen 
tion. 
form | 
notes’ 
town 
Mr 
Sen 
gover 
tion 1 
Mr 


tries 


pave 
ike t 
coun 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 249 


if not allof them. We get posted specifically for the purchase by the 
American buyer of the best collateral or bonds secured by the best 
collateral that the country can put up. That is a first call on this 
dollar income, and to limit that call to 10 percent of the average 
dollar income, to the best of my knowledge, perhaps my calculations 
are not accurate, it leaves a balance of credit under such debenture 
over and above the sum of $800 million extended to Brazil by both 
banks, and perhaps $100 million in Colombia. I do not have my 
figures in front of me. So that, actually, if a plan were made effective 
the Export-Import Bank could get from the borrowing countries the 
same collateral. It would be my concept that if it is possible under- 
the provisions of the charters of both banks that they must do every 
thing possible to guarantee private participations, or most of all to 
encourage private finane ing of international re quire ments that 
they could permit such an indenture as | suggest in addition and 
perhaps prior to their present security. It is not necessary, however 

Senator Bennetr. Have you discussed your plan with the Export- 
Import Bank? 

Mr. McKenna. Yes, I have. 

Senator Bennetr. What was their general attitude? 

Mr. McKenna. My impression from conversations with three of the 
officials of the Export-Import Bank was one of cooperation. | 
gathered the impression also of affirmation. But I would like to say 
that my conversations with the Export-Import Bank have been lim- 
ited. My experience with them over the last 6 or 7 years would lead 
me to believe that they would welcome the plan, but I can give you 
no evidence that they do. 


Senator Bennerr. You have no impression that the same attitude 
that you found in the International Bank exists in the Export-Import 
Bank? 

Mr. McKernna. Not in any small degree. 

Senator Busu. I just wanted to ask Mr. McKenna one more ques- 
tion. In your experiences as an investment ‘banker have you come to 
form a favorable impression of communities that sell tax-anticipation 


notes? Do you think that is a sign of good credit when you see a 


town or city selling tax- eRe notes or not? 

Mr. McKenna. No, it is not. 

Senator Busu. Do — think it is a sound thing for a municipal 
government or a town government to do, that they sell tax-anticipa- 
tion notes if they can possibly avoid it? 

Mr. McKenna. No, sir. But 1 do not think the borrowing coun- 
tries we are talking about have any choice if they want to get to the 
private market. They have to offer the best they have. I would 
like to say, Senator, that in my opinion the Latin American borrowing 
countries, with which I am familiar and with which I have been 
working for several years, are willing to do as Colombia is willing to 
do. 

Senator Busu. I would like to compliment the witness on the very 
clear exposition he has made of a very complicated and difficult 
subject. I think it has been an excellent presentation of his point 
of view. 

Mr. McKenna. Thank you, Senator. 

Senator Bennert. I agree with you, Senator Bush. Thank you 
very much, Mr. McKenna. We appreciate your coming down. 
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The members of the committee have before them copies of your 


answers to the questionnaire of the Citizens Advisory Committee. 
We will not put it in the record at this point but it is available to the 
members of the committee for study. 

We will now return to the printed order of our witness list. At this 
point we would like to hear from Mr. Chester Dewey of the Grace 
National Bank. Mr. Dewey, you have a statement. Do you wish to 
read it? 


STATEMENT OF CHESTER R. DEWEY, PRESIDENT, GRACE 
NATIONAL BANK OF NEW YORK 


Mr. Dewey. I think perhaps it is the quickest way. I shall try to 
abbreviate it. 

Senator Bennerr. Will you identify yourself for the record? 

Mr. Dewry. My name is Chester R. Dewey. I am president of 
Grace National Bank of New York. Our office is located at 7 Hanover 
Square, New York City, about a block and a half below Wall Street 
and a short block from Front Street, the center of the coffee-importing 
trade. 

Our bank is the smallest in the New York Clearinghouse, with 
capital funds of about $9 million and total resources of $139,867,000. 
However, partly because we choose to specialize in the financing of 
foreign trade and partly because of our relation to W. R. Grace & Co., 
Grace Line, Pan American-Grace Airways and other Grace connec- 
tions, we do a large amount of foreign-trade financing. 

We specialize in the financing of coffee, cacao beans, carnauba wax 
and other products from Latin America; jute, burlap, and hemp from 
Pakistan; and rubber and tin from the Far East. We are favored 
with the accounts of the central banks of 19 of the Latin American 
Republics and we have correspondent bank relationships with the 
national banks of each Latin American country, save one which we 
do not visit. 

Because of the close personal relationship we maintain with the 
bankers and businessmen of Latin America, I think we may reason- 
ably claim to know how they regard this country, what puzzles them 
about our policies and why they feel sometimes disappointed and 
hurt. This is because they think they are being slighted. I am 
aware that your inquiry is directed to a worldwide situation and 
although we have correspondents in most of the countries of the world, 
I prefer to confine my remarks to the area we know best and in which 
we are considered specialists. 

Incidentally, our vice president in charge of the foreign department 
has just returned from a trip around the world and reports that the 
attitude in the Middle East and Near East differs very little from 
that of Latin America. 

Latin American peeves: As your traveling groups have doubtless 
been told many times, Latin Americans are aggrieved because they 
feel that during the war they sold us their strategic war materials at 
prices we controlled and at prices they considered unreasonably low. 
Then when the war was over we turned our attentions and affections 
to Europe, pouring out money with a lavish hand, while at the same 
time we sold Latin America the manufactured goods they needed at 
constantly increasing prices. Hence, their constant complaint that 
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the money they earned. by selling us raw materials during the war 
was more or less effectively frozen by our refusal to let them buy our 
products. More aiametel?, this was because we channeled our pro- 
duction to, the war effort. Then when the war was over and they 
began to utilize their dollars, prices of manufactured goods advanced 
rapidly and, in effect, cut the value of their dollars in half. 

No amount of arithmetical calculations, showing clearly that after 
the war the prices of some of Latin America’s raw materials for atime 
tripled, quadrupled or, im the case of coffee, quintupled, while our 
manufactured goods on the average only doubled in price, will convince 
them that they have not been mistreated. The main reason, of course, 
is that with the exception of Venezuela, Salvador, Guatemala, and to 
some extent, Costa Rica, their currencies have depreciated so far that 
it takes 4, 5, or even 10 times as many pesos, cruzeiros, or bolivianos, 
as the case may be, to buy United States merchandise as it did before 
the war. In the meantime, prices of many Latin American materials 
have tumbled while prices of our manufactured products have con- 
tinued upward. 

This feeling of resentment so warps our Latin American friends’ 
judgment that they offer some strange suggestions. For instance, in 
one country in 1952 a most conservative businessman, chairman of a 
large and influential bank, told me with tears in his eyes that the 
United States should buy one of that country’s products at a price 
far above the world market ‘‘to keep alive the spirit of democracy in 
this corner of the world.’”’ That particular country had missed the 
market for its product and lost the chance to sell the entire season’s 
production at a record price. I could match this same story in other 
countries and in other products. 

No matter how unreasonable some ideas are, the simple fact is that 
we need a friendly Latin America, and Latin America wants to be 
friendly with us. In case of trouble we need their resources of raw 
materials and we need their protective covering of our rear. Also, 
there are perfectly sound projects in which we can aid them and at the 
same time protect our own trade interests in that area. It is axiomatic 
that every time American machinery and equipment is installed in a 
plant, the replacement business of the future is anchored here. The 
Germans very well understand this basic principle, as witness the 
$150 million steel mill they are financing in India. 

An agency identified solely with the United States is necessary: 
To carry out a program of financing legitimate self-liquidating proj- 
ects, this country must have an agency known and recognized as an 
institution pertaining solely to the United States—for a very simple 
reason—if we wish to get credit for rendering help or assistance of 
any kind, it must be rendered through a United States institution 
such as the Export-Import Bank rather than an international organi- 
zation. 

The International Bank for Reconstruction and Development does 
not fill the bill precisely because it is an international bank. Even 
though we may put up most of the money, our friends in Latin America 
and, I understand, in many other countries of the world, think of the 
International Bank as something tied in with the United Nations. 
Basically, we get no credit for the loans it makes and we need to get 
credit for doing something. 
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Our Government needs a bank organization which can be used as 
an instrument to implement United States foreign policy in an 
country. The Export-Import Bank is well designed to fill this aned, 

Senator Maysank. I am in agreement with you concerning what 
you say about the International Bank. Latin American and most other 
countries, believe more in the Export-Import Bank because they look 
upon it as an American institution. Are you convinced of that? 

Mr. Dewey. Yes, sir. I think most of those people think of the 
International Bank as tied in with the United Nations. 

Senator Maysank. You also went into the loss of prestige of the 
Export-Import Bank because of the abolishment of its chairman. 
Do you find we have lost a lot of face down there? I have the greatest 
respect for Grace National Bank. 1 know your shipping ‘interests 
well. You are in my own city. That is why I asked that question. 
a are certain that the Export-Import Bank has lost some so-called 

ace? 

Mr. Dewey. I feel that is so from what our visitors tell me. This 
feeling of wanting to do business with the big man, with the big boss, 
is important. 

Senator Maypanx. Thank you, Mr. Chairman. 

Senator Bennerr. You may proceed. 

Mr. Dewey. Long and medium-term credit: The Export-Import 
Bank should actively and immediately offer its services to American 
manufacturers and commercial houses to enable them to meet foreign 
competition. The situation in Latin America is beginning to 
resemble that of the early thirties. Then cheap labor, depreciation 
of foreign currencies and invention of the Askimark system enabled 
the European nations, England and Japan, to push the United States 
almost out of the Latin American markets. Partly because we have 
subsidized them to buy new and improved machinery, partly because 
they are working harder than we are, partly by cheaper labor and 
partly because our people have been too tight on credits, Germany 
and Japan, and even England in a smaller way, are rapidly taking 
away our Latin American markets. Too often the loss of business is 
blamed on the-dollar shortage but certainly there is no dollar shortage 
in Venezuela, Salvador, the Dominican Republic, Cuba, or Guatemala. 

Furthermore, we have been pouring dollars into the coffee countries 
at an unprecedented rate. Also, we have bought immense amounts of 
carnauba and other waxes at high prices, and important quantities of 
cacao beans, all of which has provided a large dollar income to some 
Latin American countries. Certainly it is not our fault if we have 
not bought chile’s copper. Hence, the shortage of dollars alone is not 
the answer, perhaps not even the principal cause of our loss of trade. 

What is happening is typical of the thirties. Germany has reverted 
to her old policy of selling credit rather than merchandise. Four 

ears to pay is almost standard. Contrast this with the cash on the 
arrelhead irrevocable New York letter-of-credit policy of most. of 
our manufacturers. What is needed is a method of combating the 
extraordinarily long credit terms offered by Germany and to a lesser 
extent by other countries. 

Here is a field in which the Export-Import Bank could render 
valuable aid to United States manufacturers and exporters. By 
working with the local banks and without putting up any of its own 
money, the Export-Import Bank can guarantee, say, from 75 percent 
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to 90 percent. of drafts drawn on foreign purchasers, the percentage 
depending on the margin of profit. I do not advocate a 100-percent 
guaranty because I believe that the manufacturers should be willing 
to risk their profit in such transactions. Here, however, is a field in 
which our manufacturers certainly need some education. 

Also, I know from experience that bankers who are not familiar 
with foreign trade do not like to see their customers impair their 
liquid position by building up too large a porfolio of foreign collections. 
However, if the guaranty of the Export-Import Bank were on the 
paper, no well-informed banker would fear that his client was working 
mto an unliquid position by extending credit to foreign customers on 
such a basis. 

The smaller banks’ position: Right here I want to speak a word 
about the smaller banks and bring out a point perhaps you have not 
had presented to you. 

Ours is a small bank. Our capital and surplus is $8 million, hence 
our legal lending limit is $800,000. For us and other small banks 
the Export-Import Bank is ideal to work with. This is because no 
matter how large a transaction, our legal lending limit does not 
apply to an agency of the United States. Visualize the situation in 
which we or other small banks might find ourselves if several of our 
customers should initiate a policy of selling based on Export-Import 
Bank guaranties. The total of these transactions would be accumu- 
lated, of course, against the name of the Export-Import Bank. If 
we were dealing through the international bank we would be obliged 
to limit the total to the amount of our legal lending line. Hence, 
the legal lending limit makes it difficult for a small bank to handle 
transactions with the international bank. 

The Export-Import Bank has been handling foreign transactions 
in the way I have above described for many years. But I am under 
the impression that the facility has not been widely used, perhaps 
because it has been too easy for our manufacturers to sell their prod- 
ucts in this country and hence foreign trade was neglected. Now 
conditions have changed and the Export-Import Bank should make 
its policy known to a wide circle of banks, manufacturers, and 
exporters throughout the country. 

Perhaps it is not germane to this discussion, but I feel that we need 
to educate a great many of our manufacturers in the way of handling 
foreign trade. Foreign trade is widely recognized as supplying the 
extra profit which is often referred to as “the cream on the coffee.” 
Unfortunately, however, when business is good and a manufacturer 
can sell his goods for cash at the factory door or sometimes have 
deposits made in advance, he tends to neglect his foreign trae, 
partly because of the redtape necessary in connection with shipments, 
but often also because he frequently has to wait months for his 
money. However, nothing so enrages our foreign friends as the 
practice of wooing them when we need their outlets and deserting them 
when the going is good domestically. Our policy should be to develop 
firm friends and customers in the foreign field and to service them 
well year in and year out even though it means taking a little extra 
trouble. 

The question of face: Face is of as much importance in Latin 
America as in the Orient. Even as you and I, the Latin American 
likes to do business with the big boss of any bank. The organization 
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of the Export-Import Bank should be so set up'as to cater to this 
very natural feeling. The head of the bank should be called the 
Bee (or chairman) to give him as much prestige as possible, 

é should be a member of the policy-forming committee, however it 
is designated. Preferably he should be the presiding officer when 

that committee or board is considering questions relating to the bank. 

Rightly or wrongly, the impression has been created abroad that 
the Export-Import Bank has been sidetracked and perhaps even 
marked for liquidation. Its prestige has suffered from abolishing 
the title of “chairman.” If the bank is to continue as an effective 
instrument to assist in the promotion of foreign trade, and incidentally 
to implement United States policy abroad, it should be given the most 
dignified organizational setup which can possibly be devised. 

Senator Bennerr. Mr. Dewey, would you like to add anything to 
the statement? 

Mr. Dewey. I should like to give you just one incident of what | 
referred to as the question of credit. New Year’s Day we had at. our 
bank the head of the most active Venezuelan bank. He told me they 
had a series of drafts—they were very glad to have them—from an 
English manufacturer amounting to £110,000 for the ‘supplying 
of telephone equipment in Caracas. He said the contract should have 
gone to a United States firm. 

I said, ‘Well, probably the trouble was that the English firm beat 
them out on price.” 

“No,” he said, “the trouble was credit. The price was all right. 
The American firm demanded cash on the barrelhead at first, and then 
they modified that demand to an irrevocable letter of credit, and then 
they said that they would ship sight draft bill of lading attached. 
The English firm said that they would ship sight 90 days.” 

They got the business. That 90 days to a perfectly good credit in a 
hard-currency country was absolutely unimportant. But I think we 
have to educate our manufacturers to this question of credit, and the 
Export-Import Bank can help a great deal by encouraging them to 
work with a prospective customer, on a 1-, 2-, or 3-year basis, if neces- 
sary, when the Export-Import Bank will take the longer end of the 
credit and let the manufacturer take the short end, 

Senator Busn. Mr. Dewey, you speak of the Germans coming back 
into the market down there. They are extending credit without any 
government guaranty? 

Mr. Dewey. Yes, sir. 

Senator Busu. For 4 years? 

Mr. Dewey. Yes, sir. 

Senator Busn. For machinery or whatever else they want to sell 
down there? 

Mr. Dewey. Correct. 

Senator Busu. It is presumed they must be substantial buyers of 
Latin American goods, too? 

Mr. Dewey. Yes. 

Senator Busn. So that trade is increasing both ways pretty rapidly ; 
is it not? 

Mr. Dewey. That is right. But they have not been able to buy 
anywhere near enough. If you noticed an article in the newspaper 
at the end of the year, they are a $1 billion end-of-year ‘creditor 
nation now. They have suddenly awakened to the fact that this 
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long-term credit means they must buy, and they are unable to buy 
as much as they are selling. 

Senator Busu. You say what is needed is a method of combating 
the extraordinarily long credit terms offered by Germany and to a 
lesser extent by other countries. Isn’t it true that the trade Germany 
is developing there is pretty well evenly balanced as far as the Latin 
American countries are concerned? 

Mr. Dewey. No. 

Senator Busu. You do not think that is true? 

Mr. Dewey. No. 

Senator Busn. Is Germany importing more from there than they 
are selling? 

Mr. Dewey. Much less. 

Senator Busu. Importing less? 

Mr. Dewey. Much less. They have become a large creditor 
nation in that area. I think Brazil’s great problem is with Germany 
now. 

Senator Busu. Your answer to the thing is this suggestion of 
guaranty by the Export-Import Bank? 

Mr. Dewey. Yes, sir. 

Senator Buss. Do you believe that can be worked out on a self- 
financing basis, that the fees charged for these guaranties would be 
sufficient to carry the situation without any expense to the Govern- 
ment? 

Mr. Dewey. Yes. 

Senator Bus. Like the FDIC? 

Mr. Dewey. I think it would be quite attractive to the banks 
in this country to pick up the entire draft, for instance, with the Export- 
Import Bank guaranty and let them have an overriding commission. 
That is the way they generally work it. 

Senator Busu. The Export-Import Bank would simply be doing 
a credit guaranty business for a fee? 

Mr. Dewey. That is right. It would not take too much money. 

Senator Busy. Have vou discussed this plan with the Export- 
Import Bank? 

Mr. Dewey. No, but they have been doing that in a small way for 
years. My statement is that it is not well enough known. 

Senator Busn. It seems your firm and Grace is so well posted on 
this situation that it might be well for you to discuss it with them. 

Mr. Dewry. May I “bring out one more point, Senator? You 
spoke about the Germans. It is not the individual German firms 
that are doing it. They have a bank that does it. Great Britain 
has the same setup. 

Senator Bennert. Thank you very much, Mr. Dewey. Without 
objection, we will place your letter of September 17, 1953, in the 
record at this point. 

(The material referred to follows:) 

Grace NaTIonAL Bank or NEW YORK, 
New York 16, N. Y., September 17, 1953. 
Re Export-Import Bank of Washington 
Hon. Homer BE, Capenarr, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D, C. 
My Dear Senator Capenart: Since what I say in this letter may seem to you 
so widely in variance with my background, I give it briefly because it may add 
emphasis to my view. 
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Iam a Republican, born and educated in Illinois, probably would be rated as an 
ultraconservative and I am stanchly opposed to Government lending in competi- 
tion with private capital. Furthermore, I was a practicing lawyer for 20 years, 
first in New York City, later in Utica, where I became a bank president about 25 
years ago. However, I have spent the last 20 years as president of this bank, which 
is principally engaged in financing foreign trade. I think we may fairly claim to be 
specialists in that line. 

Despite my upbringing, I am strongly in favor of continuing the lending opera- 
tions of the Export-Import Bank and feel that it should be used as an instrument 
to implement our national policy. It can play a role and fill a need which the 
International Bank cannot because of its diverse ownership and foreign viewpoints. 
Furthermore, I feel that the recent move demoting the head of the Export-Import 
Bank to a mere managership detracts from the international stature of the bank 
and renders it a much less effective instrument. 

Answering your questions specifically: 

1. Has the Export-Import Bank been of assistance to clients of your bank? 

Answer. Yes. 

2. Has it competed with private capital in your area? 

Answer. No. I should say it has aided private capital. 

3. Has it taken business away from your bank and, if so, how and to what 
degree? 

Answer. No. 

4. Can the Export-Import Bank use the services of your bank more than in the 
past and, if so, how? 

Answer. Yes. Frankly a substantial portion of the business of the bank has 
been directed toward institutions in cases where I feel we might have done a 
better job. This is especially true in the Latin American area in which we 
specialize but I do not wish to be understood as raising a charge of favoritism 
since it is quite natural that larger banks than ours should receive the preference. 

5. What position has your bank taken with respect to term loans, i. e., where 
repayment excceds a term of 6 months? 

Answer. We have not originated or participated in many term loans although 
we have perhaps 3 or 4 at present. This policy also was based upon my feeling 
that interest rates were artificially low and I did not care to tie up our bank’s 
funds for long periods of time. 

6. Are you financing, without recourse, shipments to foreign countries payable 
over term periods? 

Answer. Only infrequently. When the Conto Grafica system was in effect in 
Brazil a few years ago, we bought quite a volume of accounts which had been 
“passed to Conto Grafica.”’ In 1 or 2 very special instances we have purchased 
accounts outright where the local currency has been deposited and thus the eredit 
risk eliminated, i. e., there was then only the exchange.risk to be taken into 
consideration — 

7. In cases where you have acted for the Export-Import Bank in the operation 
of credits has your compensation been adequate, taking into consideration the 
risk factors involved, by the Export-Import Bank as a Federal agency? 

Answer. Yes. 

8. Have you participated with the Export-Import Bank in any of its loans 
without the latter’s guaranty? 

Answer. No. 

9. Do you consider continuation of the Export-Import Bank’s loaning facilities 
essential in the interest of international trade? 

Answer. Yes, for the reasons above indicated. 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past and, if so, how can it more adequately expand it in the future? 

Answer. Yes.. One broad field in which the Export-Import Bank may be 
very useful is to counteract the effect of the foreign credit corporations which 
exist in so many foreign countties and which enable the nationals of those countries 
to export freely without taking into account the exchange risk and in some 
instances even the credit risk. Our foreign trade is now suffering severely from 
this. type of foreign competition. We have seen many cases where foreign manu- 
facturers or merchants, expecially in the case of Germany, are offering credits 
up to 4 years and at prices far below the prices of United States products, | 
have in my own frecuent travels abroad encountered many instances ‘where 
people prefer to buy United States produets even at a higher price but are per- 
suaded to buy from other countries because of the long credit terms. A 


If you \% 
points, I's! 
Sin 


Senate 
Smith. 
think it \ 


STATEM 


Mr. S 
Senat: 
into joi 
must ad 
Mr. S 
Senat 
Mr. § 
presider 
office in 
Mr. ¢ 
to an in 
pleasurs 
questio! 
Ifiv 
the line 
enumer: 
Import 
possibl} 
would fF 
Sena 
30 you 
Import 
you sti 
Mr. | 
There | 
specific 
We: 
a time 
means 
one or 
The 
market 
he will 
Thai 
his ba 
risk in 
risk co 
In t 
risks a 
other » 
credit 
curren 
to a.gl 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 257 


If you wish me to give you any more detailed information on any of the above 
points, I shall be at your service. 
Sincerely, 
C. R. Dewey, President. 
Senator Bennett. The next witness on my list is Mr. Russell G. 
Smith. Before you come forward, Mr. Smith, how much time do you 
think it will take? - 


STATEMENT OF RUSSELL G. SMITH, EXECUTIVE VICE PRESIDENT, 
BANK OF AMERICA, SAN FRANCISCO, CALIF, 


Mr. Samira. Just as little as you would be satisfied with. 

Senator Bennerr. Our problem is that the House and Senate go 
into joint session at 12:10 to hear the President of Turkey. So we 
must adjourn this meeting no later than 5 minutes of 12. 

Mr. Samiru. Five minutes will suffice me, 

Senator Benner. Will you identify yourself, please, for the record, 

Mr. Smira. My name is Russell G. Smith. I am executive vice 
president of the Bank of America in San Francisco and hold the same 
office in the Bank of America in New York. 

Mr. Chairman, I do not have a prepared statement. I responded 
to an invitation of the Advisory Committee to testify. If it is your 
pleasure you may ask me any questions regarding the answers to the 
questionnaire which was sent in on behalf of our bank. 

If I were to make a general statement it would be very much along 
the lines of the statement of Mr. Frank Shepard made. If I were to 
enumerate the experiences of the Bank of America with the Export- 
Import Bank and the International Bank, with the exception of 


possibly some deviation as to amounts in specific transactions, it 
would pretty well follow the nd of Mr. Shepard. 


Senator Bennert. In your letter to the committee dated October 
30 you indicate an interest in the extension or increase of the Export- 
Import Bank’s operation in guaranteeing private bank loans. Do 
you still feel that way? 

Mr. Smiru. Yes. I would like to make this explanatory comment. 
There is often a great deal of discussion of guaranties without being 
specific about the thing which is to be guaranteed. 

We are all of us concerned with maintaining a volume of exports at 
a time when the market is not a seller’s market. I think the principal 
means by which we are going to maintain such a volume is going to be 
one or more of the devices of extending credit. 

The manufacturer himself who has during a period of the seller’s 
market insisted on cash terms may have to modify his ideas so that 
he will carry some part of his sales volume as receivables. 

That is where this question of guaranties comes in, because he and 
his bank oftentimes feel themselves well able to judge the credit 
risk involved but they are not at all sure that they judge the political 
risk correctly. 

In my letter I was referring specifically to the guaranty of such 
risks as would be covered by the general term “transfer risk.” In 
other words, the buyer in a foreign country may be a man of good 
credit worthiness, a man who may be able to pay his debts in the 
currency of his country. The lenders and sellers in this country look 
to a guaranty of the transfer of the funds; in other words, the exchange 
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risk oe as to time of transfer and as to the rate at which transfer 
is made, 

I also would like to see guaranties that would protect against 
political upsets, those political changes which might interfere with the 
normal settlement of trade and business transactions. 

Senator Bennett. Part of that is within the scope of the Export- 
Import Bank. The last one I think is a pretty difficult guaranty to 
give even for the Federal Government with all of its power. 

Mr. Smiru, Those are precisely the risks which the Export-Import 
Bank and the International Bank take in every extension of credit that 
they have made, presumably that they are in a position, dealing at 
Government levels, perhaps to have more information and feel more 
confident in their knowledge of those particular risks. 

Senator Bennett. Would you be interested in commenting on 
Mr. McKenna’s idea? 

Mr. Smirn. Yes, I would. I find myself in some confusion with 
respect to it, because as a lender I quite naturally take the same point 
of view that the International Bank might have taken and probably did 
take. That is when a lender has signed an agreement with a borrower 
he dislikes someone else coming along and suggesting that he be 
granted a prior or even a ratable position. I think that is just an 
instinctive reaction of a lender. 

One of the things you must consider in his proposal is taking off the 
first 10 percent as a limit. That sounds all right when you are dealing 
with projections that move backward. In other words, it is proposed 
to take 10 percent of the projected income. But there again the lender 
who has himself in a preferred position likes to keep that because he 
took that preferred position against the possibility of there being a 
very important change in conditions which would make it necessary 
for him to lean on that position. 

The device of having such securities available for the payments of 
imports to the borrowing country and for the payment of customs 
and other dues, and the option to purchase by an investor who might 
use them for those purposes appeals to me as an excellent device by 
which some start may be made toward the resumption of private 
financing of the needs of foreign governments. 

For the benefit of that first step I would certainly give a friendly 
ear to the proposition. 

Senator Bennert. Thank you very much. Apparently all your 
potential questioners have left. 

Mr. Snir. I think we have endeavored to cover the questions 
asked in the questionnaire. I would not like to repeat over and over 
again what has already been written. 

Senator Bennett. With your permission, I will put your letter of 
October 30 in the record. 

Mr. Smiru. Very well. 

(The material referred to follows:) 


Bsnk OF AMERICA, 
Nationat Trust AND Savines AssOctraTION, 
San Francisco 20, Calif., October 30, 1953. 
Hon. Homer E. Capnxart, 
hairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator Capenart: This will acknowledge your letter of September 10 
concerning a study conducted by the Committee on Banking and rrency of 
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the United States Senate of the operations of the Export-Import Bank of Wash- 
ington and the International Bank for Reconstruction and Development and their 
relationship to the expansion of international trade. 

To the best of our knowledge, the Export-Import Bank has not competed with 
private capital in our area and has not taken business away from this bank. In 
a few cases, the Export-Import Bank assisted clients of this bank in connection 
with credits involving amounts or maturities beyond the scope of our activities 
as a commercial bank, 

As a matter of policy, the operations of this bank in the international field are 
incidental to the short-term financing of the movement of goods and, as a rule, 
loans are not being extended with maturities in excess of 6 to 12 months. How- 
ever, this bank has occasionally made term loans with longer maturities if war- 
ranted by special circumstances and supported by satisfactory guaranties. 

In certain instances, this bank is also financing, without recourse to the 
exporter, shipments to foreign countries payable over periods generally not exceed- 
ing 12 to 18 months, under the responsibility of foreign banks of undoubted 
solvency. 

In most cases, where this bank cooperated with the Export-Import Bank, the 
pertinent agreements provided for reimbursement of payments made under 
letters of credit guaranteed by it rather than under so-called agency agreements. 
In such eases, arrangements for our compensation have been made directly be- 
tween this bank and the foreign borrowers concerned. 

In some instances, this bank has participated with the Export-Import Bank in 
loans without their guaranty and our experience in this connection has been 
entirely satisfactory. 

The Export-Import Bank has undoubtedly facilitated the expansion of inter- 
national trade in the past. In this respect, they have supplemented in a large 
measure the operations of commercial banks in the United States. 

This bank feels that the continuation of the Export-Import Bank’s loan opera- 
tions, providing medium- and long-term credit, within its existing lending authority, 
is important for the promotion of our export trade. 

As regards further expansion of the Export-Import Bank’s operations for the 
benefit of our export trade, this bank believes that greater emphasis ought to be 
placed on guaranties covering credits which may be extended to foreign borrowers 
by United States commercial banks. Furthermore, consideration may be given 
to the possibility of extending the functions of the Export-Import Bank to the 
field of export credit insurance. 

We hope that our foregoing comments will be helpful in the conduct of your 
current study. 

Sincerely yours, 
R. G. SMiru, 
Executive Vice President. 

Senator Bennetr. It isa little hard to predict what the time pattern 
of this special meeting in which we will hear the President of Turkey 
may be. With your permission, I would like to call the hearing to- 
gether at 2:30 rather than at20’clock. We still have four witnesses— 
Mr. Carlton, Mr. Long, Mr. Schneider, and Mr. Corea. Are you all 
here? I see your hands. We will be here at 2:30, and Mr. Carlton 
will be the first witness. 

We are now recessed until 2:30. 

(Whereupon, at 11:53 a. m., a recess was taken until 2:30 p. m. of 
the same day.) 

AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., Senator Wallace F. 
Bennett presiding.) 

Senator Bennett. We will come to order. The first witness is 
Mr. O. L. Carlton, vice president of the Central National Bank of 
Cleveland. 
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STATEMENT OF O. L. CARLTON, VICE PRESIDENT, CENTRAL 
NATIONAL BANK OF CLEVELAND, CLEVELAND, OHIO 


Mr. Caruton. Mr. Chairman, I have before me a rough draft of 
the completed document that you hold, which was sent in this morn- 
ing. I would prefer that go in the record, if you do not mind. 

Senator Bennett. That is all right. 

Mr. Caruron. I think that will be better and it will conserve time. 

Mr. Chairman, I am glad to have the opportunity to express my 
favorable opinion of the operation of both the Export-Import Bank 
and the International Bank for Reconstruction and Development. 

I am convinced that the management of the Export-Import Bank 
has demonstrated great ability in credits granted to foreign govern- 
ments and to industries in foreign countries. I am confident that they 
have used good judgment in arriving, first, at the worthiness of such 
credits and, second, determining the economic need for such financing. 
I am sure that they have always given careful consideration in all 
cases to ascertain if the loan requested was a type of loan that should 
be financed by a commercial bank and if such was the case, have 
recommended that a commercial bank be consulted. I also believe 
that tie loans made and guarantees given by the Export-Import Bank 
have implemented and made easier the loaning of money by com- 
mercial banks to borrowers in foreign countries. 

I am further convinced that conditions have been helped through 
loans made and credits guaranteed by the Export-Import Bank which 
have enlarged the opportunities for export sales of goods manufac- 
tured and produced in the United States. The concentration of cap- 
ital loans with the Export-Import Bank has helped clarify a situation 
which might be difficult if such loaning was left to the commercial 
banks in our country. 

It is very clear that many of the countries to the south of us need 
the type of help that the Export-Import Bank can give and the need 
will increase. I am sure that commercial banks are alert to the credit 
needs of foreign buyers and are meeting such demands when credit 
asked for meets the requirements of commercial bank lending. Be- 
yond the lending limits of the commercial banks is a real need for an 
organization like the Export-Import Bank. 

Foreign countries are becoming aware of their lack of facilities for 
growing food and they sense a real need for development of farm 
programs. They also recognize the need for earth-moving machinery 
and roadbuilding equipment for the development of their transporta- 
tion facilities. This will require great sums of money. In most cases, 
the amount of such loans needed will exceed the loaning limits of one 
particular commercial bank and also the terms for repayment will be 
spread out over a longer period of time than is usually extended by 
commercial banks. 

Here, the Export-Import Bank can serve effectively by guarantee- 
ing eventual payment, possibly on a 100-percent basis, or at least for 
an amount that might limit the exposure of the commercial bank or 
banks that would actually lend the money. With a guaranty of the 
Export-Import Bank it is possible for a commercial bank or a group 
of commercial banks to make the loan. It seems to me there could 
be a broadening of facilities of bankers acceptances, with Export- 
Import guaranty, which might be created for the financing of such 
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transactions. These bankers acceptances then could be offered in 
the acceptance market, thereby limiting the actvfal cash outlay on 
the part of the accepting bank and would cail for no actual outlay of 
funds by the Export-Import Bank. This is a proposal that, in my 
opinion, should be explored. 

The competition that is now offered by industries in many Euro- 
pean countries makes it extremely difficult for United States industries 
to compete in the world market. Industries in the Cleveland area 
have been informed by the buyers in foreign markets to the south of 
us that certain European countries have offered to sell them on 13 
months’ credit terms. It has been stated that some European 
governments are assisting their industries to enable them to grant 
such credits. 

Therefore, it seems most logical that in attempting to meet this 
competition, the Export-Import Bank should fit in and become 
increasingly helpful to exporters here by guaranteeing such long- 
term credits. With the guaranty of the Export-Import Bank, com- 
mercial banks could purchase the paper without recourse on the 
seller of the merchandise, thereby enabling the industrial exporter 
to continue in a liquid financial position, 

Should we dispense with the facilities of the Export-Import Bank, 
there will be great agitation in this country for Government credit 
insurance. If such an agency was created, it would be the beginning 
of a building of a bureaucracy the like of which we have never seen. 
Further, the insuring of credits, in my estimation, would permit a 
lot of unwise granting of credit by sellers of merchandise. Such 
sales would do the United States no good—in fact, it would do great 
harm. I feel that the activities of the Export-Import Bank should 
be broadened. 

If we do not help foreign countries, especially those to the south of 
us, to improve their facilities for feeding themselves and developing 
their transportation systems, someone else will, and in the process, 
will have available to them a market for everything that they produce. 
Should we help intelligently, there will come great good will toward 
the United States. 

Surely, with the continuation of the Export-Import Bank under its 
present capable management, conditions will be developed so that 
our exporters will be in a position to sell more and more United States 
goods abroad. 

I have the same feeling of confidence regarding the activities of the 
International Bank for Reconstruction and Development. I ap- 
preciate that this bank is an international partnership and that loans 
made by it will not always result in the sale of merchandise produced 
in the United States. However, I do feel that this bank has good 
management and that they are making loans needed to help many 
of the difficulties existing throughout the world today. I am con- 
fident that applications for loans are scrutinized carefully to ascertain 
that the applicant is worthy of credit and that the need is economically 
sound, 

The International Bank for Reconstruction and Development, as 
well as’ the Export-Import Bank, has been extremely helpful in ex- 
tending credit for the purchase of machinery for developing agricul- 
ture, roadways, railways, and hydroelectric power—machinery ur- 
gently needed. Loans made for such purposes usually develop mar- 
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kets for other products made in the United States. I think that both 

the Export-Import Bank and the International Bank for Recon- 
struction and Development are serving a great need in the world 
today and should be continued. 

Senator Bennerr. Thank you, Mr. Carlton. Other witnesses this 
morning talked about terms of 3 to 4 years offered by European 
competitors in South America. Do you understand that to mean 
that is an installment problem or that the entire principal is not due 
until the end of the term? 

Mr. Carron. I wish I might answer that but the information | 
have is that it is on an installment basis, if it is 4- or 5-year. On the 
13-month basis, that, too, as far as I understand it, would be on an 
installment. basis. 

Senator BenNerr. Do you feel that the Export-Import Bank should 
be used as an agency to enable American sellers and American ex- 
porters to engage in credit competition with the outside world? 
Should we undertake to give more liberal credit terms than Germany, 
for instance, as was advocated this morning? 

Mr. Caruron. I never advocate more liberal terms if they are not 
entitled to them. But I think through such an agency more liberal 
terms can be granted than most industries can afford to take on 
themselves without some financial assistance from banks. 

When you come to financing a commercial transaction, when you 
get into 4 or 5 years, according to the lending facilities of our banks 
today, the credit is too long. 

Senator Bennett. It is an interesting problem. I have gathered 
the inference from testimony given here that some of our foreign 
competitors are offering merchandise that might be inferior and are in 
effect selling credit rather than merchandise, and that some of our 
potential customers are making their decision on the basis of the 
credit offered. 

Do you think we should as a nation undertake to get into that 
kind of competition as a matter of policy? 

Mr. Caruton. No, I do not think we have to go all the way to 
meet that competition. I think we have to extend more liberal 
credit terms. I wish I had factual evidence to present to you. But 
only recently, as stated by 3 or 4 who are actually engaged in the 
selling of American products abroad, ‘‘We are convinced that when- 
ever it is possible to buy American-made merchandise, not necessarily 
across the board, but a large number of things that we produce, 
foreign pruchasers prefer to purchase the things that we make.’”’ 

My feeling is that probably we do have to go some distance in 
order to meet the credit requirement that they feel they need and 
probably are justified in obtaining from us. 

Senator Bennett. Is it not one of the marks of a buyer’s market 
that pretty soon you get into the business of selling credit as well as 
selling the merchandise that you have? 

Mr. Caruton. You mean, that with the facilities available for 
extending 

Senator Bunnerr. When the buyer has a wide choice there is a 
tendency to throw in credit advantages to induce him to make a 
choice, in addition to whatever advantage his product has? 

Mr. Caruton. I think that is right. 
Senator Bennerr. Are we in that kind of world situation today? 
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Mr. Carvton. I think we are. I think we have got the product, 
and in order to fully meet the competition there should be available, 
probably, an opportunity to extend more credit and longer terms. 

Senator Bennerr. Thank you very much. Without objection} 
we will make your letter of September 18, 1953, giving the answers 
to our questionnaire, a part of the record. 

(The material referred to follows:) 


CENTRAL NATIONAL BANK OF CLEVELAND, 
Cleveland 1, Ohio, September 18, 19538. 
Senator Homer E. CapEeHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR CAPEHART: We are very glad to comply with your wishes by 
answering the questions which you have set forth in your letter of September 10, 
eoncerning the Export-Import Bank. We are answereing your questions in the 
same order that they appear in your letter. 

(1) We feel that the Export-Import Bank indirectly, at least, has been of as- 
sistance to clients of our bank. We have had occasion where good customers of 
our bank have asked for financial assistance in extending credit to foreign buyers 
that in our estimation did not come in the category of the loaning facilities of a 
commercial bank. In such cases, we have suggested that they communicate with 
the Export-Import Bank where they have received full cooperation even though 
it might have been impossible for the Export-Import Bank to assist in extending 
such credit. The overall results of many loans made by the Export-Import 
Bank into foreign countries have certainly helped develop markets for exporters 
in our area, 

(2) We have never had the feeling that the Export-Import Bank has competed 
with private capital in our area, 

(3) We feel sure that the Export-Import Bank has never taken any business 
away from our bank. 

(4) We feel that we have had a rather close relationship with the Export-Import 
Bank and have made frequent calls that we may be acquainted with the manage- 
ment and therefore feel that they are fully aware that we are anxious to cooperate 
with them at all times. At the moment, we know of no way that they could use 
our services in the future more than they have in the past. 

(5) In answering this question, we are assuming that you are requesting in- 
formation regarding term loans for the financing of imports or exports and in no 
way is my answer based upon our feelings on term loans in general. We have 
rather freely financed (principally) export transactions for shippers in this area on 
repayment basis up as high as 30 months and our experience has been excellent. 
However, we have gone into each transaction very carefully and aside from being 
fully acquainted with the borrower, have been able to establish pretty definitely 
that possibilities of continuing payments to eventually liquidate the loan over a 
period of time on the part of the buyer, have always been good. 

(6) While we have actually purchased paper from some of our customers with- 
out recourse on them, we have had recourse either on a bank abroad o1 a credit 
established by the foreign bank in this country. As you know, it is impossible 
for a commercial bank to buy such paper without recourse. 

(7) In the several cases where we have acted for the Export-Import Bank on 
the operation of credits, we have felt that our compensation has been adequate 
and we have always taken into consideration the risk factors involved by the 
Export-Import Bank as a Federal agency. We might add that it has always been 
a real pleasure to coopérate with them. 

(8) We have never participated with the Export-Import Bank in any of its 
loans without their guaranty. 

(9) We consider that the continuation of the Export-Import Bank’s loaning 
facilities are essential in international trade. We feel that there are loans that 
can be made by the Export-Import Bank not eligible, according to leading regu 
lations of commercial banks, that both directly and indirectly benefit the markets 
for goods manufactured in this area and open sources of raw materials necessary 
to continue our economy. 

(10) We believe that the Export-Import Bank has facilitated the expansion of 
international trade in the past and can more adequately expand its activities in 
the future if they are given broader powers and if the policy be continued to have 
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this organization manned only by men with complete working knowledge of all 
of the problems in import and export trade activities. The people with whom we 
are well acquainted we feel have those qualifications. 


If we can help further in aiding your committee work, we hope you will feel free 
to call on us. 


Very truly yours, 
O. L. Caruton, Vice President, 
Senator Bennerr. Our next witness will be Albert L. Long, vice 


president of the Republic National Bank of Dallas. You may pro- 
ceed in your own way, Mr. Long. 


STATEMENT OF ALBERT L. LONG, VICE PRESIDENT, REPUBLIC 
NATIONAL BANK OF DALLAS, TEX. 


Mr. Lona. My name is Albert Long. I am vice president of the 
Republic National Bank in Dallas. After hearing the testimony this 
morning I would like the privilege of getting away from those matters, 
There are several things that have been brought out. 

First, Senator Capehart has emphasized that you are particularly 
interested in facts rather than opinions. The facts as regard my bank 
are outlined in our reply to the questionnaire which I believe is to be 
part of these proceedings. 

Senator Bennerr. May I interrupt you there? Mr. Long, is that 
the reply to the questionnaire of the Advisory Committee? 

Mr. Lone. Yes, which is intirely favorable. 

Senator Bennett. I wanted to be sure that I identified it. There 
have been two questionnaires. One was by the Advisory Council and 
one by the committee itself. 

Mr. Lona. This is to the committee itself. 

Senator Bennett. Do you want me to put that material in the 
record? 

Mr. Lona. Yes. 

Senator Bennrrr. Without objection, and at this point we will put 
into the record the reply of the Republic National Bank of Texas over 
the signature of Mr. Long, dated September 21, 1953. 

(The material referred to follows:) 


RepusBitic NATIONAL BANK OF DALLAs, 
Dallas, Tex., September 21, 1953. 
Hon. Homer E, Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Sir: It is my pleasure to reply to your recent favor which is in the form 
of a questionnaire regarding certain features of the operation of the Export-Import 
Bank of Washington. Our answers to your questions should, in my opinion, be 
as follows: 

1. “Has the Export-Import Bank been of assistance to clients of your bank?” 

The Export-Import Bank has been of assistance to clients of our bank by 
making loans abroad which permitted the exportation of agricultural products, 
especially cotton, and gave our customers the opportunity to sell the commodities. 

2. “Has it competed with private capital in your area?” 

To the best of our knowledge, it has not competed with private capital in our 


3. “Has it taken business away from your bank and, if so; how and to what 
degree?”’ 
e know of no business they have taken away from our bank, as the loans the 
Export-Import Bank have made were not in direct competition with our loans. 
4. “Can the Export-Import Bank use the services of your bank more than in 
the past and, if so, how?” 
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We have always had close cooperation between the Export-Import Bank and 
ourselves and believe that in the future the opportunity may arise when they can 
open more of their letters of credit direct with the interior banks such as ourselves, 
than they have in the past. 

5. “What position has your bank taken with respect to term loans, i. e., where 
re pay ment exceeds a term of 6 months?” 

We take it that by “term loans’’ you mean term loans to borrowers outside of 
the United States. We have entered into one or two of these term loans over 
6 months with borrowers in Mexico, but we have not solicited this type of loan 
in the past. 

‘Are you financing, without recourse, shipments to foreign countries payable 
over term periods?” 

We are financing, without recourse, shipments of goods to foreign countries, 
payable over a period of time up to 6 months, where a letter of credit is opened 
and we have the direct obligation of the foreign bank. 

7. ‘‘In cases where you have acted for the Export-Import Bank in the opera- 
tion of credits, has your compensation been adequate, taking into consideraticn 
the risk factors involved, by the Export-Import Bank as a Federal agency?” 

Where we have acted for the Export-Import Bank in the operation of credits, 
our main consideration has been to facilitate the movement of Texas commodities 
and goods rather than proper compensation. Therefore, we have not carefully 
analyzed the compensation to see if it was adequate in comparison with other 
services. 

8. ‘Have you participated with the Export-Import Bank in any of its loans 
without the latter’s guaranty? If so, was your experience satisfactory?” 

We have not participated with the Export-Import Bank in any of its loans 
— the latter’s guaranty. 

“Do you consider continuation of the Export-Import Bank’s loaning 
facilities essential in the interest of international trade?’’ 

Certain Export-Import Bank loans such as the ones outstanding to and now 
in consideration for Japan move cotton by making purchase dollars available. 
If these dollars cannot be made available by the foreign buyers through other 
banking facilities, it is my opinion that a continuation of the Export-Import’s 
loaning facilities would be essential in the interest of international trade. 

10. ‘‘Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and if so, how can it more adequately expand it in the future?” 

Many other commodities such as cotton, mentioned in the answer to No. 9, 
no doubt have been financed by Export-Import Bank facilities and tend to expand 
international trade. 

We trust that these answers will assist you in arriving at your conclusion. 
However, as this is a controversial subject, we wish to give you this information 
in confidence as mentioned in your letter. 

Assuring you that we are willing to cooperate with you in every respect, we are, 

Very truly yours, 
Ausert L. Lone, Vice President. 


Mr. Lona. You will note from that re ply that the principal exports 
we are interested in are commodities, especially cotton, which is now 
in surplus supply, a problem that you in Congress have before you 
at the present. 

I would like just to make a few remarks that may be construed as 
opinions and, if they are, please pardon the expression of them. 

To begin with, I would like to bring two facts forward against the 
Export-Import Bank. One is its slowness in moving in certain 
instances. Particularly on February 12 when in a meeting with 
Secretary Benson we recommended that war-risk insurance abroad 
be passed. The Senate passed the law. It is my understanding that 
it is not working yet. That is nearly a year. The delay in the 
Spanish loan cost the Spanish buyers considerable money because the 
cotton market had gone up in that time. 

The other side of the ledger is strictly in favor of the Export-Import 
Bank. General Edgerton in his statement to you of January 27 
reported losses of about one one-hundredth of 1 percent charged 
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against reserves. I have seen the figures and believe he will bear me 
out when I say that cotton loans have not lost 1 cent. That is to show 
you that the Export-Import Bank has made good loans, 

I would also like to stop here at this time and bring up for discussion 
the selling of credit. I believe you will find that the cotton shippers 
to England last year shipped over $100 million of cotton, 10 days to 
cash on arrival, which gave a month’s additional credit. I think 

ou will find Belgium and Holland, where the bank’s acceptance, as 

r. Carlton mentioned, bought around $10 million worth of cotton 
without the Export-Import Bank guaranty; that we believe some of 
the foreign banks are good for 6 months’ time. 

I just bring this in to let you know that the American cotton shippers 
are extending credit. They are paying interest on it and extend the 
credit through the banks in the usual manner. The limitation to that 
is that we do not want in each individual bank to go beyond a certain 
amount. As Mr. Carlton said, to one Belgian bank we gave $1 million 
for 90 days and $150,000 for 180 days. Anything above that we 
would suggest, in agreement with Mr. Carlton, the Export-Import 
Bank guarantee those transactions. 

The American cotton shipper and his banks are willing to go along 
to a certain extent and give credit, and are doing so at the present 
time. 

Senator Bennett. May I interrupt you at that point? Do | 
understand you then to say that, depending on the buyer and the 
strength of his own credit, that you are pointing out the American 
shipper is extending credit himself now and that you would like some 
kind of continuous negotiation, that varying it in different countries 
or banks you would carry the limits that you carry without recourse, 
and then you would like to ask the bank to come in? 

Mr. Lona. I would certainly limit it and let the Export-Import 
Bank say how far they would go above that. 

Senator Bennerr. Would you set up a permanent or fixed limit 
across the board, or would you want to set a special limit for each 
country? 

Mr. Lona. ‘I believe it would have to be on each country and 
almost on each transaction. 

Senator Bennerr. | was going to say each transaction would have 
to be negotiated. 

Mr. Lona. That is right. In other words, the American cotton 
shippers to move their cotton are extending credit. We have foreign 
banks that we believe have good credit. We extend credit to them 
and let them police their own importers over there. 

During this same period the Export-Import Bank has been making 
loans, all good, we have been granting dollar aid. Whether we like 
it or not it was to help ourselves, especially to move some unwieldy 


surpluses, 

Toate whether or not we like it, and talking about individual 
initiative, business and banks, we will never see the day that free 
trade is enforced. It is now too complicated and the Government 
will have to have something to say in it. My own fear is that we 
may keep the Government in the position where it will control and not 
assist. 

It is my personal belief that the Congress should grant the Export- 
Import Bank the right to make loans and permit the bank to take 
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certain calculated risks on these loans that are to our interest. How- 
ever, these powers should be outside the use of funds of the Export- 
Import Bank, being especially appropriated but in no manner creating 
such a difference as to have two complete standards of risk loans 
within Export-Import Bank and International Bank financing. 

In other words, gentlemen, let us have loans instead of grants, and 
that is an opinion. I apologize and assure you that we will cooperate 
in every way consistent with good banking, and await your pleasure. 

Senator Bennett. Do not apologize. The important thing is that 
this committee has in the record the point of view that is in your mind 
and the benefit of your experience. 

I have been interested in one impression that I get from your testi- 
mony. I think it is axiomatic in business that you can have a credit 
policy that is too strict and therefore you can have a loss ratio that is 
too low for sound business. I wondered if your testimony would 
indicate that you thought this loss ratio of one-one huadredths of 
| percent represents a credit policy that is too strict for the achieve- 
ment of the purpose of the bank? 

Mr. Lona. I would like to qualify that and say it would if the 
Export-Import Bank was not a well-run bank. It is a well-run bank; 
therefore, the loss ratio is in line. 

The other thing is that it is not high erough if they had used their 
facilities to promote exports and take exchange risks aad converti- 
bilities, and things like that, which go with these loans. 

Senator Bennett. You feel probably at the moment that in order 
to move more of our surplus commodites they should be prepared to 
take more of these risks? 

Mr. Lona. If, again qualifying it, we are not giving it away at the 
same time. My contention is that if they take the risk we may have 
a small loss but that small loss will not be the same as a grant. 

Senator Bunnuett. I am glad to get that part of your testimony 
clearly in my own mind. I have nothing further. I thank you very 
much. Our next witness is Mr. Henry Schneider, of the Union Bank 
of Commerce, Cleveland, Ohio. 


STATEMENT OF HEINZ SCHNEIDER, VICE PRESIDENT, UNION 
BANK OF COMMERCE, CLEVELAND, OHIO 


Mr. ScHNEIDER. May I ask you, first of all, to correct your records 
as to my name. My name is H-e-i-n-z Se schneider. 

Senator Brennerr. It is listed as Henry on my schedule. I 
apologize. 

Mr. Scunerper. Not at all, Senator. 

Senator Bennett. It is correctly listed on the copy of the material 
that I suppose you are about to read to the committee. 

Mr. Scunerper. Mr. Chairman, | believe that the Export-Import 
Bank of Washington can play an important role within the frame- 
work of a sound foreign economic policy of the United States. 

So, in view of this, it is my opinion that the Export-Import Bank 
of Washington should be continued as a Federal agency for the 
purposes outlined in the Export-Import Bank Act of 1945. My 
opinion is based on the following considerations: 

Generally speaking, under prevailing political and credit conditions, 
loans made in most foreign countries on an intermediate or long-term 

42493—54—-pt. 1——_18 
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credit basis are not desirable risks for commercial banks in the United 
States. Nevertheless, many foreign countries are, and will continue 
to be, in need of such financing if they are to continue to purchase 
from the United States. They do need such terms. Because of 
prevailing conditions, they are not in a position to pay for the terms 
which they require from this country in order to continue their 
development. It is also a fact that they are able to secure such terms 
at the present time from various other countries, particularly the 
United Kingdom, Belgium, France, Italy, and particularly Germany. 

If we are to continue to be in a position to supply these foreign 
countries, it will be necessary for us to compete to a certain extent 
with credit terms offered by these other countries. If we do not 
grant such terms, we will, first of all, lose our markets in those foreign 
countries, and thereby it will appear to these foreign countries that 
we, in the United States, do not wish to supply help to these countries 
in order to foster their development and their needs. 

We will take away from our own domestic manufacturers and 
exporters important markets which they will need, and perhaps our 
domestic market will decrease to a certain extent. 

Inasmuch as these risks are not acceptable risks for the time being 
to our commercial banks, it appears only a Federal agency will be 
in a position to supply such credit as might be required on a term 
basis. 

The Export-Import Bank has been able to fill this gap in existing 
commercial credit to foreign countries and, in my opinion, continua- 
tion of these facilities through the medium of the Export-Import 
Bank is necessary ip the interest of international trade. From time 
time it has been advanced that perhaps the same facilities are avail- 
able through the International Bank for Reconstruction and Develop- 
ment. In my opinion, it would be a mistake, on political grounds and 
economic grounds, if we were to discontinue the Export-Import Bank 
and if we were to let the world bank alone handle the grants of 
credits to foreign countries on an intermediate and long-term basis 
for the following reasons: 

The International Bank is an international organization and, as 
such, any loans financed, any merchandise transactions financed by 
them will not appear to a foreign country as being a transaction 
financed or aided or assisted in by the United States. It will be an 
international assistance matter. 

Secondly, only the Export-Import Bank, by reason of the Export- 
Import Bank Act of 1945, is in a position to specify that the commodi- 
ties to be financed are to originate in the United States. 

The former reason, namely, that countries should recognize that 
any given transaction is financed or aided in by the United States, is 
important from a political viewpoint, since if we were to use only the 
International Bank for such transactions, an important political 
weapon would not be at our disposition any more. 

The second reason is important, as an economic reason. Since, if 
it were not possible any more through the Export-Import Bank. to 
specify that the commodities financed must originate in the United 
States, we would cancel an economic weapon at our disposal which 
might be very important in case of a slight or moderate recession, 
economically, in the United States, since we could use such loans to 
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stimulate exports and, thereby, stimulate domestic business on the 
part of our exporters and manufacturers. 

It is my opinion, on the basis of my investigation of the past record 
of the Export-Import Bank, that their record of performance has been 
a very good one, both from the management of loans, from the com- 
pletion of loan payments, and from earnings derived from loans made 
by the Export-Import Bank. 

I believe that if the Export-Import Bank were permitted to con- 
tinue on that basis, they could continue to do a fine job in the ex- 
pansion of international trade. 

I further believe it will not be necessary for them to draw on all 
the funds which they will need to continue their loaning facilities to 
foreign countries from the United States Treasury. I believe they 
could continue to facilitate international trade and expand inter- 
national trade if they were to make greater use of the guaranty 
authority provided for in the Export-Import Bank Act of 1945. 

By this, I mean the following: With a decrease of money demand 
within our own United States from commercial banks, there will be a 
greater money supply on the part of the United States. And were 
it not for certain political, economic, and credit conditions in the 
United States, intermediate loans would certainly be, an attractive 
transaction for commercial banks here, based on interest earnings. 
Therefore, if we could substitute this political risk by a guaranty by 
a Federal agency such as the Export-Import Bank, it might be 
possible to actually use funds of commercial banks to supply the 
material, the necessary money, for loans to foreign countries. 

It is, therefore, my suggestion that instead of making direct loans 
in the future, the Export-Import Bank guarantee various loans to be 
approved by it, provided the risk, as such, will not be acceptable to 
the commercial banks without a guaranty. 

I also think that the availability of money for such purposes could 
be increased vastly if the Export-Import Bank would widen the 
number of banks which have been participating in transactions of 
this nature with the Export-Import Bank in the past. 

It has come to my attention that the majority of domestic banks’ 
participations have been eastern banks. There are many banks in 
inland cities of the United States which are interested and able and 
willing to handle such transactions. That is true both of the issuance 
of documentary letters of credit to facilitate procurement of commodi- 
ties in the United States and true for the refinancing of payments 
made under such credits on an intermediate term basis. 

I believe if the Export-Import Bank would be continued on the 
basis of the Export-Import Bank Act of 1945, and if it would make 
more use of its guaranty powers contained in the act, and if it would 
give wider participation in the United States, particularly in inland 
areas, that not only is the Export-Import Bank in a position to con- 
tinue to do a fine job for the expansion of intermediate credit but I 
believe it will be an important element in our development of a sound 
political and economic foreign policy of the United States. 

Senator Bennett. Mr. Schneider, has the Union Bank of Commerce 
attempted to secure participation or other contact with the Export- 
Import Bank and been refused? 

Mr. Scuneiper. We have attempted, from time to time, to partici- 
pate in certain transactions, but usually too late, inasmuch as by the 
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time banks like ours hear about the conclusion of loans, the’ entire 
transaction has been set and settled. 

Many times we only hear of such transactions through the press, 
when it is announced that a consortium of banks has been formed. 

Senator Brennerr. Have you attempted to persuade the Export- 
Import Bank to put you on any kind of list to notify you? 

Mr. Scunewer. We have discussed it with them: But there is 
no particular list on which they could put you which would offer 
a chance to participate in a transaction each time one comes up. 
There is no such thing. It is a matter of negotiation. You are 
either in on those negotiations or you are not. We have, unfor- 
tunately, not been in on them. 

Senator Bennetr. You assume that the banks that are in on the 
negotiations check daily newspapers that publish the information 
more rapidly than is done in Cleveland? How do they find out? 

Mr. Scunerper. No, I think they are invited, Mr. Chairman. 

Senator Bennerr. It is a matter of invitation which determines 
participation in these programs; is that your present impression? 

Mr. Scunerper. In many cases. That is particularly true for 
certain types of loans. I would not say that is true for every one 
of them. 

Senator Bennerr. Do you have any specific suggestion as to how 
this should be corrected so that a bank like yours would have an 
equal opportunity with its eastern competitors? 

Mr. Scunetper. Yes, I have. I would say it is known which 
banks in the United States are actively engaged in international 
business. 1 think the Export-Import Bank could circularize these 
banks and ask whether they wanted to be invited to participate in 
transactions which might come up. Those that answer positively 
could be placed on a list, and each transaction, as it requires bank 
participation, could be referred to them. 

Senator Bennert. In other words, you think a list should be made 
up, even though no such list exists now? 

Mr. Scunerper. Yes, I do. 

Senator Bennerr. I have no other questions, Mr. Schneider. | 
appreciate the information you have given us and the point of view 
vou have expressed. 

Mr. Scunerper. Thank you, Senator. 

Senator Bennerr. Thank you very much. For the record, I 
should like to enter the copy of the letter Mr. Schneider wrote, as 
vice president of the Union Bank of Commerce, dated October 15, 
1953, addressed to Senator Capehart, in reply to the committee 
questionnaire. 

(The material referred to follows: ) 


Union Bank or COMMERCE, 
Cleveland 1, Ohio, October 15, 1958. 
Hon. Homer E. Caprpuart, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SEnNatTOR Capenart: In reply to your letter of September 10 in connec- 
tion with your committee’s study of the operations of the Export-Import Bank 
of Washington, I am pleased to give you the following replies to the questions 
posed by you in the order listed in your letter: 

1. The Export-Import Bank has been of assistance to elients of our bank from 
time to time. We know of such instances and recall particularly one instance in 
which the exportation of merchandise, manufactured by one of our clients, to a 
large city in Brazil was financed by the Export-Import Bank by purchasing, 
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partly with recourse and partly without recourse, notes given by the Brazilian 
city, maturing over a medium term period, all of which have since been paid. 

2. To our knowledge, the Export-Import Bank has not competed with private 
capital in our area. Such transactions as have been financed by the Export- 
Import Bank have involved the granting of credit in foreign countries for terms 
and for purposes for which, under prevailing credit conditions in this country, 
private capital and/or commercial bank credit was not available. 

3. In view of the foregoing comments, it is evident that the Export-Import 
Bank has not taken away business from our bank. 

4. We believe that the Export-Import Bank can use the services of our bank 
more than in the past. In many instances credits granted in foreign countries by 
the Export-Import Bank are used for the purchase of goods in the United States, 
the exportation of which is financed by means of documentary letters of credit 
issued by commercial banks in the United States under the guarantee of the 
Export-Import Bank. While a large volume of such goods is produced in our 
part of the country, we have observed that the Export-Import Bank usually calls 
on certain eastern banks to handle the documentary letters of credit and inland 
banks like our bank often learn of the granting of such credits only by announce- 
ment in the newspapers. Our bank, as well as a number of other inland banks, 
maintain active foreign departments, well equipped to handle documentary letters 
of credit, and our clients generally prefer to obtain letters of credit issued in their 
favor by banks located in their own area with which they have close business 
contacts. In view of this, it would be desirable for the Export-Import Bank to 
have inland banks like our bank participate in the issuance of documentary 
letters of credit established under credits granted and guaranteed by the Export- 
Import Bank. 

5. Generally speaking, it has been our feeling during the last few years that 
loans made in foreign countries wherein payment exceeds a term of 6 months are 
not a desirable risk for a commercial bank like ours to take under prevailing credit 
conditions, 

6. We are not financing, without recourse, shipments to foreign countries 
payable over term periods. 

7. We have not acted for the Export-Import Bank in the operation of credits. 

8. We have not participated with the Export-Import Eank in any of its loans 
without the latter’s guaranty. 

9. We do consider continuation of the Export-Import Bank’s loaning facilities 
essential in the interest of international trade. We believe that prevailing 
credit conditions will continue, in the toreseéable future, to make it undesirable 
for commercial banks in the United States to grant medium or long-term loans in 
foreign countries, and it appears that this gap in existing loaning facilities can, 
for the time being, be filled only by a Federal agency. 

10. We believe that the Export-Import Kank has facilitated the expansion of 
international trade in the past because of its ability to grant medium and long- 
term loans in foreign countries. The Export-Import Bank may be able further 
to expand international trade by guaranteeing loans to be granted in foreign 
countries by commercial banks in the United States in cases where such loans 
would not be acceptable credit risks to domestic banks without such a guaranty. 

We are glad to have this opportunity of submitting to you our views on the 
operations of the Export-Import Bank of Washington and you have our permis- 
sion to use the contents of this letter openly. 

Sincerely, 
H. ScHNBEIDER, 
Vice President and Manager, 
Foreign Department. 


Senator Bennett. Our last witness is Mr. Luis F. Corea, vice 
president, Riggs National Bank, Washington, D.C. Mr. Corea, you 
may proceed in your own way. 


STATEMENT OF LUIS F. COREA, VICE PRESIDENT, THE 
RIGGS NATIONAL BANK, WASHINGTON, D. C. 


Mr. Corrs. Mr. Chairman, I have no prepared statement to 
present to this committee. I have just a few notes here as to the 
letter which was directed by Senator Capehart to our bank, and the 
reply to those questions by the president of our bank. 
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Senator Bennett. I have the letter. We will be a to place it in 


the record so that you may comment against the letter as a back- 
ground. 


Mr. Corza. I think there was an indication in the letter that the 
president of our bank wrote on the 31st of December, that he would 
be glad to have this incorporated in the record. 

enator Bennett. This is dated September 28, 1953. 

Mr. Corzga. That is the one to which he refers. 


I am here at the pleasure of your committee for any questions which 


you may have in connection with the comments which were contained 
in that letter. 


Senator Bennett. Without objection, we will make that letter a 
part of the record at this point. 


(The material referred to follows:) 


Tre Rigas Nationat Bank, 
Washington, D. C., September 28, 1958. 
Hon. Homer FE. Caprnart, 

Chairman, Committee on Banking and Currency, 

United States Senate, Washington, D. C. 


Dear Senator Capenart: Your letter of September 10, making inquiry with 
respect to certain of the operations of the Export-Import Bank, was received at 
the time the American Bankers Association was convening in Washington for its 
annual meeting, and since the questions in your letter required the attention of 
some of our senior officers, a reply has been delayed until this time. 

The replies to the questions contained in your letter are as follows: 

1. The Export-Import Bank has been of considerable assistance to many of 
the clients of this bank. Loeated as we are in Washington, we provide banking 
facilities for practically all of the Embassies and Legations of foreign countries, 
as well as for a number of the independent missions of foreign governments resi- 
dent in Washington. In addition, a number of the large industrial concerns in 
the United States that are clients of this bank have occasion from time to time to 
refer to the Export-Import Bank for information concerning the economy, progress 
and industrial development of various foreign countries. We might cite a specific 
example in the case of the Government of Afghanistan. 

Some time ago one of our valued clients, the Embassy of Afghanistan, requested 
our assistance in the issuance of letters of credit for the purchase of wheat and 
flour to be shipped to Afghanistan. The basic credit of $1,500,000 was extended 
by the Export-Import Bank of Washington and is mentioned on page 20 of the 
16th semiannual report to Congress under their lending operations pursuant to 
section 303—A of the Mutual Defense Assistance Act of 1949, as amended.” In this 
transaction the Administrator of the Technical Cooperation Administration pro- 
vided this bank with a purchase authority of $1,500,000 under which we. were 
permitted to issue letters of credit for the account of the Government of Afghanis- 
tan acting through its Embassy in Washington. The letters of credit relative to 
the transaction were issued at the Embassy’s request and payments totaling 
$1,302,773.91 were effected by the Riggs National Bank to the domestic suppliers 
of wheat and flour. The amount of these payments corresponds with the figures 
shown in the Export-Import Bank report. 

We were advised later by the chargé d’affaires of the Embassy that this trans- 
action was handled to their entire satisfaction insofar as it referred to the Export- 
Import Bank, the TCA, and the Riggs National Bank. 

2. There is no evidence that the Pepuet-Tmipaet Bank has been competing with 
private capital in the Washington metropolitan area. 

3. There is no indication that the Export-Import Bank has taken any commer- 
cial business away from this bank, but on the contrary has in several cases referred 
banking transactions to the commercial banks in this area. 

4. Depending on the policies of the administration of the Export-Import Bank, 
we feel that in all probability the Export-Import Bank could use the services of 
this bank more than it has in the past, particularly with respect to calling on the 
Riggs National Bank to issue letters’ of credit for the account and with the 
guaranty of the Export-Import Bank. An examination of the 16th semiannual 
report of the Export-Import Bank to Congress for the period January-June 1953, 
under appendix C, shows the dollar volume of credits authorized by the Export- 
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Impert Bank and the amounts disbursed by the commercial banks at Export- 
Import Bank risk. We feel that a further use of the commercial banks, including 
ours, would be of mutual benefit to the commercial banking fraternity and to the 
Export-Import Bank. 

5. In the matter of term loans—that is, loans whose repayment exceeds a term 
of 6 months—we have made a reasonable number of such loans. As you know, 
Washington is not an industrial community, and consequently the number of 
such loans originating in this area is not significant in terms of the national 
situation. We have, however, participated in a fairly large number of term loans 
offered to us by our correspondent banks in the principal industrial cities, such 
credits having maturities ranging from 3 to 10 years. 

6. At present, we are not financing, without recourse, any shipments to foreign 
countries payable over term periods. We have from time to time assisted some of 
our clients on a recourse basis for their shipments to foreign countries but only 
on the basis of the credit standing of our own client. We have not made credit 
investigations of the importers in foreign countries. 

7. Yes. In handling any credits for the Export-Import Bank or any of our 
customers we have measured our charges with those of other banks rendering the 
same service, and we have endeavored always to give our clients the best service 
at minimum commission rates. In the transaction outlined under item 1, our 
commissions were paid by the Embassy of Afghanistan. The Embassy had noti- 
fied us that they would make inquiries at other banks, including those in New 
York, to determine whether or not our charges were equitable. Later they in- 
formed us that the Riggs Bank had offered the Embassy a very favorable rate 
for handling the transaction. 

8. We have participated with the Export-Import Bank in two loans, and in 
neither case did we have the guaranty of the Export-Import Bank. The first 
loan was made in 1947, to the Kingdom of the Netherlands, the total amount of 
the credit being $200 million. The Export-Import Bank took approximately 50 
percent of the credit, and the balance was distributed among some 45 banks in 
this country, our own participation being $500,000. The notes under this credit 
were drawn for l-year and 2-year periods and were paid in 1949 in accordance with 
their terms. The second loan in which we have participated with the Export- 
Import Bank was a $50 million credit to the Kingdom of Belgium. This loan 
was made on May 23, 1952, and the Export-Import Bank took a participation of 
$5 million, inviting commercial banks throughout the country to subscribe to the 
balance of the loan. We originally subseribed for $1 million of this credit, but 
the loan was oversubscribed and our participation was consequently redueed to 
a total of $700,000. The loan is adequately secured and is payable over a 5-year 
period with equal semiannual installments, the first payment having been made 
on June 15, 1953, so that our loan has been reduced to a present balsnce of 
$630,000. We consider that our experience in connection with each of these 
loans has been entirely satisfactory. 

9. Yes. In carrying out its principal objectives and purposes as outlined in 
the act of 1945, as amended, the Export-Import Bank’s loaning facilities have been 
most essential in the interest of international trade. It is our feeling that these 
loaning faeilities should be continued as in the past and augmented as necessary. 

10. We believe that the Export-Import Bank has facilitated the expansion of 
international trade in the past and that a full use of the bank’s lending powers 
will assist the continued expansion of trade between the United States and other 
free countries of the world. 

In the past the Export-Import Bank and the Riggs, National Bank of Washing- 
ton, D. C., have always enjoyed the closest and most harmonious relations in the 
discussion of any problems relating to the financing of international trade. How- 
ever, it is possible that the Export-Import Bank could work more closely with 
industrial concerns in the United States that are manufacturing machinery and 
equipment for export and rendering technical services abroad. This might 
be accomplished by providing contingent commitments for long term financing 
directly to the manufacturer, and, under these circumstances, the manufacturer 
—— be’ able'to obtain the short term financing required at his own commercial 

ank, 

Please be assured that we are glad to cooperate in the survey which your com- 
mittee is making. We trust that the foregoing answers to your questions 
will be of assistance. 

Yours very sincerely, 
Rosert V. Fuemrine, President. 
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Senator Bennerr. You can see the committee is more honored in 
the breach than in the observance this afternoon. I have no specific 
questions. I have read Mr. Fleming’s letter. I think there is nothing 
in it that is very different than other testimony we have had, except 
the details of the Riggs participation in the Afganistan loan, the 
Netherlands loan, and the Belgian loan. 

He outlines the extent and the method of participation. Do you 
know how the Riggs National Bank got the opportunity to participate 
in those loans? 

Mr. Corea. As a matter of fact, in both the case of the Netherlands 
and the Belgian loan, the information was circulated by the Export- 
Import Bank to, I believe, approximately 100 banks throughout the 
eee They were asked to participate in, for example, the Belgian 
oan. 

The Export-Import Bank indicated they wished to reserve a portion 
for their own portfolio. 

The amount of $50 million was very heavily over-subscribed by 
those banks which were asked to participate. The legal lending limit 
at that time, I believe, was $1,500,000. We accepted $1 million of 
it, and we were granted $700,000 or $750,000. 

Senator Bennerr. If I remember the figure, it was $700,000. 

Mr. Corea. In the case of the Netherlands loan, we received ad- 
vices from the Export-Import Bank as to the question of participation 
in that loan. In the case of the Afghanistan loan, our first approach 
was from the Embassy of Afghanistan, located here in Washington, 
through the officials of that embassy. They had indicated that they 
had had some preliminary discussions with the Export-Import Bank 
and asked us if we would help them work out the details of the basic 
commercial documentary credit transaction behind it. We told them 
we were interested, and would be glad to assist them as one of our 
clients here in Washington. 

The essence of the thing was that we handled the transaction for 
them. 

Senator Bennett. Your activity in that loan was as the service 
agency, rather than as a participant in the risk? 

Mr. Corea. That is correct, sir. 

Senator Bennett. I think Mr. Fleming’s letter will clearly explain 
the position of the bank, which is, as I get it, that the Export-Import 
Bank is a desirable service in international finance and that you wel- 
come the opportunity to participate when given that opportunity. 

Do you have any comment about the wisdom of expanding the 
guaranty function of the bank? 

Mr. Corea. I believe it can be utilized to very good effect, particu- 
larly with respect to taking the Export-Import Bank's drain off the 
Treasury. I am quite sure that the Export-Import Bank, if it had 
developed the procedure in the past, could have utilized it to some 
degree of advantage; instead of drawing on the Treasury for funds 
they could have drawn on the commercial banks, which I am sure in 
many cases would have been glad to participate. 

I believe I am correct in saying that Riggs is probably the only 
commercial bank that is within walking distance of the Export-Import 
Bank, and yet on the other hand, we know very truthfully and hon- 
estly that there are many transactions that the Export-Import Bank 
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handles which could not come to our bank with its legal limit of 
$1,800,000. 

Naturally, they would look to the larger institutions for an opinion, 
as to the amount of loans, and as to whether they would be willing to 
take up any portion of those loans. 

Senator Bennett. Because of your location in Washington, you 
probably would not be exposed so directly to the opportunities that 
would come out of industry? 

Mr. Corra. No, that is entirely true. We have very few occasions 
on that score to participate in any one of the steel or mining trans- 
actions that might be involved. 

Senator Bennett. My next question indicates my ignorance and 
inexperience. Would the fact that you had a guaranty by the Export- 
Import Bank operate to relieve you of the limitations of your lending 
limit? In other words, could you loan above your limit with a 
guaranty? 

Mr. Corna. We would be able to technically. We would properly 
and legally be able to go above our lending limit with the guaranty of 
the Export-Import Bank, but, from a practical standpoint and good 
business practice, as each individual transaction was presented, I do 
not feel our bank would want to go on beyond the prudent lending 
which we would ordinarily be concerned with in our own domestic 
loans. 

Senator Bennett. Legally, that guaranty does not remove the 
effect. of your lending limit? 

Mr. Corpa. I will give you a specific example of that. We have an 
opinion from the Office of the Comptroller of the Currency on that 
particular subject. When the TCA became very active and requested 
us to issue a number of credits against sight drafts, we placed the 
proposal before the Comptroller’s Office requesting an opinion as 
to how far we could go. Thether we would be exceeding the regula- 
tions by going beyond our legal lending limit. 

We found on examination, and after a good deal of discussion with 
the attorney in the Comptroller’s Office, that the lending limit did not 
apply in certain cases and did apply in others. But, again, the ques- 
tion of prudent lending came into the picture. 

Senator Bennett. In other words, you do not feel just because 
there would be a quasi-government guaranty through the Export- 
Import Bank that you would be justified i in throwing prudence to the 
winds and relying solely on the guaranty? 

Mr. Corea. No, sir, I quite agree with that premise. We would 
be in a very unusual position, being very close to the Export-Import 
Bank here, of saying, “Why, we will take all the paper you want, just 
because you guarantee it, and the Government is behind it.” 

That 1s a good way to build up our loan portfolio. It would be a 

very poor lending policy on the part of any bank. 

Senator Bennett. In the case of a small bank, with a rather modest 
limit, do you feel that the widening of the guaranty policy would tend 
to invite that kind of banking? 

Mr. Corea. I think it would be most helpful to the small banks 
whose lending limits are restricted by regulation. Particularly where 
there is a need to service an industry in their local community. To 
that extent, I think, the lending officers there, the president of the 
bank, board of directors, whoever are the authorities in the bank and 
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organization, should very definitely limit their extent of participation 
in these Export-Import Bank loans with the Export-Import Bank 
guaranty. 

To be more specific, we will say a bank in a small community has 
only a lending limit of $250,000, and some steel is being shipped out 
of there at a value of $1 million for some small mill, and the Export- 
Import Bank is granting the overall amount to the foreign government 
which is buying the steel. That little bank in that community could 
well consider going double or three times or even four times their 
limit for that particular transaction. I think that would be prudent. 

Senator Bennett. I have heard testimony that left me the im- 
pression that one of the reasons there has not been wider participation 
in these foreign loans by inland banks may have been their lending 
limit. That they are not quite big enough to get in on these large 
loans. On the basis of-your suggestion, an extension of the guaranty 
loan program might encourage these people to a wider participation 
on a guaranty basis for industry in their own communities or their 
own neighborhoods, where today they are shut out because the loan 
is too big for them to carry. 

Mr, Corea. In many eases where the loan is too big for the individ- 
ual bank to carry, if it is a domestic transaction, they can handle 
that through their own correspondents. 

When it comes to the Export-Import Bank picture, they are prob- 
ably not in a position, as Mr. Schneider, who just preceded me, said, 
to know much about the Export-Import Bank -activities uatil such 
time as it becomes a fait accompli. The loans are committed and 
made. Even though it affects an industry in the community where 
that bank is, it is too late to do anything about it. 

Senator Bennetr. To come back, what you are saying, in effect, 
is that there is a pattern, maybe a geographic pattern, in which this 
export-import business is done; that the pattern falls rather 
naturally to the banks along the seaboard, and in large banks rather 
than being available as a common source of loans everywhere in the 
United States? 

Mr. Corna. I will say that I would think it would be up to the 
individual inland banks to educate and assist their own clients who 
are in that particular field, or who wish to ship abroad, to bring their 
problems directly to their own bank first. 

If it appears it is going to be in the nature of something that is 
going to be shipped abroad to a foreign country, and there has to be 
an Export-Import Bank loan behind it to support it, then there is 
plenty of opportunity for that inland bank to apply to the Export- 
Import Bank for their client. 

Senator Bennerr. I will go back and say it another way. You 
think the relationship of the inland bank to the Export-Import Bank 
is more likely to oceur when the transaction originates inland than 
when a transaction originates in the foreign country and comes back 
into the United States? 

Mr. Corea. Very definitely. It is most likely to occur when the 
transaction originates within the State rather than from a Govern- 
ment office here. For example, we have had the case of the anistan 
Embassy to bring out the point. They had already had pre el 
discussions over a period of weeks before they approached any ban 
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on the subject. They felt it was a transaction that came within the 
cognizance of technical assistance. 

Senator Bennerr. Thank you very much. I think you have 
cleared up some of the questions in my mind. I appreciate your 
coming to testify. 

At this point, I shall reserve the right to put into the record any 
replies to Chairman Capehart’s letter that have come from banks 
represented by witnesses here today which I may have failed to insert 
heretofore. 

We will adjourn the hearing at this time. We will meet again 
Monday morning, the Ist of February. We have eight witnesses, 
most of whom, as shown by their titles, represent foreign industries 
involved in our foreign trade. The first witness will be Mr. H. Dan- 
forth Starr, vice president of the Cerro de Pasco Corp. We will go 
on, then, with seven other witnesses. 

Unless there is something else to come before us at this time, we 
are recessed until Monday at 10 o’clock. 

(Whereupon, at 3:10 p. m., the committee recessed, to reconvene 
at 10 a. m., Monday, February 1, 1954.) 
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MONDAY, FEBRUARY 1, 1954 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Wallace F. Bennett, presiding. 

Present: Senators Bennett and Payne. 

Also present: H. K. Cuthbertson, Jr., Raymonde Alexis Clarke, 
and Donald L. Rogers, assistant counsel. 

Senator Bennett. Gentlemen, the time has come to begin. When 
we recessed on Friday I announced the first witness would be Mr. Starr. 
When I came in this morning I found that we still have one witness 
from the list of bankers who was apparently not available last week 
who is here this morning. If Mr. Starr will permit me, I would like to 
call Mr. Ernest H. Meili of the J. Henry Ab verws Banking Corp., so 
that we may complete our domestic banking picture before we go into 
the next session. 

Mr. Meili, will you identify yourself for the record? Do you have a 
prepared statement? 


STATEMENT OF ERNEST H. MEILI, SENIOR VICE PRESIDENT, 
J. HENRY SCHRODER BANKING CORP., NEW YORK, N. Y, 


Mr. Meu. I do not. My name is Ernest H. Meili. I am senior 
vice president of the J. Henry Schroder Banking Corp. of New York 
City. 

I have spent all my active life in export and import financing. I 
probably can add to what the other banks have said in relation to the 
Export-Import Bank, that it has cooperated with us all along. It 
has done a very good job. The progressive industrialization of the 
world calls for more and more financing volume rather than less. 

If there is any criticism that I would voice, it would be that we did 
not have enough money at the disposal of the bank to finance all the 
worthwhile projects that came up. Perhaps the Export-Import Bank 
should, as the international bank is doing, go into the market for 
money. It should rely more on the commercial banks to supply 
money. It has in the past been too exclusively confined to Govern- 
ment assistance. 

We strongly feel there is no need for an Export-Import Bank for the 
day-to-day exports of consumer goods. The commercial banks can 
amply handle that up to 6 months and maybe as long asa year. When 
it comes to terms beyond that, which is normal for development 
projects, there just is not any private money available in our markets. 
Institutional financing, such as provided by the Export-Import Bank, 
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is necessary and vital. I think that sums up what, from a banking 
point of view, I have to say. 

Senator Bennerr. Do I understand you, Mr. Meili, to suggest to 
the committee that the Export-Import Bank limit its activity to what 
you might call project loans or loans of nonconsumer goods, or, to 
turn the question around, do you feel there is no place in the picture 
for private lending even in this field of project loans? 

Mr. Meu. In my experience, there is today no money at all 
available for project loans in the private market. It is true that 
corporations will finance foreign developments of their own. There 
is a fair amount of that going on, where large American companies 
build subsidiaries abroad. But a wholly independent project which 
is not owned by a large American company cannot find money in the 
private markets. It has to go to Washington. 

Senator Bennerr. Is that primarily because the period the loans 
run is too long for our private American commercial banking? 

Mr. Mei. The risks are too uncertain. The experience in the past 
has not been very good. The period is too long. The return is not 
attractive enough to offset those disadvantages. 

Senator Bennerr. Has your company, the J. Henry Schroder 
Banking Corp., participated in the past in these Export-Import 
Bank loans on which participation has been invited? 

Mr. Meitr. Yes, indeed. 

Senator Bennerr. You would be anxious to continue that partici- 
pation in the future? 

Mr. Meru. Yes. We think there should be a bigger and better Ex- 
port-Import Bank. 

Senator Bennerr. Do you think this bigger and better bank should 
be built along the road of participation rather than more direct loans? 

Mr. Meu. I believe that, to be as flexible as possible, the Export- 
Import Bank should have all avenues open. It should have access 
to the Treasury. It should seek financing in the money market. It 
should also be permitted and be willing to share its business with 
commercial banks which might have available money. 

Senator Bennett. Do you think there is enough interest in the 
private commercial field to support a widened participation program 
of the Export-Import Bank? 

Mr. Mert. On the part of commercial banks? 

Senator Bennett. Yes. 

Mr. Meru. There is up to a point. If it goes to 10 or 12 years, I 
would say the interest is relatively small; but up to 3 to 5 years it 

would be quite substantial, I believe. 

Senator Bennett. I have no other questions, Mr. Meili. Thank 
you very much for coming. 

Without objection, we will insert in the record at this point your 
letter of October 5, 1953, in reply to the committee questionnaire. 

(The material referred to follows:) 


J. Henry Scuroper Banxine Corp., 
New York 15, N. Y., October 5, 1953. 
Hon. Homer FE. Caprrart, 
Chairman of the Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator: In reply to your letter of September 10 we are piepeed to give 
you herewith our answer to the 10 questions pertaining to the Export-Import 
Bank, Washington, D. C. 
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We are at your entire disposal for any further information you may desite, and 
remain, 
Very truly yours, 
Ernest H. Meant, 
Senior Vice President. 


1. Has the Export-Import Bank been of assistance to clients of your bank? 

Answer. Yes, particularly to manufacturers of capital goods. 

2. Has it competed with private capital in your area? 

Answer. No. 

3. Has it taken business away from your bank and, if so, how and to what 
degree? 

Answer. No. 

4. Can the Export-Import Bank use the services of your bank more than in the 
past and, if so, how? 

Answer. The Export-Import Bank has used our services most effectively in 
transactions in which we were involved. We consider it proper for them to 
follow the foreign borrowers’ wisnes as to the selection of the cooperating American 
banks. 

5. What position has your bank taken with respect. to term loans, i. e., where 
repayment exceeds a term of 6 months? 

Answer. We have in some instances granted longer terms (Chile, Mexico, Spain, 
Holland, Norway, etc.) but the aggregate is very small in comparison with the 
business offered to us. 

6. Are you financing, without recourse, shipments to foreign countries payable 
over term periods? 

Answer. In very rare cases only but we do a considerable amount up to 3 months 
and some up to 6 months. 

7. In cases where you have acted for the Export-Import Bank in the operation 
of credits has your compensation been adequate, taking into consideration the risk 
factors involved, by the Export-Import Bank as a Federal agency? 

Answer. The interest rates as the ‘“‘price of money” have ranged from barely 
adequate to less than enough. A more generous fee basis should be found to 
compensate for the more than usual amount of paperwork. 

8. Have you participated with the Export-Import Bank in any of its loans 
without the latter’s guaranty? Ifso, was your experience satisfactory? 

Answer. Yes, with satisfactory experience. We have participated in loans up 
to 3 years. 

9. Do you consider continuation of the Export-Import Bank’s loaning facilities 
essential in the interest of international trade? 

Answer. Yes, if the question were rephrased to refer to American exports 
instead of international trade. Some financing medium is essential to the mainte- 
nance of American exports of capital goods and particularly in order to move 
agricultural surpluses. We do not feel that the same can be said for consumer 
goods which should be sold on short-term and for which adequate private finance 
is available, except perhaps for politically risky territories. 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past and, if so, how can it more adequately expand it in the future? 

Answer. The Export-Import Bank has in the past facilitated American exports 
very considerably, particularly in the capital-goods line. We feel that its man- 
agement has quite successfully adhered to sound financing principles and has, 
with few exceptions probably beyond its control, taken sound cognizance of the 
borrowers’ capacity to pay. As to suggestions for greater usefulness in the 
future we would suggest that instead of limiting itself in the main to a few specific 
large projects, it should make its facilities available to the exporting American 
manufacturers across the board, with proper safeguards such as substantial 
participation by the manufacturer and of course a sound overall limit for each 
foreign country. This would resemble somewhat the export insurance schemes 
in use in other countries but should in our opinion be limited to exports for which 
terms of payment longer than 3 months are logical. In this connection we feel 
that adequate finance is available for short-term transactions. 


Senator Bennett. Turning now to the list that is headed, “Foreign 
Witnesses,”’ I shall be happy to call Mr. H. Danforth Starr, vice 
president of the Cerro de Pasco Corp. of New York City. 
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STATEMENT OF H. DANFORTH STARR, VICE PRESIDENT, CERRO 
DE PASCO CORP., NEW YORK, N. Y. 


Mr. Srarr. I have a prepared statement which, with your kind 
permission, I should like to read. 

Senator Bennerr. You may proceed as you please. 

Mr. Starr. My name is H. Danforth Starr. I am a resident of 
Greenwich, Conn., and a vice president of Cerro de Pasco Corp., a 
New York corporation, which has its executive office at 40 Wall 
Street, New York City. The president of the corporation, Mr. 
Robert P. Koenig, is now in Peru, where Cerro de Pasco’s mines and 
all other operating properties are located. 

Cerro de Pasco Corp. has approximately 7,000 registered stock- 
holders, and more than 95 percent of its stock is registered in names 
with United States addresses in all parts of the country. We believe 
that there are 10,000 to 15,000 beneficial owners of Cerro de Pasco 
shares. 

Cerro de Pasco is engaged in Peru, South America, in the mining, 
smelting, and refining of lead, copper, zinc, silver, gold, bismuth, and 
other metals. It has the largest nonferrous mining operations in 
Peru and, indeed, is the largest industrial enterprise in that country. 
The corporation is also engaged in the operation of numerous ancillary 
facilities necessary to support both its principal endeavor and its 
many people; such operations include powerplants, railroads, retail 
stores, hospitals, schools, and ranches. 

Its principal mines are located at Cerro de Pasco, Casapulca, 
Morococha, and Yauricocha, in the central Peruvian Andes at alti- 
tudes ranging from 13,000 to 15,000 feet above sea level. The corpo- 
ration’s smelters, refineries, and other principal metallurgical plants 
are located at La Oroya at an altitude of 12,200 feet. 

Senator Bennerr. At this point, may we suggest there are}photo- 
graphs on the easel over there. 

Mr. Starr. On the easel at my right are photographs. On the 
left is a general view of the metallurgical plants at La Oroya at an 
altitude of 12,200 feet. 
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Long before the arrival in South America of the Spanish con- 
quistadores some of the wealth of the Incas came from gold and 
silver won from the Cerro de Pasco mine. Later these great ore 
bodies were worked by the Spaniards during the colonial era. 

In the 19th century the depletion of rich silver ore reserves and the 
increasing difficulty of draining underground workings gradually 
brought mining operations to a standstill. ; 

In 1902, claims to ore bodies in this area were acquired by an 
imaginative group of Americans who organized the Cerro de Pasco 
Mining Co., which was eventually succeeded by the present Cerro 
de Pasco Corp. For many years copper and silver were the principal 
products. In the past 10 years lead has come to the fore; zine and 
lead are expected to be our most important products in the future. 

While Cerro de Pasco Corp. is small in comparison with some of 
the world’s great mining enterprises, it plays a very important part 
in the economy of Peru, and particularly in that section of the Andes 
Mountains where its mines and plants are located. At present it has 
about 17,000 employees on its payroll in Peru and some 5,000 others 
work for contractors in the corporation’s operations and construction; 
in all there are probably more than 80,000 persons in Peru who are 
directly dependent on Cerro de Pasco’s activities. 

In addition, Cerro de Pasco pays substantial direct and indirect 
taxes in Peru: In 1952 nearly 20 percent of the corporate income taxes 
collected by the Peruvian Sosciiemt were paid by Cerro de Pasco. 
The corporation is also an important source of Peru’s dollar exchange: 
it is estimated that about 25 percent of the dollar exchange available 
in 1952 was generated by the corporation. 

Cerro de Pasco Corp. has a line of credit of $20,800,000 with Export- 
Import Bank, established under a credit agreement dated January 29, 
1951, to assist Cerro de Pasco in financing its zinc-development 
program, which is expected to cost a total of approximately $44 
million. So far Cerro de Pasco Corp. has borrowed $14 million under 
the credit agreement. 

The mine at Cerro de Pasco contains a large lead-zine ore body in 
which lead and zine occur in a complex ore. For a number of years 
the corporation has been producing a substantial tonnage of refined 
lead. Since there were no facilities in Peru, other than Cerro de 
Pasco’s pilot plant, for the production of refined zinc, we were able to 
realize something from the zinc content of the lead-zinc ore only when 
prices were high enough to make it possible to sell zinc concentrates, 
which then had to be shipped out of Peru, usually to Europe, for 
treatment. 

Obviously, it was very disadvantageous economically not to have 
facilities for the treatment of zinc concentrates and the production of 
refined zinc near the mine and concentrator. The corporation’s 
program provides for zine production facilities near Oroya with a 
capacity of 200 tons of slab zinc per day; the expansion of ore con- 
centrating facilities at Cerro de Pasco; the installation of 17,000 
kilovolt-amperes of generating capacity at the corporation’s 51,000- 
kilovolt-ampere power plant at Malpaso—a picture of which is on 
tHe easel to my right—which is located between Cerro de Pasco and 
Oroya; and a hydroelectric power plant of 72,000 kilovolt-amperes 
installed capacity on the Paucartambo River in undeveloped territory 
on the eastern slope of the Andes. 
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As a measure of magnitude, it is interesting to note that such a plant 
would fulfill the requirements of an American city with a population 
of 300,000 to 350,000 people. 

The successful financing of the zinc development program was and 
is vital to the Cerro de Pasco enterprise. The production of copper 
from the corporation’s own mines declined from an average of over 
50 million pounds a year in the years 1936-40 to an average of about 
25 million in the years 1946-50; while it is higher now a further decline 

can be expected in the near future when the Yauricocha deposit is 
exhauated. 

In general, the production of silver has declined with that of copper. 
Because of these trends, at the time the zine-development program 
was decided upon, it was possible to foresee a shutdown of the entire 
enterprise within a relatively short period unless the economic pro- 
duction of zine could be undertaken on a fairly large scale. 

Cerro de Pasco Corp. is providing over half of the total cost of the 
zinc-development program out of funds accumulated before construc- 
tion was started and with cash obtained from operations while the 
program is progressing, but it was necessary to obtain at least 
$20,800,000 through outside financing to assure completion of the 
project. 

We explored the possibility of obtaiming private financing through 
iovestment bankers, insurance companies, and commercial bankers 
aod found that funds could not be obtained on any reasonable basis 
for a project of this kind in South America. A loan from the Export- 
Import Bank or some other governmental agency was therefore 
indispensable to the continuation of the development of the enterprise. 

We believe that there were and are several reasons why it was in 
the best interests of the United States for the Export-Import Bak 
to make the loan. In summarizing them I will start with the area 
where the zinc-productioa facilities and hydroelectric installations 
will be. 

The Export-Import Bank loan assured a long-term extension of the 
life of Cerro de Pasco Corp. operations. Termination of these opera- 
tions would at any time have had a catastrophic effect on the om 
area of central Peru where Cerro de Pasco’s operations are located 
and on the whole economy of Peru. The Cerro de Pasco zinc-develop- 
ment program will mean that, instead of a possible shutdown in a few 
years, there will be an expansion of operations with more employment 
and with other direct benefits to the Peruvian economy in the form of 
increased dollar exchange and taxes paid to the Peruvian Government. 

The Government of Peru itself recognized the et eat importance of 
the program by entering into a contract with the corporation just 
before the Export-Import Bank credit agreement was executed. By 
that contract, among other things, the Government limited the taxes 
which would be levied against the profits from the production of 
zinc; agreed to admit duty-free the equipment, machinery, material, 
and spare parts needed for the construction and operation of the zinc 
facilities; promised to make dollar exchange available to Cerro de 
Pasco for the interest and principal payments necessary to service the 
Export-Import Bank loan; and exempted the interest payable to the 
Export-Import Bank from payment of what is called ‘‘the income tax 
on movable capital.” 

Of course, a strengthening of the Peruvian economy means a fur- 
ther increase of imports from the United States. Wherever you go 
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in Peru you see automobiles, refrigerators, electrical equipment, 
canned goods and many other things which have been imported into 
Peru from this country. Imports from the United States in 1952 
amounted to $160 million and accounted for 56 percent of Peru’s 
total imports. Exports to the United States accounted for only 28 
percent of Peru’s total exports and amounted to $67 million. 

Cerro de Pasco’s own expenditures in connection with the acquisition 
in the United States and the transportation to Peru of United States 
machinery, equipment, material, supplies, and services for the zinc- 
development construction program alone have already amounted to 
more than $15 million and are expected to total some $24 million. 

In addition, when the zinc plant is in full operation it is estimated 
that the corporation will consume $10 to $12 million in materials and 
supplies per year, most of which will be acquired in the United States. 

f course, we have made and will make large expenditures in the 
United States for machinery, equipment, material, supplies, and 
services which are not vena to the zinc-development program. 

A further advantage of the zinc-development program is that our 
stockholders, the great bulk of whom are United States citizens and 
our employees, many of whom are citizens of the United States, may 
now look awurd with confidence to a vigorous and healthy business 


rather than worrying over a declining one. 

At the time when the Export-Import Bank credit agreement was 
executed in January 1951, the bank quite properly insisted that Cerro 
de Pasco make these covenants in the credit agreement: 

(g) That the company will proceed diligently and expeditiously to plan, con- 


struct, and bring into production the zinc-refining facilities included in the 
com -_7e zinc development program; and 


(h at, so long as any of the company’s notes or securities shall remain 
unpaid, the company will first offer, on terms to be subject to negotiation, the 
zine produced from the ena facilities included in the company’s zinc- 
a program to the United States Government or an appropriate agency 

e ° 

Despite the fact that the present world market for zinc is soft, I 
wish to point out that the average annual consumption of zinc in the 
United States during the last 5 years exceeded domestic mine produc- 
tion by upward of 33 percent. In the light of existing international 
conditions it seems obvious that it is in the interests of the United 
States to have available in this hemisphere an additional source of 
this strategic metal. 

We also think it is very much in the interest of the United States to 
strengthen the Peruvian economy. The Government of Peru has 
demonstrated itself to be strongly anti-Communist; it maintains the 
most friendly relations with our Government. 

So far as I know, the Peruvian Government has received no sub- 
stantial direct financial help from the Government of the United States 
and, except for the Export-Import Bank credit for Cerro de Pasco, 
the financial commitments there of any of our governmental agencies 
have been quite small. If Cerro de Pasco had been unable to go ahead 
with the zinc-development program and had been compelled to shut 
down within a few years, the repercussions in Peru would certainly 
have been most serious. 

We pay the Export-Import Bank interest on our loan at 4% percent 
perannum. We are confident that the loan will be repaid at maturity 
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and that the United States Government will make substantial earnings 
through it over the years. 

I want also to say that we found the management and the staff of 
the Export-Import Bank to be able, thorough and at all times working 
for the best interests of the United States Government and of the 
country. Our negotiations with the bank, its investigations of the 
data which we submitted and its examination of our properties. in 
Peru and the eventual preparation of the credit agreement took from 
September 1949 to January 1951, a period of 16 months. During 
this period exhaustive reports were prepared by eminent American 
engineers and geologists on the basis of field studies and the corpora- 
tion made important changes in its construction plans and, conse- 
quently, in its loan application. The bank did an extremely thorough 
and competent job in carrying out the purposes for which it was 
organized. 

My only suggestion about the bank’s operations is that it seems 
regrettable to have the purposes of its loans tied in so directly to 
specific ‘‘one time’’ exports to other countries. The statute which 
controls the bank provides: 

The objects and purposes of the bank shall be to aid in financing and to facilitate 
exports and imports and the exchange of commodities between the United States 
or any of its Territories or insular possessions and any foreign country or the 
agencies or nationals thereof. 

Under our credit agreement we can borrow only for so-called 
“United States dollar items,’’ which are “expenditures in connection 


with the acquisition in the United States and the transportation to 
Peru of United States machinery, equipment, material, supplies, and 


services.”’ 


I understand this limitation in the credit agreement was due to the 
interpretation of the statutory provision which I have quoted. It 
seems to us that the interests of this country can be served and our 
foreign trade increased by loans which are not necessarily directly 
tied in with specific exports. A loan may result in the development 
of a business in a foreign country which will greatly increase the 
purchasing power of the people of that foreign country; if the people 
there use or consume articles produced in the United States there will 
result an increase in our foreign trade and the broader interests of our 
country, as well as those of the foreign country, will have been served. 

It is well known that our greatest exports are to the industrialized 
countries of the world because their purchasing power is highest. 
It follows that countries less industrialized than our own can be 
made greater consumers of United States products by constructive 
loans which stimulate private investment and expand purchasing 
power. The Export-Import Bank has an outstanding opportunity to 
foster the best interests of both the people of the United States and 
of our friends abroad. 

I wish to thank you, gentlemen, for this opportunity to outline 
my views on this significant matter. 

Senator Bennett. Mr. Starr, there are a number of things in your 
testimony that interest me. Since I come from a State whose lead- 
zinc mining has practically been destroyed by the imports from 
foreign countries, | am naturally curious to know what percentage of 
your lead-zine production you expect to sell in the United States. 
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Mr. Starr. We sell all our products, Mr. Chairman, in Peru for 
export to world markets. I presume that in normal times somewhere 
in the vicinity of 40 to 50 percent of our exports ultimately come to 
the American market. It has varied greatly, of course, from year to 
year depending on world market conditions. 

Senator Bennerr. In other words, you are selling in the open 
world market and the exigencies of the market determine how much 
= your production comes here as compared to Europe and other 
places? 

Mr. Starr. Yes, sir; that is correct. 

Senator Bennett. What percentage is your production of the total 
world production? 

Mr. Starr. Our production of refined zinc, when this program is 
completed, will be less than 4 percent of world production. 

Senator Brenner. Turning to the last section of your testimony, 
the last two pages, do I understand you directly to suggest that the 
policies of the Export-Import Bank should be changed to permit it 
to get in the field of general banking, the development of industry 
overseas without any necessary tie to the sale of United States 
products? You feel we should loan money in Peru so that you could 
= machinery in Germany? 

Mr. Starr. I feel that the opportunity for long-range improvement 
of United States trade would be aided by loans which are not neces- 
— tied in with what I think of as one-shot exports from the United 

tates. 

In other words, it is conceivable to me that money could be spent 
for labor in Peru which would generate purchasing power in Peru 
over a long period of years and that that would ultimately be bene- 
ficial to the United States trade many times more than just the one- 
time export of machinery and equipment. 

Senator Bennett. Do you think that is a proper function of a 
governmental agency of the United States, that it should be encourag- 
ing world trade in which its nationals are not directly involved? 

Mr. Starr. I feel it is in the interest of the United States to develop 
purchasing power in countries that are less industrialized than our 
own, and that can be achieved in the manner I described. 

Senator Bennerr. Do you know of any other countries in Europe 
that are operating on that basis? 

Mr. Starr. No, sir; I do not. 

Senator Bennett. The testimony here last Friday was to the effect 
that part of our current difficulty in South America grew out of the 
great liberality of terms being offered by European suppliers. Appar- 
ently there is no lack of money available for the purchase of equip- 
ment and supplies in Europe in competition with American suppliers. 
So I am a little surprised at the suggestion that we should enter 
that field, where we are already criticized for not being liberal enough 
to our domestic exporters, to make it easier for South American 
importers of European materials and supplies to purchase them there 
rather than here. 

It would seem to me that if such a service is wise or valuable it 
could be supplied by private capital rather than governmental 
capital. It is hard for me to conceive that it is a proper function of 
the American Government to supply credit and funds so that com- 
merce in which it has no direct participation can be developed. 
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Mr. Srarr. I had in mind particularly, Mr. Chairman, the financ- 
ing of projects which would involve a considerable amount of local 
labor. For example, in connection with our own powerplant on the 
Paucartambo River we are opening up a country that has never 
been opened up before. To do that, we have put a road in at a cost 
of $3 million, simply to have access to this location for our powerplant, 

The great bulk of that of course is done with Peruvian labor. Proj- 
ects of that nature, it seems to me, might properly be financed by the 
Export-Import Bank even though there is no direct export of United 
States materials and supplies in connection therewith. Ultimately it 
would promote—— 

Senator Bennetr. Both the Export-Import Bank and the inter- 
national bank have supplied funds for government development of 
roads and projects of that type so that is not outside of the field of the 
bank. But, as I understood your testimony, it could be interpreted 
to mean that this limitation which provides, “One of the objects of 
the bank is to aid in financing exchange of commodities between the 
United States and the foreign country involved,” is too limiting, and 
therefore probably you would believe that its facility should be used in 
financing the exchange of commodities between other countries than 
the country borrowing the funds. To me, that is outside the proper 
scope of the Government. It falls into the scope of private financing. 
I do not feel that a particular government should use its resources 
specifically to permit trade with another government in which the 
returns to the original government are at least circuitous if not very 
hard to identify. 

You are the first witness that has made that kind of suggestion to 
the committee. Most of the witnesses have pointed out the value of 
the bank in developing our American export-import trade. You are 
the first one who suggests that maybe we should become general 
bankers to support trade in all directions. Am I overstating your 
idea? 

Mr. Starr. I think you are somewhat misinterpreting it, sir, in 
that my suggestion lien to the financing of projects, not to the 
financing simply of trade between countries. I believe that the 
desired objective of the United States would be to increase the pur- 
chasing power in countries which can and will import goods from the 
United States. 

Senator Bennett. It seems to me the objective of the bank is 
found in its name, which is to facilitate and increase exports and 
imports from and to the United States. 

Whether the bank should have as one of its prime objectives raising 
the standard of living in other countries through a process in which 
the United States has no participation, I would be rather doubtful. 

Mr. Starr. Could we look at it this way, Mr. Chairman, for a 
moment? The present credit that our corporation has with the 
Export-Import Bank is in the amount of $20,800,000. That will 
result in the export to Peru of $20,800,000 worth of United States 
machinery and equipment. But, as I have testified, this loan will 
make possible the extended life of our corporation on through the 
end of this century. I further testified that the corporation, when 
this program is completed, will annually import into Peru $10 million 
to $12 million worth of equipment and supplies, most of which will 
come from the United States. So, as against the $20,800,000 on a 
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one-time basis, we have this continuing demand for United States 
materials and supplies over a period of 50 years, perhaps, in the 
amount of $10 million or $12 million a year. It seems to me that the 
bank has financed a great deal more than simply $20,800,000 worth 
of materials and supplies by this loan. 

Senator Bennerr. But within the limitations of the law, if your 
corporation exists for 50 years longer than it might otherwise have 
existed and operates at a profit, it is free to spend that profit in Europe 
if it pleases and accomplish the purpose that it, you feel, should be 
directly permitted by the loan. If it cannot spend the $20,800,000 in 
Europe, it certainly can spend part of it or can spend all of its future 
profits in Europe if it pleases. If this $20,800,000 is not sufficient to 
eover its entire construction and expansion program, it certainly pro- 
vides a base on which earnings can be achieved, which in turn can be 
spent in Europe if you please. So we accomplish what you want 
indirectly even though we are limited in the initial phase of the spend- 
ing of that $20,800,000 in the United States. 

think you would have difficulty persuading the committee that the 
Export-Import Bank should have its policy so liberalized that it 
simply loans money and there are no strings on where that money 
should be spent. 

As I said earlier, I doubt that is a proper function of a bank whose 
funds are supplied by the Government. I think it is a better function, 
as Mr. Meili and others have said, that it be used for financing trade 
for its own sake. 

T have no further questions, Mr. Starr. I appreciate your coming 
down. I confess that as a representative of a State whose lead-zinc 
industry is sick under competition from foreign sources I am disturbed 
at the possible implications of what you haye said. But I realize that 
has no place in this particular discussion. Thank you very much. 

Without objection, your letter of September 9, 1953, addressed to 
Senator Capehart, in reply to the questionnaire, will be made a part 
of the record at this point. 

(The material referred to follows:) 


Crrro pE Pasco Corp., 
New York 5, N. Y., September 9, 1958. 
Senator Homur E. Caprenart, 
Committee on Banking and Currency, 
United States Senate, 
Washington 25, D. C. 

Dear Senator: This is in reply to your letter of September 3, 1953, concerning 
the review of the operations of the Export-Import Bank of Washington now being 
conducted by the Committee on Banking and Currency of the United States 
Senate. The number of the following paragraphs correspond to the numbered 
questions in your letter. 

1. The purpose of this corporation’s contact with the Ex>ort-Import Bank was 
to obtain assistance in financing the construction in Peru of facilities for the 
production of refined zine. 

2. Our correspondence and conversations with the Export-Import Bank resulted 
in promes and satisfactory replies. 

. This corporation first formally applied to the Export-Import Bank for a 
loan on June 9, 1950, although conversations preparatory to such formal applica- 
tion had been proceeding intermittently since August 24, 1949. 

4. The above-mentioned application was amended by us on October 30, 1950, 
and negotiations resulted in the execution of a formal credit agreement on Jan- 
uary 29,1951. Our correspondence and requests of the Export-Import Bank were 
always handled in a courteous and expeditious manner. 

5. The credit granted by the Export-Import Bank has been efficiently admin- 
istered ; advances have been made under the credit agreement entirely in accord- 
ance with our requirements and have frequently been made on short notice. 
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6. We have no complaints whatever about the operations of the Export- 
Import Bank. 

7. While our familiarity with the operations of the bank is largely limited to 
our own direct relations with the bank we believe that it has aided in financing 
and facilitating the export and import trade of the United States. 

8. Insofar as it relates to our own business, the Export-Import Bank has 
assisted in developing the economy of Peru. Upon its completion, our zinc- 
development program will increase the capacity of Peru to purchase materials 
and services in the United States. 

9. The only suggestion I have to offer for changes in the policy of the Export- 
Import Bank is that under certain circumstances, it should be permissible for the 
bank to make loans tor purposes other than the purchase of construction materials, 
supplies, and services in the United States for export to foreign countries. For 
example, a project which would ultimately increase the foreign trade of the United 
States might well require substantial expenditures for labor in a foreign country. 
As I understand it, the Export-Import Bank is not presently authorized to finance 
that part of a construction project which relates to purely local expenditures. 
I believe this policy should be broadened to give the bank greater discretion in 
such matters. 

10. In my opinion, the Export-Import Bank has facilitated the extension 
of international trade in the past. My suggestion as to how it might do so more 
adequately in the future is summarized in the answer to question 9, above. 

It will be apparent to you from the above answers to your questions that this 
corporation has enjoyed satisfactory relations with the Export-Import Bank and 
that we believe it is doing constructive work in the field of international trade and 
international relations. 

If it should be the desire of your committee, I would be willing to testify in 
respect to this matter. 

Sincerely yours, 
H. DanrortH Srarr, Vice President. 

Senator Bennett. Our next witness will be Mr. Oscar A. Machado, 
Jr., representing Compania Anonima La Electricidad de Caracas, 
Venezuela. You have a prepared statement. Do you wish to read it 
into the record? 

Mr. Macuapo. Yes. 

Senator Bennett. You may proceed. 


STATEMENT OF OSCAR A. MACHADO, JR., GENERAL MANAGER, 
COMPANIA ANONIMA LA ELECTRICIDAD DE CARACAS, 
VENEZUELA 


Mr. Macuapo. My name is Oscar Machado, Jr., and I appear here 
this morning at the invitation of the committee as the representative 
of C. A. La Electricidad de Caracas. 

I wish to thank the committee for their courtesy in inviting me to 
testify this morning. I am very happy to give you any information 

ou may wish regarding the relations of my company with the Export- 
ager Bank. However, as a Venezuelan national, I can obviously 
not express any views on matters of United States legislation. 

C. A, La Electricidad de Caracas is a privately owned and operated 
public utility which has been in business since 1895. The company 
supplies electric power and light to the city of Caracas and the area 
immediately adjacent to it. Electricidad is still a very small company 
by American standards but in Venezuela it is the largest corporation 
owned and operated by Venezuelan nationals. Ownership of the com- 
pany is divided among more than 2,000 stockholders. The stock- 
holders have continuously entrusted the management of the company 
to members of the group which originally founded it, although that 
group has never owned more than 5 percent of the stock, 
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During the period since the war, the company has expanded along 
with the expansion of the whole Venezuelan economy. To give you 
some idea of what this has meant, I might point out that the national] 
income of Venezuela, which in 1938 was $440 million, had risen by 
1952 to almost $2 billion, a sixfold increase since prewar. The great 
industrial development which these figures suggest has been heavily 
concentrated in the Caracas area, making that city, as many of this 
committee discovered during your recent visit, one of the fastest grow- 
ing metropolitan areas in the world. During the 4 years between the 
1946 and the 1950 censuses, the population of metropolitan Caracas 
rose from 400,000 to almost 800,000. Today, the greater Czsracas 
area, which our company serves, contains close to 1 million people. 

Obviously, this great industrial and commercial expansion could 
have been possible only with an adequate supply of industrial energy. 
As Dr. Milton Eisenhower reported following his recent trip to 
Venezuela, ‘“The damand for power in an expanding economy is almost 
insatiable.”” To have permitted the development of power production 
to lag behind the need would have created a bottleneck to throttle 
Venezuela’s economic growth. Fortunately, in Venezuela, we have 
ample supplies of basic fuels for energy production. Until 1950 my 
company burned largely fuel oil. Today it employs natural gas 
which is brought by pipeline 100 miles from the southern part of the 
country. 

The mushrooming of the Venezuelan economy has had a direct 
effect on our trade with the United States. Today Venezuela is 
one of the greatest markets for United States producers. Each 
year for the Tast several years Venezuela has purchased at the rate 
of a half billion dollars’ worth of United States goods. In the case 
of our own company, the expansion of our production has directly 
resulted in a great increase in the volume of purchases of United 
States goods by our customers. 

I think this committee may be interested to know that for every 
dollar our company invests in new generating equipment, our cus- 
tomers will spend at least $10 for American-made goods. In the case 
of domestic consumers, they will buy stoves, refrigerators and other 
household appliances. In the case of industrial consumers, they will 
buy American machine tools or steel-processing equipment or 
machinery for bottling soft drinks. 

In the immediate postwar period, our company had difficulties in 
meeting the skyrocketing power requirements of the Caracas area. 
During the war we had been able to make little progress in power 
expansion since it was impossible to buy equipment. Following the 
war, we were faced at the same time by a pressing need to expand and 
a difficult credit situation. As this committee  Prsated in practically 
all economies which expand rapidly, a credit shortage develops 

In Venezuela, it was impossible for us to obtain locally the funds 
that were needed to purchase the equipment essential for expansion. 
Since consumers’ equipment used by our customers could be produced 
much more quickly than power-generating equipment, we had to act 
rapidly if power were not to become a real bottleneck. 

We mobilized what funds were available. We commenced our 
postwar development program by self-financing and by obtaining 
additional amounts from our stockholders. We also secured some 
assistance from local banking institutions. In 1948, at the suggestion 


of Unite 
loan fro1 
$1,850,00 
kilowatt: 
the banl 
cost of p 
our com 
half rep 
Tam | 
has met 
our bala 
I thin 
Import 
of inte! 
Throug 
rapidly 
purchas 
private 
market 
vast irc 
oil rese 
With 
toward 
times \ 
deman 
not toc 
my cor 
which 
This 
Expor' 
comm: 
We 

a serio 
of loa 
requir 
de Fo 
of the 
Venez 
provi 
treme 
the C 
quire 
assist: 
More 
Corpe 
taxed 
real ¢ 
meet 
for e 
On 

the e 
Gove 

a hal 
will ' 


mate 


» 
Nu 
al 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 293 


of United States equipment manufacturers, we obtained our first 
loan from the Export-Import Bank. This loan, in the amount of 
$1,850,000 represented the c. i. f. cost of a diesel electric plant of 10,000 
kilowatts capacity. Later, in 1950, we obtained a second credit from 
the bank, in the amount of $5,500,000, to finance 50 percent of the 
cost of power-generating and distribution equipment. Of the balance, 
our company financed half out of its own funds and the remaining 
half represented credit extended by the manufacturer. 

I am happy to be able to report to the committee that our company 
has met every payment under both of these loans when due. As 
our balance sheet will show, we are in a very sound financial condition. 

I think this committee will agree that the credits which the Export- 
Import Bank extended to our company have been an excellent example 
of international cooperation which is beneficial to both parties. 
Through these credits we have been able to meet the demands of a 
rapidly expanding economy. As that economy expands, Venezuelans 
purchase more and more goods from the United States. American 
private capital is attracted to Venezuela by the opportunities of the 
market to establish tire plants and textile rayon mills, to develop our 
vast iron ore resources, and to continue the exploitation of our great 
oil reserves. 

With all of this, the Venezuelan people are making constant progress 
toward a higher standard of living. Our per capita income is four 
times what it was prewar. As the living standard rises, so does the 
demand for goods produced in the United States. I think that it is 
not too much to say that the Export-Import Bank credits extended to 
my country have been one of the essential pump-priming operations 
which have served to raise the level of trade between our two nations. 

This committee has requested me to discuss our experience with 
Export-Import Bank credits and I would like to venture one or two 
comments. 

We have found that the requirement of a government guaranty is 
a serious disadvantage to an Export-Import Bank credit. In the case 
of loans which we obtained from the Export-Import Bank, the bank 
required that we obtain the guaranty of the Corporacion Venezolana 
de Fomento, an agency of the Venezuelan Government. The funds 
of the Corporacion Venezolana de Fomento are provided out of the 
Venezuelan treasury and the Corporacion has been established to 
provide financial help in the development of the country. With the 
tremendous expansion of the Venezuelan economy, the demands upon 
the Corporacion have been commensurately great. When it is re- 
quired to guarantee credits, the amount of those credits reduces the 
assistance which the Corporacion can extend to other industries. 
Moreover, the problem of processing these guaranties through the 
Corporacion has imposed an additional burden upon its already over- 
taxed staff. The result is, therefore, considerable delay, which creates 
real difficulty for a company like ours that is under great pressure to 
meet the demands of its customers while competing as a purchaser 
for equipment. 

On the basis of our experience, I would suggest therefore that to 
the extent feasible Export-Import Bank credits be extended without 
Government guaranties, at least in countries like Venezuela which have 
a hard currency and free convertibility. In this way private initiative 
will be encouraged and the time of negotiation of credits will be very 
materially reduced. 
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This suggestion has particular relevance to the situation which 
exists today. At the present time, European equipment producers are 
competing very actively for the South American market. In many 
cases they are offering not only lower prices but credit terms far 
more favorable than those offered by American producers. We in 
Venezuela like to buy from the United States. Our company partic- 
ularly likes to have United States equipment, not only because we 
can always be assured of replacements, but because we have excellent 
working relations with representatives of the United States companies. 

However, like businessmen everywhere, we must make our judg- 
ments on the basis of the ultimate good of our own stockholders 
and customers; if we have to choose between the immediate extension 
of credit by a European manufacturer and the necessity of obtaining 
a Government guaranty as a condition to the obtaining of credit from 
the Export-Import Bank, there is obviously strong reason for dealing 
with the European producer. 

I want to make clear at this point that I am not appearing before 
this committee in order to pave the way for a new application for 
Export-Import Bank credit. However, we know that the Export- 
Import Bank has played such an important role in the postwar 
development of our country that we think it our duty, in response to 
your request, to tell you the facts as we see them. 

I am appearing here in my capacity as a representative of Elec- 
tricidad. Sines i understand, however, that I am the only witness 
from Venezuela, I should like to say a word in appreciation of the 
Export-Import Bank credits that have been extended to other 
Venezuelan enterprises. Those credits also have been beneficial both 
to your country and to mine. I am sure that the bank’s experience 
with Venezuelan producers has been good. I know that some of you 
gentlemen on the committee are aware of the fact that C. A. Vene- 
zolana de Cementos only 2 weeks ago paid off in full a $4 million credit 
from the bank 5 years beféne it was due. 

Finally, I should like to add one word on a subject which we in 
Venezuela consider as most vitally affecting our economic relations 
with your country. The Venezuelan economy, as you know, is built 
upon oil. Ninety-five percent of our dollar exports to the United 
States are oil or oil products. With the dollars that we earn through 
selling oil to the United States we are buying each year a half-billion 
dollars’ worth of your products. 

May I mention that in addition to this $500 million of direct pur- 
chases there is perhaps another $500 million of indirect transfers of 
dollars from Venezuela into the United States through the tourist 
trade, dividends from companies located in Venezuela, scholarships to 
students, and so forth. 

We have therefore watched with great anxiety during the last 2 or 
3 years the efforts made by groups within the United States to bring 
about the restriction of oil imports. Such restriction would have the 
most disastrous effects not only upon our trade with your country 
but upon the whole future of the Venezuelan economy, upon the social 
progress we are making so rapidly, and upon the stability of our 
society. 

I wah to thank this committee very sincerely for their kindness in 
asking me to come here this morning and in letting me speak to the 
committee as a representative businessman of Venezuela. 
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Senator Bennerr. Thank you, Mr. Machado. Without objection, 
the balance sheet referred to in your statement will be made a part of 
the committee files. 

(The material referred to will be found in the files of the committee.) 

Senator Bennervt. I only have one question. I always say that, 
but I may find others. You have raised the question of the necessity 
for guaranties by the Venezuelan Government. Are European credits 
available without such guaranties? 

Mr. Macnapo. Yes. 

Senator Bennerr. Are those government credits or private credits? 

Mr. Macuapo. They are private credits through semigovernment 
banking institutions, but are directly extended by the manufacturers. 
The manufacturer then finances the loan internally. 

Senator Bennert. Isn’t there private credit of the United States 
available without requiring Government guaranty? 

Mr. Macuapo. Not under those terms. 

Senator Bennett. Isn’t the problem then the difference between 
the credit policy of private sellers in the United States as compared 
with the credit policy of private sellers in Europe? 

Mr. Macnuapo. I think the question should be answered perhaps 
with a little explanation. I think perhaps the Europeans are com- 
peting. In order to compete, they have to have letters of credit. In 
order to get them, they go to their government financial institutions 
which help them materially. To the purchaser, and — is the impor- 
tant thing, that has nothing to do with it. He has to choose one way 
or the other. 

The European manufacturer will offer delayed terms of payment, 
payment of 15 percent at the time of shipment and 7 or more years 
to pay the balance with 4 percent interest. That is as good as the 
Export-Import Bank and better than anything I have heard from 
private industries in the United States. 

Senator Bennerr. I have been in small business in the United 
States for 30 years, and I have always discovered that the man who 
tries to break into the market, or the man whose products are not 
quite up to standard, attempts to sell them or very often attempts to 
sell them on the basis of more liberal credit, which is an attempt to 
interject into the transaction a kind of bait that might be necessary 
because either his product or his salesmanship is not equal to that of 
his competitor. 

There is a phrase in the United States, ‘‘A man is said to flush the 
market,’’ when he attempts to force his way into a situation by terms 
that are either uneconomic or that he does not intend to continue 
indefinitely. 

Are we facing that kind of situation in South America today because 
these European people have been out of the market since the beginning 
of World War II for all practical purposes and they are now attempt- 
ing to blast their way back into it on terms that they could not 
continue indefinitely? 

Mr. Macuapo. I could not answer that question exactly. It de- 
pends. There are some that may be doing that. Our point, and we 
want to make it clear, is the fact that if the Export-Import Bank 
requests a guaranty of the Government agency it will make it so diffi- 
cult or so undesirable from the standpoint of private enterprise that 
you will just get away from that possibility. It will just be non- 
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existent, and he will either have to find a seller in the United States 
that will accommodate him with credit, without a credit rating, or he 
will be forced to go to Europe. 

Senator Bennerr. Turning that around, and looking at the position 
of the seller in the United States, he must find a way of meeting the 
price and credit competition of his European competitor or decide 
that he will have to give up the Venezuelan market. There are two 
sides to that problem. 

The extent to which the Federal Government should enter into that 
basic situation is one that concerns this committee. 

Mr. Macnapo. May I explain that the Government guaranty is 
not actually helping the Export-Import Bank. I am talking basically 
about a sound credit proposition for desirable enterprises. We can 
refer to what you a few minutes ago called project loans. In those 
instances the Export-Import Bank has the ability and the facilities to 
investigate the project and the financial position of the customer. 
He could also accept a commercial bank’s guaranty which can be 
obtained instead of a Government guaranty. The point I am 
driving at is that the risk of the bank is not great and will not be 
greater by not having a Government guaranty. The point is that the 
complexity of obtaining it makes it undesirable from a customer’s 
standpoint. 

Senator Bennett. That is another of these elements that are in- 
volved in this final decision as to whether the purchase will be made 
here or elsewhere, and I assume the officers of the Export-Import 
Bank are conscious of that problem. I do not know. If there is a 
representative of the Export-Import Bank here, maybe at this point 
I might ask him the question: Is it the basic policy of the Export- 
Import Bank to require a Government guaranty on all its loans to 
private capital? 


STATEMENT OF LYNN U. STAMBAUGH, DEPUTY DIRECTOR, 
EXPORT-IMPORT BANK—Resumed 


Mr. StampBauacu. No, sir; quite the contrary. 

Senator Bennerr. This is a case of a decision made on the basis of 
the facts involved in each particular loan? 

Mr. StamBauGu. That is correct. 

Senator Bennett. That leaves us with the question, Mr. Machado, 
of the judgment of the Export-Import Bank with relation to its 
Venezuelan loans. You feel they might be well advised not to require 
that guaranty to the extent to which they have been doing? 

Mr. Macuapo. I must point it out because I thought it was a 
matter of strict policy. I was not informed of any credit extended to 
foreign individuals in foreign countries without guaranties. I may 
be misinformed on the subject. 

Senator Bennurr. We have that straight now for the record, that 
the bank is prepared to make direct loans without Government 
guaranties under some circumstances; is that right? 

Mr. Stampavueu. To private enterprise on the credit of that enter- 
prise itself; that is correct. 

Senator Bennett. Since I am not an officer of the bank and am not 
familiar with the basis on which some of these guaranties in Venezuela 
have been required, I cannot discuss it with any particular knowledge. 
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Mr. Machado, I appreciate your testimony very much. The latter 
part of your testimony, which discusses the question of tariff and 
restrictions, is a terrible temptation to me but I am going to resist it. 
Thank you. 

Mr. Macuapo. Thank you, Mr. Chairman. 

Senator Bennerr. At this point, without objection, we will place 
in the record your letter of October 8, 1953, in replay to the committee 
questionnaire. 

(The material referred to follows:) 


CoMPANIA ANONIMA LA ELECTRICIDAD DE CARACAS, 
Caracas, October 8, 1958. 
Mr. Homer E. Caprenart, 
Chairman, United States Senate Committee on Banking and Currency, 
Washington, D. C. 


Dear Sir: With reference to your kind letter of September 3, regarding the 
business carried by this company with the Export-Import Bank of Washington, 
we are glad to advise you as follows: 

1. This company had contact with the Export-Import Bank, in connection 
with the financing of generating and distribution equipment required to supply 
the increased load of our customers. 

2. We have carried correspondence with the bank in a most normal manner, 
without any complaint whatsoever on our part. 

3. As stated in (1) above, we were granted 2 loans from the bank, 1 directly 
to us in 1948 for the purchase of 4 diesel electric sets, and for a total of $1,850,000, 
and another, distinguished as contract No. 244, with the cooperation of the 
International General Electric Co., for the purchase of one 30,000-kilowatt tur- 
bine generating unit, and a sizable amount of distribution material, amounting to 
$9,494,440, of which the bank contributed $5,158,000. 

4 and 5. As above, the applications were granted, and the handling was also 
again in a most satisfactory manner. 

6. Upon approval and signature of the Tripartite agreement between the 
bank, the International General Electric Co., and ourselves, we have bad not a 
single instance of complaint or difficulty between the bank and ourselves. 

7. At the time of our applying for both loans, the help of the bank was most 
adequate, since otherwise we would have encountered a number of difficulties 
to raise the money required for expansion. In one instance, the Government of 
Venezuela insisted that the material of the subject contract should be trans- 
ported by ships of the Venezuelan lines. The contract with the bank called for 
such freight to be handled by American lines. An agreement was reached by 
which a split of the freight was possible, and we sincerely feel this was a very 
adequate gesture on the part of the bank. 

8. As above, we feel that we derived a very definite help from the bank’s 
loans. It is only to be regretted that the bank has not seen its way clear to make 
more direct loans to private companies, without a direct guaranty from a Vene- 
zuelan Government organization, such as the Corporacion Venezolana de Fomento, 
whose endorsement has been required in those instances. 

9. As above, we feel that there might be a number of sound industries or 
projects, whose financing by the bank would definitely open new markets for 
American goods, and improve the purchasing capacity from the United States. 

10. It is our sincere feeling that the Export-Import Bank could materially ex- 
pand the trade between the United States of America and these countries, but, 
unfortunately, in the past we know of only 4 loans from the bank to Venezuela, 
2 of them have been outlined above, a third we know of was in connection with 
the Compania Anonima Venezolana de Cementos, which we understand had been 
very helpful, the fourth was to a construction company of American capital, of 
which we don’t know the practical results. Although individually important, 
the number of loans has been very small and the ultimate benefits are not easily 
felt. If a way could be found, by which the bank could make direct loans to 
industries, without the guaranty from the Venezuelan Government agency, we 
feel certain it would permit a number of new industries to be financed, permitting 
at the same time, the improvement of living conditions and consequently the 
increase of the purchasing power of basic foreign goods. 

I must apologize for not answering sooner, but unaccountably, your letter was 
delayed in the mail. We have just been advised that 28 members of the United 
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States Senate Committee on Banking and Currency will be visiting Venezuela 
on December 2d, and some of the members are planning to visit our Arrecifes 
powerplant. 


We take pleasure in enclosing a copy of the letter addressed to Mr. Lynn U. 
Stambaugh, Deputy Director of the Export-Import Bank of Washington, whereby 
we invite the committee to visit the plant and to have lunch in a club nearby. 
We would feel very much honored to have the pleasure of your visit. 

Regarding the possibility of testifying in person before your committee, natur- 
ally, I would be glad to do so, however, on account of the distance and engagements 
in Venezuela, I would hesitate accepting a firm commitment at this date. 

Very truly yours, 


Oscar A. Macuapo, 
General Manager. 
Senator Bennerr. Our next witness if Mr. Gordon Watson, general 
counsel of the Steep Rock Iron Mines, Ltd., of Ontario, Canada. 
Mr. Watson, do you have a prepared statement? 


STATEMENT OF GORDON WATSON, GENERAL COUNSEL, STEEP 
ROCK IRON MINES, LTD., STEEP ROCK LAKE, ONTARIO, 
CANADA 


Mr. Watson. I do not, Mr. Chairman. 

Senator Bennerr. Will you proceed in your own way. 

Mr. Watson. My name is Gordon Watson. I am general counsel 
of Steep Rock Iron Mines, Ltd. That is a Canadian company carry- 
ing on a business of operating mining properties in Canada. The 
company is a privately owned company with approximately 12,000 
to 13,000 shareholders of whom approximately one-half are persons 
Hyang Jn the United States and the other half are persons living in 

anada, 

The respective shareholdings are divided almost equally between 
Canadian and American shareholders. 

The mining properties which the company operates are located 
approximately 140 miles west of the west aa of Lake Superior and 
roughly 40 miles north of the border between the United States and 
Canada. 

In 1943 the original financing of the company was greatly assisted 
by a $5 million loan from the Reconstruction Finance Corporation. 
Five years later it was ascertained that in order to get the company 
into efficient and economical operation it would be necessary that 
substantial further funds be provided. Careful investigation was 
made of available sources both in Canada and in the United States. 
After exhaustive inquiry it narrowed down to the finding that unless 
funds could be made available by the Export-Import. Bank it was 
unlikely that the project could continue on the anticipated basis. 

In 1948, approximately $3 million of junior capital was raised with 
very considerable difficulty, and the Export-Import Bank provided 
an additional $5 million. The loan was made by the way of. a direct 
loan by the Export-Import Bank to the limited company without 
Government intervention. Very careful investigation was made by 
engineers and financial experts on the staff of the Export-Import 
Bank, and it was of great assistance to the Steep Rock Co. to have 
the advantage of the opinions and the assistance of the experts from 
the bank in planning the future of the company. 

With the assistance of the loan the mining operations were very 
substantially expanded and plans for opening new ore bodies were 
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gotten under way. In 1951, however, complications in connection 
with the development of the mine arose. Some expenditures which 
had not been anticipated were brought forward at an earlier date 
than had been counted upon, with the result that further funds then 
had to be made available. 

Again, with the cooperation of the officials of the bank, approxi- 
mately $3 million of maturities of the bonds were postponed and 
$700,000 that had been repaid on the mortgage was again advanced 
to the company, making the total loan $10 million. 

With the funds available the company has been able to go ahead 
with its development plans and is now in a very sound operating 
position. 

I think it might be important, Mr. Chairman, to stress the im- 
portance to the company of the flexibility which was found in deal- 
ing with the bank as the development of the mining operation oc- 
curred. As you can well appreciate, Mr. Chairman, in the develop- 
ment of a mining range things happen unexpectedly and expenditures 
in very substantial figures are encountered which have not been 
counted on. If one is depending on private banking arrangements, 
as you know, it is necessary to know beforehand what the expenditures 
will be, and it is very difficult to change them afterward. 

In dealing with the Export-Import Bank we found we were able to 
bring our problems to the bank, explain to them what the difficulties 
were, and find a flexibility of operation in the advancing of funds 
which in our opinion would have been utterly impossible in the case 
of private banking. 

One other circumstance which illustrates that is a situation which 
arose in connection with the Inland Steel Co. They made an arrange- 
ment with the Steep Rock Co. to explore a substantial part of the 
Steep Rock Range under an option agreement, and subsequently 
arranged to take up that option and are now engaged in a mining 
operation of their own adjacent to the Steep Rock property. 

In connection with that development, it was first necessary to dis- 
cuss with the Export-Import Bank the possibility of so arranging the 
security of the bank loan so that the new mining operation could be 
safely undertaken. Subsequently, the Inland Steel Co. itself arranged 
to make an advance against anticipated royalties in a very substantial 
sum of money about a year ago. There again it was necessary that 
careful and intelligent cooperation take place between bank officials 
and the company officials so that the bank loan could be adequately 
secured and yet permit the Inland Steel operation to go ahead without 
prejudicing the security of the investment which Inland was making. 

In those cases we had the fullest cooperation of bank officials in a 
manner which, in our judgment, would not have been possible if it 
was necessary to deal with the wider holdings by individuals or 
corporations. 

The result of the investment in Steep Rock has been that approxi- 
mately 9% million tons of high-grade ore have been made available in 
the past 10 years. Roughly, 95 percent or more of that tonnage has 
gone to steel consumers on your side of the line, in the United States, 

It is anticipated that the production from the Steep Rock area, 
which last year was 1,300,000 tons, will in the case of the Steep Rock 
operated mines be increased to 5% million tons, and that, too, will be 
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augmented by a further production from the same range of 3 to 4 
million tons from the Inland operated properties. 

Of course, the 3 to 4 million tons of Inland ore will go to American 
consumers. It is anticipated that almost the entire tonnage from the 
Steep Rock mine will continue to funnel to United States consumers, 

From the Canadian side of the picture, the result of the investment 
which has been made in the Steep Rock mine has been to make avail- 
able United States dollars to feed into the Canadian economy. At 
the present time you will appreciate the problem is not so acute as it 
was at the time the loan was made. At that time the significance of 
available United States dollars to Canadians to stimulate the activi- 
ties of the best customer of the United States was very significant. 

Of the funds which will be made available from the United States 
for the purchase of Steep Rock ore, I think it may be safely counted 
that a very substantial amount will flow back into the United States 
for the purchase of United States goods and services. 

It might be of interest to the committee to know that when the 
Steep Rock mine started up the community in the district was simply 
a little town,or hamlet of 300 people. At the present time there is a 
thriving community of 4,500 people and the best estimate is that 
within a few years there will be a city of 20,000 people located in what 
was the wilderness some years back. 

The community has all the amenities that one could hope for, hos- 
pitals, theaters, hotels, and all things that are necessary to make a 
happy life in a wilderness. 

Those of us who are associated with the Steep Rock Co. are very 
happy to have this opportunity of appearing before this committee 
and expressing our appreciation of the consideration, and our acknowl- 


edgment that the advance we received from the Export-Import Bank, 
and the amendments and further advances from them, made possible 
the development of this community and the commercial enterprise 
which is now thriving. 

May I say in conclusion, Mr. Chairman, that in our experience 
with the Export-Import Bank the correspondence we had with them 
has been handled promptly and satisfactorily and that the investiga- 


tion of our problems has been thorough and efficient. The loan 
application and the amendment thereto were at all times handled 
expeditiously and efficiently, and through the activities of the Steep 
Rock loaa we feel that the Export-Import Bank has aided in financin 
and facilitating the export-import trade of Canada and the Unit 
States, and has assisted in developing and expanding the economy of 
our country and the trade between our country and yours. Thank 
you, Mr. Chairman. 

Senator Benner. Senator Payne, do you have any questions? 

Senator Paynz. No. 

Senator Bennerr. I have just one or two questions. As I listened 
to your explanation, I assume that the Steep Rock Iron Mines, Ltd., 

articularly in the Steep Rock area, is, as we might say, over the 

ump? 

Mr. Warson. I think that is so, Mr. Chairman. 

Senator Bennetrr. That the development is now on a sound aad 
secure basis and you do not anticipate at this point requesting any 
additional funds from the Export-Import Bank? 
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Mr. Watson. That is quite correct. It is hoped from now on that 
private banks can take over. The period in which flexibility was 
required, I think, is now past. 

Senator Bennert. I am just curious to know whether you plan to 
hurry up your withdrawal from the Export-Import Bank so that 
perhaps those funds can be added to the bank’s present loaning limit 
and put to work somewhere else. 

Mr. Warson. I think at the present time the bank is hoping to 
dispose of its investment in the Steep Rock Co., Mr Chairman, to 
private interests. 

Senator Bennett. Without any action on your part? 

Mr. Watson. With our concurrence, of course, Mr. Chairman. 
They have considered our case and made i inquiries to ascertain that 
the disposition they propose is satisfactory to the company. 

Senator Bennett. The loan is in such shape that it can be disposed 
of; there is a chance that it can be disposed of? 

Mr. Watson. A very good chance, Mr. Chairman. 

Senator Bennerr. The committee has a letter from the Steep Rock 
Iron Mines, Ltd. dated September 9, 1953, and signed by Mr. 
Fotheringham, president and general manager, in response to the 
questionnaire, which I would like to put in the record at this point in 
the testimony. Thank you very much, Mr. Watson. 

Mr. Watson. Thank you, Mr. Chairman. 

& (The material referred to follows:) 


Steep Rock Iron Mrnzss, LTp., 
Streep Rock Lake, ONTARIO, 
September 9, 1953, 
Senator Homer E. CaPrenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Srr: In response to your inquiry of September 3, we are glad of the 
opportunity to cooperate with you in gathering information and opinion with 
respect to the Export-Import Bank of Washington. We have had no contact 
with the International Bank for Reconstruction and Development, and are 
therefore unable to offer any comment on that institution. 

Referring to your specific questions respecting the Export-Import Bank, we 
can advise as follows: 

1. In 1943 and subsequently our company received from the Reconstruction 
Finance Corporation loans in the aggregate of $5 million, which constituted part 
of the moneys required for the development of large deposits of high-grade iron 
ore located in the bed of Steep Rock Lake. With this loan our first open-pit 
mine was brought into production and additional ore deposits were successfully 
explored. Because of the declining reserves of high-grade ore on the Mesabi 
Range and the urgent need for bolstering the North American iron ore supply, 
it was deemed advisable to extend the development of the Steep Rock Iron Range. 
Accordingly in 1948 we approached Reconstruction Finance Corporation and the 
Export-Import Bank in connection with provision of a portion of the required 
expansion funds. 

2. We have had extensive correspondence with the Export-Import Bank as 
well as numerous conferences with their officials, and have consistently found 
them to be reasonable, businesslike, and diligent in their correspondence and 
interviews. 

3. As indicated in (1) above, we applied in 1948 for a $5 million loan from the 
Export-Import Bank. 

4. Our application was granted, and was handled courteously and with 
dispatch. 

5. The $5 million credit advanced by the Export-Import Bank has, in our 
opinion, been administered consistently in a very efficient manner. Investiga- 
tions made by the bank officials prior to granting the loan were thorough. They 
have kept in touch with our activities consistently, and have done whatever was 
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possible to insure the efficient development and operation of the mines and to 
protect their investment. 

6. We have no complaints about the operations of the bank. 

7. In our judgment, the Export-Import Bank has aided materially the export- 
import trade of the United States. 

8. We believe that the bank has assisted materially in developing and expanding 
the economy of friendly foreign countries. In our case, the loan received from 
the Export-Import Bank was an important factor in the successful development 
of the Steep Rock Range. When our property has been fully developed we 
anticipate that there will have been a total capital investment in excess of $100 
million, and the annual gross value of the iron ore produced here in due course 
will exceed $100 million. The bulk of our production is exported from Canada 
to steel mills in the United States, and the bulk of our mining equipment originates 
in the United States. 

9. We have found the policies of the Export-Import Bank to be consistently 
sound, and have no specific suggestions for modification of bank policies. 

10. We believe that the Export-Import Bank has materially assisted the 
expansion of international trade. We understand that the Reconstruction 
Finance Corporation is to be dissolved, and in that event we suggest that the 
Export-Import Bank might properly absorb the Self-Liquidating Division of RFC 
insofar as foreign credits are concerned. 

We are firmly of the opinion that the economic concept behind the Export- 
Import Bank is sound, that their policies have been sound and internationally 
beneficial, and that their officials have consistently demonstrated good business 
judgment. 

You inquired whether it would be possible for me to testify before your com- 
mittee. We desire to cooperate with you in every possible way, but unfortu- 
nately pressure of work at the property would almost certainly prevent my 
attendance in Washington for such purpose during the next several weeks. I 
would be glad, however, to endeavor to supply by letter such information as you 
may require. 

Sincerely yours, 
M.S. ForHerincHaM. 


Senator Bennetr. The next witness is Mr. Lansdell K. Christie of 


the Liberia Mining Co., Ltd., New York City. Do you have a pre- 
pared statement? 


STATEMENT OF LANSDELL K. CHRISTIE, PRESIDENT, 
LIBERIA MINING CO., LTD., NEW YORK, N. Y. 


Mr. Curistiz. No, I do not, Mr. Chairman. 

Senator Bennerr. You may identify yourself for the record and 
proceed in your own way. 

Mr. Curistiz. My name is Lansdell K. Christie. I am president 
of the Liberia Mining Co., Ltd. Our company was formed in 1946 
for the purpose of developing an iron deposit in Liberia. 

As the founders of the company first studied the project, we grew to 
realize that it answered quite well to the terms of reference of the 
Export-Import Bank. As we devised a general structure for the 
financing of it, we planned on endeavoring to secure a loan from the 
bank. We did approach them at the proper time. We found the 
bank receptive to the idea. They, too, felt that it subscribed very 
well to their general policies. We would spend $6 million or $7 million 
in the United States for equipment, as we planned the project, and 
in addition would bring about a flow of iron ore to the United States. 

Over a period of probably a year we were in close association with 
the bank. We found it to be very conscientious, very hardheaded, 
but still with a willingness to entertain a reasonable project with, I 
might say, a minimum of risk that was inherent in it, 

As the matter progressed the officials of the bank put stipulations 
on us, some of which were perhaps a little difficult to meet. But by 
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the act of meeting these stipulations we improved our general situa- 
tion. So I think that they served, one might say, unofficially in 
something of an advisory capacity, simply prompted by a desire to 
make it a sound risk or reject it. 

Bringing the matter briefly up to date, I think their judgment in 
this case has been well justified. Our loan was a 10-year loan. In 
2 years of operation we were able to repay the complete loan. At this 
time we have no indebtedness with the bank. We do not contem- 
plate, insofar as we can see, any further efforts to raise money. 

In closing, I think I must say that we concluded the entire matter 
with a great deal of admiration for the officials of the bank and for 
the way in which they conduct the affairs of the bank. 

Senator Bennett. Thank you very much, Mr. Christie. Do you 
have any questions, Senator Payne? 

Senator Payne. No. 

Senator Bennerr. Are your stockholders mainly American citi- 
zens? 

Mr. Curistrie. Yes, sir; 90 to 95 percent, perhaps even 99 percent 
are. 

Senator Bennett. Did the bank require a guaranty from the 
Government of Liberia? 

Mr. Curistiz. No, sir; they did not. It was purely a commercial 
transaction. 

Senator Bennett. This is an example of an operation in which 
American capital goes abroad to develop a local resource for importa- 
tion into the United States? 

Mr. Curistiz. Yes, sir. I think I should mention that they were 
mindful of the fact that this iron ore is much needed in this country, 
in that it is an extremely high-grade ore. I believe that was one of 
the considerations which impelled them to entertain the loan. 

Senator Bennett. I have no other questions. Thank you very 
much, Mr. Christie. 

At this point in the record I will place the letter of October 28, 
1953, signed by Mr. Christie, addressed to the committee, in reply to 
our questionnaire. 

(The material referred to follows:) 


Liseria Minine Co., Lrp., Monrovia, Lipertia, 
New York 5, N. Y., October 26, 1953. 
Hon. Homer CaPpEHART, 
United States Senate, 
Committee on Banking and Currency, 
Washington 25, D. C. 

My Dear Senator Capenanrt: This is in reply to your letter of September 
3d setting forth certain questions on the subject of the Export-Import Bank. 

For purposes of simplicity I repeat below in the left-hand column, the ques- 
tions propounded by your committee and in the right-hand column, the answers, 
according to our best judgment and belief. 

1, The nature or purpose of your contact with the bank. 

Answer. The purpose of our original contact with the Export-Import Bank 
was to arrange for a loan to assist in the development of an iron mine in Liberia. 

2. If you had correspondence with the bank did you receive prompt and 
satisfactory replies? 

Answer. We invariably received prompt and appropriate replies to our com- 
munications with the bank. 

3. Have you ever applied for a loan from the Export-Import Bank? 

Answer. We did apply for a loan. 

4, If so, has your application been granted or denied? Was it handled ‘in a 
courteous and expeditions manner? 





304 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


» Answer. Our application was granted. The loan was processed in a courteous 
and expeditious manner. 


5. If a credit was authorized was it administered by the Export-Import Bank 
in an efficient manner? 
Answer. The credit was administered in an efficient manner. 


6. Have you any specific complaints about the operations of the Export- 
Import Bank? 


Answer. We have no complaints. 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

Answer. The bank has been very efficacious in financing and facilitating the 
export-import trade of the United States. 

8. Has the bank assisted in developing and expanding the economy of foreign 
countries? Has it increased their capacity to purchase United States exports? 

Answer. The bank has assisted in. developing and expanding the economy of 
foreign countries and has thereby increased the capacity of foreign countries to 
purchase United States goods. 

9. Have you any suggestions for alterations in the policy or operations of the 
Export-Import Bank? 

Answer. We have no suggestions for changes or alterations. 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and it so, how can it more adequately expand it in the future? 

Answer. The present policies of the bank, if continued, should assist in the 
expansion of international trade. 

At the time this company approached the bank for a loan, ours was a pioneer 
venture, intrinsically sound, but like all pioneer ventures, still unproven through 
the medium of actual operating experience. The various individuals of the bank 
who gave their time and thought to the matter of our application showed courage 
and foresight, but in addition, a very commendable caution. 

The bank made an extremely thorough study of our undertaking. This in 
volved all angles of the business, financial, sales, operation, etc. As a result of 
this study, they laved down various constructive stipulations, some of which were 
hard to meet, but it naturally followed that in responding to the terms imposed by 
the bank we were improving our own position, as well as qualifying for the loan. 

We emerged from the negotiations with a high degree of respect for the per- 
sonnel of the bank. They were men of integrity and competence and the type 
which a citizen and taxpayer is grateful to find filling public office. 


The writer would conside: it a privilege to appear at any time desired by your 
committee. 


Yours very truly, J 
LANSDELL K,. CHRISTIE. 
Senator Bennett. The next witness is Mr. Manuel Noriega of the 


Compania Fufdidora de Fierro y Acero de Monterrey, S. A., of New 
York City. 


STATEMENT OF MANUEL NORIEGA, REPRESENTING THE COM- 


PANIA FUNDIDORA DE FIERRO Y ACERO DE MONTERREY, 
S. A., NEW YORK, N. Y. 


Mr. Norreca. My name is Manuel Noriega. I represent the oldest 
Mexican steel company in Mexico, Compania Fundidora de Fierro 
y Acero de Monterrey, S. A., or as we call it for short, ‘(Monterrey 
Tron & Steel.” 

Our company over the last 5 years has had 2 loans from the Export- 
Import Bank aggregating $5% million, approximately. We have used 
all of that money to purchase equipment in the United States to 
further develop the capacity of the iron ore resources within Mexico. 

Our company has also been purchasing supplies regularly in the 
United States on the average of $1} million yearly. 

Senator Bennett. Your company is largely owned in Mexico? 

Mr. Nortnaa. Yes, about 85 to 90 percent is Mexican-owned. The 
rest is American capital. About 15 percent is United States capital. 
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Senator Bennett. This is not a parallel case with that of Mr. 
Christie? 

Mr. Nortnaca, No. 

Senator Bennett. How long has your company been manufac- 
turing iron and steel? 

Mr. Norreca. Over 50 years. It started in 1900. 

Senator Bennett. The Export-Import Bank coming in represents 
a program of expansion? 

Mr. Norrieaa. That is correct. 

Senator Bennett. And further development? 

Mr. Norisca. That is correct. Let me mention here that in our 
case, as I believe is true in other countries to the south, loans and 
capital are essential, otherwise we would not be able to either start an 
operation, establish it, or sustain it because of the scarcity of develop- 
ment capital in the countries to the south due to the newness of their 
economic development. 

Senator Bennett. I would think that we in America would be 
interested in seeing those two methods developed side by side, that 
we would be interested in seeing in a country like yours the ability to 
expand as they would be interested in seeing American capital come 
in and start a new company in a new area. 

Do you have any questions, Senator Payne? 

Senator Payne. No. 

Senator Bennett. I have no other questions, Mr. Noriega. At this 
point we will submit for the record the statement which Mr. Noriega 
has just presented to us, and a copy of the letter written on October 8 
in response to the committee questionnaire, signed by Mr. Noriega. 

(The material referred to follows:) 


STATEMENT ON THE DEVELOPMENT OF INTERNATIONAL TRADE WITH THE ReEstT 
OF THE AMERICAS BY MANUEL NORIEGA 


The countries in the American Continent to the south of us offer a golden 
opportunity for the development of our trade, and simultaneously, for the estab- 
lishment of a secure source of an abundant supply of strategic materials. And 
last, but not least, in the process of helping them to develop their natural resources 
and establishing prosperous and healthy economies, to our mutual benefit, we 
will have helped the consolidation of a powerful bulwark for the free would. 

The American Continent was blessed by a kind providence with a tremendous 
wealth of resources of all kinds for the fulfillment of an abundment life. The 
northernmost part ot the continent has been able to reach a very high standard of 
living for its people through the judicious utilization of its wealth. 

Similar posvibilities are latent in the rest of the American Continent: their 
natural resources are, if anything, greater than those of the northern portion, and 
its people are anxious to develop them to their utmost, in order to reach a more 
abundant life. They have already made some headway in that direction; but 
because their economic development is so recent, they lack the tools or capital 
resources, to accomplish their goal in a short time unless they are able to borrow 
the necessary tools. 

This situation presents an ideal opportunity for the United States to enter into 
@ partnership with the rest of the peoples of the Americas to provide them with the 
capital goods necessary to accomplish their goals. 

This would be in the manner of an investment that would vield manifold returns. 

It would provide, immediately, a tremendous market for our capital goods to 
earry out the plans of industrialization that have already been initiated in most of 
the countries to the south of us. 

The beneficiation of their resources, both material and human, made possible 
by this partnership, will accelerate the improvements of the standard of living 
already initiated in practically all of these countries and thereby create a tre- 
mendous market for our consumer goods. Since industrial and economic improve- 
ments set off a sort of chain reaction, in which every step forward creates further 
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and further progress, the demand for heavy capital goods and the maintenance and 
replacement of the existing ones will continue to constitute a potential market 
for our heavy industry. Coincidentally, for every new level of improvement of 
the economic well-being of these people, a larger market will be continually 
developing for our consumer goods. 

The best proof of how the economic progress of the other countries of this 
hemisphere tends to make them better customers of ours, is presented by the case 
of Canada. With an industrialization and economic standard similar to ours, 
Canada has been buying from us, during the last several years, 3 to 4 times more 
than Mexico in dollar value, while the population of Canada is only about half as 
that of Mexico; and likewise, Canada has been buying from 4 to 6 times more than 
Brazil, with a population onlv one-quarter as that of this latter country. 

When we consider that we have living to the south of us about the same number 
of people as there are in the United States, we can just about start to realize what 
an opportunity for trade there will be, once these people reach a standard of 
living anywhere similar to ours. 

While that consideration is, as it should be, of great importance, there is another 
consideration that is, to my mind, equally as important and that is, the storehouse 
of raw materials that will be developed and placed at the common use of all the 
countries of the Americas, as soon as the countries to the south of us are given 
the means of beneficiating their natural resources. 

And finally, but by no means less important, but on the contrary much more 
so, the cooperation extended to the countries to the south of us to Tele them- 
selves will make it possible for them to realize their goals of economic maturity, 
and would thereby create the most powerful contingent of allies we could wish 
for in our crusade for freedom. 

The most effective way of accomplishing this cooperation with the countries to 
the south of us will be through the making available to them of suitable loans for 
the purchase in the United States of the capital equipment and the engineering 
planning necessary for their development. In some particular cases this financial 
aid should not be limited to the dollar value of the equipment to be procured, but 
should also cover local expenditure within the countries themselves. This part 
of the financing made available for use within the country, will act in the manner 
of pump priming which will accelerate considerably the improvement of the 
economic well-being of the country concerned. 

The most immediately available channel to extend this financial assistance to 
the countries to the south of us is that provided by the Export-Import Bank which 
has already had considerable experience in this field, as attested to by the record 
of its successful loans there during the last few years. 

In order to better accomplish the task ahead of us, it is my belief that the 
lending powers of the Export-Import Bank should be increased correspondingly. 
Financial aid provided so far by the Export-Import Bank to the countries of the 
Americas, has resulted in what would be considered very sound banking ventures. 
There is every reason to believe that further financial assistance will likewise 
result in faithful meeting of the obligations contracted. 


Cia. FuNp1iporRA DE Fierro y AcERO DE MonreRREY, S. A., 
New York, N. Y., October 8, 1958. 
Senator Homer E. Capenart, 


Chairman of Committee of Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear SENATOR CaPEHART: I take pleasure in replying to the questionnaire 
you submitted to me through your letter of September 3, pursuant to the study 
of the operations of the Export-Import Bank of Washington that your committee 
is conducting. 

(1) My contact with the Export-Import Bank dates from the latter part of 
1942 when I was accredited as Washington representative of Nacional Financiera 
8. A. of Mexico, position which I held until the end of 1945, and since then, as 
representative of Cia. Fundidora de Fierro y Acero de Monterrey, 8. A. In the 
first instance, my mission was to secure project approvals, allocation of materials, 
priorities, and export licenses for the industrial program which the Mexican 
Government was sponsoring through Nacional Financiera 8. A., part of which was 
financed by the Export-Import Bank. In the second instance, I have negotiated 
on behalf of Cia. Fundidora for suitable financing for the expansion program it 
has been carrying on, at its steel plant, in Monterrey, Mexico. 
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2) My correspondence with the Export-Import Bank has always met with 
prompt and satisfactory replies. 

(3) I have applied for two loans from the Export-Import Bank on behalf of 
Cia. Fundidora: the first one, in 1948 for $800,000, and the second one, last year 
for $4,500,000, both of them to cover the purchase of United States manufactured 
steel-plant equipment. 

(4) Both applications were granted. The negotiations were conducted in a 
very satisfactory manner and were completed with the kind and able assistance 
of the staff of the Export-Import. Bank. The staff of the Export-Import Bank 
made a very conscientious study of the economic, financial, and engineering phases 
of our program and their findings were corroborated by independent surveys re- 
ported by firms of consulting engineers who dealt with the already indicated points, 
and made, as well, a market analysis, 

(5) The administration of the credits have been conducted in a satisfactory and 
efficient manner by the Export-Import Bank. The first credit has been paid back 
with interest to almost over 80 percent and will be paid in its entirety by December 
1954. The second loan has just been placed in operation. 

(6) I have no complaints about the operation of the Export-Import Bank; but 
rather, gratefulness for the kind assistance always extended to me by its officials. 

(7) In my opinion, the Export-Import Bank has done a commendable job in 
facilitating the export and import trade of the United States within the limitations 
imposed by the means at its disposal. 

(8) I can answer categorically that the Export-Import Bank has helped in the 
development and expansion of the economy in Mexico through the financing of 
key projects that have materially contributed by the improvement of economic 
conditions in that country. The Export-Import Bank financing has allowed the 
beneficiation of some of Mexico’s natural resources converting them into very 
necessary products, and in this process, has fostered the creation of a larger 
contingent of skilled workers and caused a substantial improvement in the 
standard of living. 

(9) and (10) I choose to answer these 2 questions as 1 because they are inter- 
dependent and integrate each other. 

I feel that the Export-Import Bank has served an eminently important purpose 
and ean be counted upon to do an ever-increasingly far-reaching job, particularly 
with relation to the countries south of the Rio Grande, if its powers to lend are 
suitably increased. The importance of the rest of the American continent to the 
well-being of the United States has been recognized for a long time and has con- 
tributed to shape the foreign policy of our country. In more recent years, the 
awareness of the interdependence of all these nations, found expression in the 
good-neighbor policy. For many years the tenets of this policy have been almost 
exclusively political, without integrating them economically to make them more 
effective toward a consolidation of a strong Pan American Union. 

The lessons learned during the Second World War, when we were cut off from 
our regular sources of essential and strategic raw materials, which had been 
capriciously established in the farthest corners of the world, and made us turn to 
our own continent for desperately needed sources of supplies, should have taught 
us the imperious necessity of looking to our own backyard and developing its 
potentialties to forestall dire consequences in the next possible emergency. 

The incalculable wealth of natural resources which the countries to the south 
of us possess in enormous abundance, can be and should be developed for the 
well-being of our neighbors to the south, and our own protection as well. This 
can be accomplished through financial and technical cooperation, and I feel that 
the Export-Import Bank, with its intimate knowledge of the countries of the 
Americas, gained through the years they have been dealing in this field, are ideally 
prepared to carry out this program. I feel that the only necessary step is to 
enlarge the lending capacity of the bank to carry out the program. 

There is an ever-increasing consciousness in the countries to the south of the 
importance to reach economic maturity through the proper utilization of their 
resources. They know they need outside cooperation in technical skills and the 
procurement of capital goods necessary to accomplish their goal. The United 
States has a golden opportunity to enter into partnership to make such under- 
taking possible, and thereby create, not only ideal opportunities for the develop- 
ing of trade with the rest of the countries of this continent, but also a contingent 
of rapidly developing prosperous and contented people who can be counted upon 
as our stanchest and most effective allies. 

None of my answers need to be held in confidence. They represent the eon- 
sidered opinion of a citizen who has been, for many years, interested in the de- 
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velopment of the countries to the south of us, and who is ever-increasingly con- 
scious of how important, to our own well-being, their own well-being has become. 
Should you consider it necessary, I would be willing and ready to appear in 
person before your committee to testify on the subject outlined. 
Please accept my thanks for giving me this opportunity of presenting my views 
on this matter. 
Respectfully yours, 


MANUEL Norieaa. 
Senator Bennerr. The next witness is Mr. H. R. Pape, general 
manager, Altos Hornos de Mexico, S. A., Monclova, Coahuila, Mexico. 
Mr. Pape, although not present, is in Washington and since we will 
meet this afternoon we will pass over his name at this point. 
We will now call Mr. M. H. Maiwandwal, counselor of the Afghan- 
istan Embassy. Will you give your full name, for the record? 


STATEMENT OF MOHAMMED H. MAIWANDWAL, COUNSELOR OF 
AFGHANISTAN EMBASSY, WASHINGTON, D. C. 


’ Mr. MarwanpwaL. My name is Mohammed H. Maiwandwal. I 
am counsel of the Afghanistan Embassy. 

Senator Bennerr. Do you have a prepared statement? 

Mr. Marwanpwat. Yes. 

Senator Bennerr. Would you like to read it? 

Mr. Marwanpwa.. Yes. 

Senator Bennerr. You may proceed. 

Mr. Marwanpwat. Mr. Chairman, I welcome this opportunity to 
appear before your committee and tell you something of the successful 
working relationship between my government and the Export-Import 
Bank of Washington, and of the Helmand Valley project, which is of 
such vital importance to my country. 

The Royal Kingdom of Afghanistan lies at the crossroads of Asia, 
with Iran on the west, Pakhtunistan on the west and south, and the 
Soviet Union on the north. 

From around 2500 B. C. when Aryan tribes entered the land now 
called Afghanistan and developed what scholars believe may prove to 
be the seat of Aryan culture, tide after tide of invasion swept 
over the country, mainly as great movements of conquest from the 
north and west seeking the riches of India. 

Cyrus the Great, Darius, Alexander, Genghis Khan, all crossed the 
rugged Afghan barrier to India. The present kingdom emerged in the 
18th century from a long struggle for national independence; and 
internal security and, after fighting three wars with the British, 
Afghanistan threw off the last vestiges of foreign control immediately 
following World War I. At about the same time the movement to 
integrate and modernize the country, which had begun about the turn 
of the century, was intensified and, although it suffered a severe check 
toward the end of the twenties in consequence of internal political 
disturbances, has been gaining strength ever since. 

Today Afghanistan still stands at one of the world’s great cross- 
roads. Our ceaseless struggle for independence, the heritage of intense 
individualism which goes with the history of a pastoral people in a 
mountainous land, and our strong Moslem faith have combined to 
make us one of the most freedom-loving nations of the world. 

Our task in carrying out our obligations to ourselves and to the free 
world is eaneinistialy complicated by the fact that we are a landlocked 
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country with extremely limited natural resources and a culture and 
way of life which even today knows little of western progressive 
methods. It is in that connection that the full significance of our 
relationship with the Export-Import Bank emerges. 

During the war years Afghanistan was able to accumulate a sizable 
amount of foreign exchange. Careful plans were laid to use this asset 
to initiate a basic program of economic development. The attack 
was to be a two-pronged one. In the north industries were to be 
developed by state support of private enterpreneurs in such fields as 
cotton textiles, sugar manufacture, soapmaking, coal mining, and so 
forth. 

In the south along the river valley of the great Helmand, which 
rises in the northeast of Afghanistan and cuts through the country to 
the southwest some 500 miles to the border of Iran, a great agricul- 
tural area was at long last to be brought back from the carnage left 
by the passage of the hordes of Genghis Kahn some 700 years before. 

The program was begun simultaneously in the north and south, 
and a contract was made with the Morrison-Knudsen Co. of the 
United States for design and construction of the Helmand Valley 
irrigation works. Construction went forward on all fronts, with 
particular success in the north, where the projects were localized and 
the problems easier to cope with. 

In 1949 it became apparent that no matter how courageously the 
Afghan people might sacrifice current living standards in an attempt 
to pull themselves up by their own bootstraps, foreign exchange 
resources of the country were not sufficient for the job. Yet, to 
maintain essential political and economic balance in the country, both 
developments had to go forward. It was at that time that an appli- 
cation was made to the Export-Import Bank of Washington which 
resulted, in late 1949, in the conclusion of a loan agreement for $21 
million to cover the cost of United States equipment, materials, and 
services required to construct two major dams and the completion of 
a major system of canals in the central section of the Helmand River 
Valley. 

Under the terms of that loan agreement, the Arghandab Dam has 
been completed, which forms an irrigation reservoir capable of storing 
about 350,000 acre-feet of water or enough to cultivate over 130,000 
acres in the Arghandab Valley. 

The Kajakai Dam is virtually completed and forms a reservoir with 
a gross capacity of 1,900,000 acre-feet which can be used for irrigation 
of about 700,000 acres in the main Helmand Valley. 

Finally, the Boghra Canal system is nearing completion to service 
150,000 acres of agricultural land in the center of the valley. This 
great accomplishment in less than 3 years has been a cooperative 
venture with the heaviest burden of actual work falling upon the 
American contractor, Morrison-Knudsen, and with an Afghan Valley 
Development Board receiving substantial technical assistance from 
TCA. Besides providing the funds, the role of the Export-Import 
Bank has been one of constant checking on overall planning and 
detailed inspection and guidance of the work. 

The equivalent of over $40 million has gone into this great project 
thus far—nearly half of that sum from the Government of Afghanis- 
tan—and the works today stand as a symbol of a successful Afghan- 
American attack on the basic problem of underutilization of natural 
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resources in the Middle East and Asia. One-fourth of the land area 
of Afghanistan will be directly affected by the project and approxi- 
mately one-sixth of its 12 million people. The present works repre- 
sent the first of three basic investment stages and, when completed, 
this great river development will not only go far toward putting 
Afghanistan well on the road to economic stability and progress, but 
ane as everlasting proof of American-Afghan friendship and 
oodwill. 
The contribution of the bank to this endeavor cannot be measured 
in money terms. Afghanistan lacks technical and administrative 
skills required in the design and inplementation of such a project, 
and only through close and continuous work with the staff and officers 
of the bank, both in Washington and in Kabul, has a beginning been 
made in overcoming the many problems which harass such an under- 
taking. During the last 3 years 3 major bank missions have been sent 
to Afghanistan for detailed talks with Cabinet officials working 
directly on the project. In a world in which economic progress is a 
requisite for world peace and internal security of small nations strug- 
gling to work out their own destiny, the direct expression of the United 
tates interest in the welfare of its allies could scarcely find finer 
expression than in the assistance which is being rendered Afghanistan 
in this project. Thank you very much, Mr. Chairman. 

Senator Bennetr. Thank you. I have just one observation. 
This is a loan made to the Government of Alghanistan rather than 
to a private organization? 

Mr. Marwanpwat. It is to the Government of Afghanistan. 

Senator Bennerr. Do you have any questions? 

Senator Payne. If I understand it correctly, that has brought about 
the possibility of the utilization of about 1,200,000 acres of land there 
that otherwise would not have been of productive use? 

Mr. Marwanpwat. It is for that purpose. 

Senator Paynz. It is helping now to elevate and bring up the stand- 
ard of living in the country? 

Mr. Marwanpwat. It is helping. 

Senator Bennerr. Thank you very much, Mr. Maiwandwal. 

I should like to put into the record at this point the statement of 
Dr. Antonio Tonello of the Instituto Mobiliare Italiano, Washington, 
D. C., which has been submitted by him for the record without other 
testimony. 

(The material referred to follows:) 


STATEMENT oF Dr. ANTONIO ToNELLO, INstrruTO MosBILiaRE ITALIaNo, WasH- 
inctTon, D. C., on Loan From tHE Export-Import BANK oF ITALY— 
SEPTEMBER 1951 


INTRODUCTION 


Negotiations for a credit from the Export-Import Bank of Washington on 
behalf of the Italian economy, for purposes of production and exports, were 
motivated by Italy’s dire necessity—the country having issued from the war to 
face grave hardships—to increase as rapidly and as much as possible its exports of 
industrial goods. In view of the decline in the payment balances of some items 
and the increased necessity for importing foodstuffs, the exportation of manu- 
factured goods became a matter of prime urgency to the Italian economy in point 
of its foreign trade. 

An increase in the exportation of industrial goods was found to be technically 
feasible provided it were possible to have the immediate availability of the needed 
raw materials in the required quantities. The productive capacity of the 
factories—notwithstanding the serious damage wrought by the war—was still 
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considerable; but, as the country is naturally lacking in almost all the raw materials 
called for in modern industry, it had to assure above all those industries which were 
direct or indirect exporters of raw materials essential for manufacturing goods 
intended for export. It is also true that industrial equipment likewise was in 
need of modernization—aside from the necessity of rebuilding manufacturing 
facilities which had been destroyed in the war—but the most urgent need was that 
for replenishing the supply of raw materials. 

Within the framework of the operations of the Export-Import Bank of 
Washington—founded in 1934 and organized in the year 1945 as a permanent 
public institution of the United States—transactions of this scope appeared 
practicable as a means of meeting the requirements of Italy’s immediate postwar 
economic conditions. The purpose of the Bank was, in fact, ‘‘to aid in financing 
and to facilitate exports and imports and the exchange of commodities between 
the United States or any of its Territories or insular possessions and any foreign 
country or the agencies or nationals thereof.’”’ As a general rule, the bank granted 
credits only in order to finance the purchase of materials and machinery produced 
or manufactured in the United States and pay for the technical services of American 
concerns and American citizens. Financing by the Export-Import Bank comprised 
two types of operations: Credits granted to individual exporters from the United 
States for the purpose of facilitating the sale abroad of specific materials or equip- 
ment; and credits granted to a foreign government, bank, or firm, made available 
for a given period of time in order to facilitate the purchase of particular materials, 
equipment, and services in the United States. As a rule the Export-Import 
Bank required that a bank or foreign government provide a guaranty in all such 
operations. 

The fact that the bank in Washington was in a position to tender its services 
to foreign governments, to branches and divisions of foreign governments, as 
well as to foreign concerns and foreign nationals, was a circumstance of keen 
interest from the Italian point of view, inasmuch as thereby the services of the 
bank became available to Italian industry, either direct or through the agency of 
the Italian Government or any agencies that the latter should designate. 

Through the good offices of the Government of the United States, which had 
repeatedly and tangibly evidenced its desire to hasten the economic reconstruction 
of Italy, the Italian Government communicated with the Export-Import Bank in 
Washington and obtained from the latter, in the year 1947, on behalf of Italian 
industry, the offer of a loan of approximately $100 million. 

Final negotiations together with the undertaking and handling of the loan were 
thereupon committed to the Istituto Mobiliare Italiano in Rome, an official 
entity, which has been functioning as a medium-term credit institution in Italy 
since 1931.! 

At the time of the International Credit Conference sponsored by the Associa- 
zione Bancaria Italiana (Italian Banking Association), the Istituto Mobiliare 
Italiano took occasion to prepare a memorandum setting forth the concepts 
underlying the loan of the Export-Import Bank and the operations therewith 
connected, the principles and procedures governing such operations, and the 
results that had been obtained. 

The Istituto Mobiliare Italiano views the action of the Export-Import Bank as 
offering an encouraging example of international cooperation in banking, in help- 
ing to finance the exports of one country—the United States of America—by 
granting credits that are made available to the import industries of another 
country—Italy—through the facilities of a specialized banking institution in 
each of the respective countries. 

Because the results have been truly satisfactory—even from the broad and far- 
sighted viewpoint of the Export-Import Bank which, in fact, was anle at once to 
envisage the practical procedures conducive to proper utilization of the loan it 
had granted—the Istituto Mobiliare Italiano, with a mind to one of the problems 
cone for consideration of the International Credit Conference (among the 
agenda dealing with the financing of international commerce), trusts that the 
memorandum Seretn submitted by way of information will merit the attention of 
those who attended the Conference. The present memorandum is furthermore 
intended as a tribute from the Istituto Mobiliare Italiano to the distinguished 
representatives from the credit and financial world of the various countries who 
met in Rome on the occcasion of the International Credit Conference and, very 
particularly, as a tribute to the Export-Import Bank of Washington and to its 
directors, whose efforts and initiative are a conspicuous example of that inter- 
national economic cooperation the encouragement of which has been one of. the 
objects of the International Credit Conference. 


1 IMI’s regulations were set forth in Decree-Law No. 891 of Sept. 11, 1947. 
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CHAPTER I, PRELIMINARY UNDERSTANDINGS 





The economic situation of Italy at the end of World War II is too well known 
to warrant making even a summary description of it here. 

Even before the war, the amounts paid by Italy to foreign markets corresponded 
70 percent to imports of raw materials and industrial supplies and 20 to 25 per- 
cent to foodstuffs, with only the remainder going for finished consumption goods 

On the other hand, among exports, industry and crafts accounted for approxi- 
mately 45 percent, foodstuffs 20 to 25 percent, while invisible exports represented 
another 20 to 25 percent and industrial raw materials perhaps 10 percent. 

As stated in an official report of the Italian Government? it is clear that “a 
long blockade war, like that suffered by Italy, and the spoliation and destruction 
engendered by the conflict could not but lead to serious disproportion in a balance 
of payments such as the type described. Imports of foodstuffs and industrial raw 
materials were in fact due to suffer a heavy increase because of the scarcity of 
supplies and the disorganization of production. On the other hand, only a limited 
number of exports of agricultural and industrial raw materials could rapidly be 
resumed. Other exports were either dependent upon the importation of raw 
materials (finished and semimanufactured industrial products) or were hampered 
by production and transportation difficulties (orchard and garden products).”’ 

“Even more serious for the Italian economy than the destruction suffered was 
the impossibility of purchasing the large quantities of foodstuffs which the situa- 
tion demanded and the raw materials needed to revive that segment of the 
nation’s productive facilities which had escaped the ravages of the war.’ 

The funds which had early been made available by the Allied Military Author- 
ities and the Foreign Economic Administration (FEA) had, on the other hand, 
been only sufficient to take care of current needs in essential consumer goods. 

A substantial primary contribution to Italy’s economic recovery, bowever, 
was made by the UNRRA which supplied the national economy with consumer 
goods and raw materials amounting to $21.5 million in 1945, $380 million in 
1946, and $131 million in 1947. 

With UNRRA aid approaching its close and this organization, moreover, 
being unable in fact as well as by virtue of its object and scope to provide—in 
addition to actual consumption requirements—all that was needed by industry 
(particularly for the production of export goods), the Italian Government was 
soon faced with the necessity of finding other channels through which to obtain 
urgently needed hard foreign currency. 

It was against this background of pressing difficulties which then assailed the 
Italian economy that the Italian Government undertook to address itself to the 
Export-Import Bank of Washington (Eximbank) in the hope of securing from 
that bank the financing that would enable it to take the first major steps toward 
a solution of these problems. 

In the spring of 1946, the Export-Import Bank took an important initial step 
on Italy’s behalf by granting a loan of $25 million for the purchase of cotton 
in the United States. 

The loan made it possible for one of the largest sectors of Italian industry to 
procure working supplies, to bring back production to a normal level and to 
resume exports. 

A far wider development, however, was to follow the repeated contacts occurred 
between the Italian representatives and the officials of Eximbank: on January 
14, 1947, at the time that Italy’s Premier Alcide de Gasperi was visiting Wash- 
ington, Mr. William McC. Martin, Jr., president of the Ex ort-Import Bank 
of Washington, informed Hon, Campilli, the Italian Minister for Foreign Trade, 
that the bank’s board of directors had agreed to set aside the amount of $100 
million to be used for purposes of a fund to finance Italian industry. 

This loan should have been used for purchases within the United States in 
order to promote Italian exports, the increase in which was expected in time to 
provide the funds for repayment of the loan. 

In the preliminary conversations between the representatives of the Italian 
Government and the Eximbank officials it was agreed that the bank, rather than 

deal directly with the Italian concerns operating in specific sectors of industry 
as would be determined, would agree to have an Italian financial institution 
assume the task of supervision and administration of the loan as well as ascer- 
taining the use to be made of same by the industries and industrialists concerned. 

For this purpose the representatives of the Italian Government designated the 
Istituto Mobiliare Italiano (IMI). 
























































B? Report of the delegation of the Italian Government to the V General Council of the UNRRA (United 
Nations Relief and Rehabilitation Administration), Geneva, August 1946. 







In Ma 
Export-I 
Governm 
ment, th 

As a re 
drawn Uj 

a 


be g 
(2 
posi 
to t 
T 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 313 


In May 1947, Mr. Hawthorne Arey and Mr. Rifat Tirana, on behalf of the 
Export-Import Bank proceeded to Rome in order to agree with the Italian 
Government on the specific terms and procedures for carrying out the arrange- 
ment, these to be submitted to the Board of the Export-Import Bank. 

As a result of these conversations, held from May 21 to 29, a memorandum was 
drawn up which, in substance, expressed the following general trend of thought: 

(1) The proposed credits, in an amount not to exceed $100 million, would 
be guaranteed by the Italian Government. 

(2) Said credits would be limited to the leading sectors of industry in a 
position to use raw materials and machinery originating in the United States 
to the greatest advantage and in the shortest space of time. 

The following sectors were indicated for consideration: 

metallurgical and mechanical industries; 
electromechanical industries; 

chemical industries; 

the rubber industry. 

(3) In view of Italy’s urgent need of raw materials it was proposed that 
not more than 15 percent of the total credit should be used in the purchase 
of machinery. 

(4) For each of the above-mentioned sectors of industry the loan would 
be made available in two different ways: 

(a) to concerns eligible for direct loans from Eximbank; 

(b) to the Istituto Mobiliare Italiano acting in the capacity of agent for 
those concerns which, because of their narrower range of activity or for other 
reasons, would not be eligible to make loans direct. 

(5) Within each of the qualified sectors of industry, the Italian Govern- 
ment and IMI acting on his behalf was to specify the concerns which it 
deemed entitled to qualify for the direct loan and the amounts up to which 
it was prepared to provide its own guaranty. 

(6) Concerns for which the granting of direct loans was not deemed prac- 
ticable or desirable were to be grouped together for joint consideration on 
the basis of: 

(a) production schedule for the immediate future; 

(b) anticipated exports during the same period; 

(c) raw materials required to meet this schedule and the part thereof 
obtainable from the United States. 

(7) Concerns comprised within number (6) above, would receive from the 
IMI dollar loans on the same terms as those accorded to concerns qualified 
for the direct loans. 

(8) The Italian Government indicated to the Eximbank that it would be 
advisable to consider the following points: 

(a) that the life of the loans were not less than 10 years and that it be as 
near 15 years as possible; 

(b) that the amortization period start dating from the third year from the 
granting of the loan; 

(c) that the rate of interest be, as far as possible, maintained within certain 
limits, and possibly set at about 3 percent. 

(9) In relation to the foregoing recommendations of the Italian Govern- 
ment, the representatives of the Eximbank deemed it necessary to point out 
that, the terms and conditions of each credit to be extended to a certain 
sector or subsector insofar as the overall Italian economy would permit would 
be generally in keeping with the economic situation and with the prospects 
for exports of that particular sector or subsector. 

Following the return of its delegates to Washington the Export-Import Bank 
resolved as follows: 

(1) To grant in principle the intended credit of $100 million; 

(2) To confirm the intention of issuing all sums thereunder through the inter- 
mediary of the Istituto Mobiliare Italiano; 

(3) Definitely, through the intermediary of IMI, to provide a segment of the 
credit in the amount of $23 million to an initial group of large concerns on set 
terms and conditions. 

In view of these resolutions and the insistent requests to such effect received 
from the Eximbank, IMI, in the middle of August 1947, sent to Washington its 
own delegation, headed by its Director General, for the purpose of discussing and 
drawing up in detail the text of the individual contracts establishing the manner 
in which the credit would be applied and completing allocation of the residual 
sums set aside. 
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The negotiations were conducted in an atmosphere of absolute cordiality and 
mutual understanding, leading to a final draft with the ultimate terms of the 
agreements. 

Signature of the agreements took place during a series of meetings which were 
held between October 27 and November 10. 


CHAPTER II, SUMMARY OF AGREEMENTS BETWEEN EXIMBANK AND IMI 


The agreements entered into in Washington, in October-November 1947, 
concerned a total amount of $97,300,000, distributed as follows: 


$43,300,000 large concerns (group A); 
$32,000,000 to medium-size concerns (group B), subdivided into the follow- 
ing sectors of industry: 


$3, 210, 000 

1, 410, 000 

Electromechanic 8, 030, 000 
Metallomechanic 19, 350, 000 


32, 000, 000 


$22,000,000 intended for small concerns (group C) subdivided into the 
following sectors: 


Cisenabenia. joc Sc sndien seswsece Medi ecu eoodasiol vate $4, 000, 000 
2. 000 


Electromechanic 
Metallomechanic 


When actual implementation of the loan began, it was found, that the situation, 
which had led to the foregoing distribution, did not always develop as anticipated. 
In fact, in certain industries, like rubber, for example, the immediate needs of the 
trade proved to be less than foreseen, whereas applications from other sectors 
entirely omitted from the basic arrangements poured in insistently. 

As a consequence, a number of amendments were introduced, whereby it was 
arranged to alter the way of subdividing the total credit among the various 
branches of industry. 

As regards the small concerns, by totally disregarding the rubber trades, 
financing of the other three sectors (in accordance with the total distributed at 
the time) was limited to $847,681, and the balance, under a new agreement, was 
set up to provide the possibility of financing not only the trades in the sectors 
originally expressly indicated, but also others such as the canning and other food 
industries, textiles, mining and the glass and paper trades (group Y). 

Following these changes the distribution of the $97,300,000 was definitively 
set as follows: 


Group A (large concerns) $46, 200, 000 


Group B (medium-size concerns): $34,332,266, subdivided as 
follows: 
Chemicals 


Electromechanic 
Metallomechanic 


Miscellaneous, Group C: $847,861, subdivided as follows: 
Chemical 109, 433 
Electromechanic 153, 522 
Metallomechanic 584, 906 


847, 861 
15, 919, 873 
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and Likewise the period specified in the agreements for utilization of the individual 
the tems of financing was later deferred, by means of proper amendments of the 
agreements, first from December 31, 1948, to December 31, 1949, then to June 30, 
1950, for the large and medium concerns, while group Y was granted a still 
further extension to the month of January 1951. 
t* These extensions permitted of a more complete and effective application of the 
loan than would otherwise have been possible, owing to the changed conditions 
yn the United States market and in the international situation, which might 
47, have caused impairment of the efficacy of the loan had the periods originally set 
continued to be maintained 
Let us now briefly consider the technical aspects of the agreements: 
(1) The contracting parties, with respect to the Export-Import Bank, are, 


vere 


- in all the agreements, the Istituto Mobiliare Italiano, as the direct debtor of 
the financing bank, and the Republic of Italy, as guarantor. 
00 (2) The position of the individual firms, instead, is different, according to 
)00 the type of transaction. With the large firms EIB has stipulated individual 
100 agreements; each firm is required to be well acquainted with the terms of 
00 the agreements covering its loan and it is required to release a statement 
name acknowledging receipt of a copy of the agreement. 
100 Medium concerns, although listed in an enclosure attached to their sector 
he agreement, are not the subject of individual loans. But for them likewise 
funds are made available only upon submittance to Eximbank, through 
IMI, of a statement attesting that they have taken cognizance of the respec- 
(00 tive agreement. 
00 Allocation of funds for small concerns, in amounts not exceeding $50,000 
00 for any one firm, is however left entirely at the discretion of IMI, subject 
00 only to the requirement that prior approval be obtained from Eximbank in 
7 cases of loans exceeding the said amount. 
00 (3) All agreements, without distinction, are subject to an interest charge 
n, of 3.5 percent, the Republic of Italy warranting that the duties it shall re- 
d quire from tbe borrower firms, in addition to the said interest charge, shall 
he not exceed 2 percent, so that the borrower firms shall be subject to a total 
rs charge of not more than 5.5 percent. 

(At this point it must be recalled that the 2-percent share reserved to the 
aS Italian Treasury, bas made it possible to meet the expenditure connected 
18 with the operation, and, in addition, it permitted to earmark a fund to be 

j used in case of insolvency, and to give ample guaranty of exchange, which in 
3 the case of funds for the purchase of fuel is 100 percent, while in all other 


. instances it leaves the firms only a 25-percent flexibility. 


t : oo ie ; ; . 
3 (4) Amortization of the capital, to be effected in semiannual installments 
ny of approximately equal amounts and payable on the 15th of March and the 
d 15th of September of each year, beginning March 15, 1950, extends over 
varying periods depending upon the sector of industry to which the bor- 
y rower firm belongs, to wit: 4 years, terminating September 15, 1953, for rub- 
ber; 5 years, terminating September 15, 1954, for mechanical and electro- 
mechanical; 6 years, terminating September 15, 1955, for chemicals; 10 years, 
0 terminating September 15, 1959, for metallomechanical. 
» Finally, the amortization period for the group of miscellaneous con- 
cerns—agreement Y— is fixed in 10 years, but IMI is authorized in the indi- 
i vidual loan contracts with the [talian concern to determine at its own dis- 
( cretion, within the maximum period of 10 years, the time to be allowed each 
) company for amortization. 
3 (5) The agreements state in detail the procedure to be followed in utiliz- 
ing the loans; such procedure will be dealt with at greater length below. 


For the present it will suffice to refer briefly to the two forms provided 
advances and letters of credit. 

(a) Advances.—Under this procedure, Eximbank, at the request of IMI 
and “‘for the purpose of providing a fund that will permit of making payments 
for purchases and exportations”’ of financial items, extends advances against 
the financing accorded under any one agreement up to, on the average, 
j a total of no more than 15 percent of the financing proper. Such advances 

may be repeated from time to time, by giving evidence of their usefulness by 

means of vouchers and documents specifically requested by the Eximbank. 

Use of the last advance made must be shown within 90 days of the date when 
it was given. 

(b) Letters of credit—Furthermore, the Eximbank may, upon request. of 
IMI, assign the proper guaranty for repayment or the advancement of funds 


oe 
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to any regular bank in the United States for disbursements made or to be 
made by such bank pursuant to the terms of such letters of credit which it 
may issue at the request of IMI, with the approval of Eximbank, to finance 
the purchase and exportation of the goods permitted in the agreement. 

All financed merchandise had to be insured against the risks of land and 
ocean transportation under insurance arrangements satisfactory to the 
Eximbank and payable in United States dollars, and had to be carried by 
vessels sailing under the American flag. Later Eximbank gave its consent 
within certain limits fixed by the United States Maritime Commission so 
that financed merchandise could also be carried by vessels sailing under the 
Italian flag, but in such cases, of course, financing did not include expenses 
incurred by the joint borrowers on account of the ocean transportation. 

(6) The amount for which IMI is indebted to Eximbank because of grants 
made by the latter, either in the form of advances or payment of letters of 
credit which the former guarantees, is embodied in promissory notes issued 
by IMI and unconditionally guaranteed by the Republic of Italy. 

As for interest charges, these begin to apply on advances from the date on 
which payment is made against the respective promissory notes, and on the 
letters of credit from the date that payment is made by the regular American 
bank against these respective promissory notes. 

In respect of promissory notes relating to advances, it is specifically 
provided that the amount of each of these shall be in denominations of 
$10,000 or a multiple thereof. Finally, provision is made whereby, on request 
of the Eximbank, promissory notes issued may be replaced by others, in 
order to permit their being fractionated or amalgamated. 

(7) While the overall responsibility of IMI and the Republic of Italy in 
respect of the aforementioned promissory notes remains unaffected, IMI 
agrees to hold in trust on behalf of Eximbank every obligation or guaranty 
issued in favor of IMI by the Italian firms concerned, and applies in payment 
of the promissory notes all the proceeds obtained against’ such obligations 
and guaranties. 

Any proceeds received in excess of the amount required for payment of the 
interest and principal must be reported to Eximbank which may, should it 
so desire, request it to be applied in advance payment of the promissory 
notes provided however that the advance payment is made at the next 
following due date for interest or principal and interest payment was made 
by the firm to IMI. It is further arranged that Eximbank, in deciding 
whether to avail itself of its right to demand advance payment, will take 
into account the effect which such demand might have upon the dollar- 
exchange situation in Italy. IMI, however, prior to the date which Exim- 
bank should specify for any such advance payment, may, at its own discretion 
use any collections in excess. 

Provisions identical to those described above are contained in the agreement 
entered into with Eximbank on October 28, 1948, relative to financing in the 
amount of $4,625,000 to be allowed to the Compagnia Nazionale Artigiana 
(CNA)—National Handicraft Corp.—with a view to furthering the activity 
of the Italian handicraft industries. The only differences are those relating 
to the amortization, providing for seven semiannual installments from March 15, 
1951 to March 15, 1954, and a period of availability which was to terminate 
June 30, 1951. 

In July 1950, an amending agreement changed the terms relating to amortiza- 
tion, dividing into two parts the total financed amount, the first in the sum of 
$2,875,000, to be amortized under the terms originally established, and the 
second, in the sum of $1,750,000, reimbursable in 15 semiannual installments 
between March 15, 1953, and March 15,1959. The term for availability of this 
second sum was moreover extended to June 30, 1951. 


CHAPTER III. ACCEPTANCE AND EXAMINATION OF APPLICATIONS SUBMITTED BY 
FIRMS 


While negotiations with the Eximbank were still under way and in order to 
procure in advance all the informations necessary for expediting the placement of 
the loan, IMI [abiding by the principles underlying the granting of the loan, as 
they were taking shape in the course of the negotiations], in a brief circular letter 
to the firms listed all the basic data the individual firms were expected to furnish 
in support of their request for financing, and began to gather the applications. 

After the agreements between IMI and Eximbank were signed, all applications in 
hand and subsequently received—in a total of 607 for an amount of $382,500,000— 
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were subjected to a first screening, whereby 165 applicants in the amount of 
$132,300,000, were eliminated as representing firms that evidently did not possess 
all the desired requirements: Firms, outside the sectors of industry originally con- 
sidered exclusively financiable, firms that were not direct exporters or requiring 
materials held to be not eligible for imports by the Italian Government or not 
eligible for exports by the Government of the United States, or nonadmissible to 
financing on account of other special reasons. At the same time, about 100 appli- 
cations for a total of some $50 million were withdrawn by the applicants because of 
increasing difficulties in supplies or changes in their original schedules of work or for 
other reasons. There thus remained eligible for further consideration 342 appli- 
cations for a total amount of $200,200,000. 

On each of these applications, IMI carried out a complete investigation 
either through indirect channels—information generally obtained from bank- 
ing and industrial sources, or by technical and managerial verification 
effected on the spot direct for each firm by specialized trusted officials. The 
data thus assembled, together with the detailed information provided by the 
interested firms themselves as well as the general information available from 
Government and semipublic institutions enabled IMI to draw up outline 
reports indicating precisely the status of each firm as regards: 

(a) Actual ownership of the firm’s capital, competence of management, 
and standing within the respective sector of industry; 

(b) Actual structure, operation, and production capacity of the various 
industrial plants, in particular as concerns production intended for export; 

(c) Basie efficiency of business organization, in particular as regards sales 
abroad ; 

(d) Assets and holdings, financial and revenue capacity, with reference to 
the merit of the guaranties offered in connection with the financing desired; 

(e) The soundness of the work schedules submitted, both as respects 
technical and productive capacity and absorption capacity of both the home 
and the international market, upon taking into account for each branch of 
industry the competition to be faced; 

(f) The relation between the raw-materials requirement and the work 
schedule planned for the following 12 to 18 months, and the actual need for 
supplementary imported machinery; 

(g) The outlook, in connection with the anticipated volume of foreign 
sales, for the applicant’s bringing in the roquisite foreign currency both in 
order to replace later on the raw materials from abroad in quantities sufficient 
to maintain the export level achieved and meet the obligations necessitated 
by gradual repayment of the loan. 

These outline reports, together with the opinion of an ad hoc committee 
made up of experts from the Ministry of Industry and Commerce and the 
Ministry of Foreign Trade, respecting the advisability of permitting importa- 
tion of the materials requested, served as a basis for an examination of the 
transactions on the part of the Inter-Ministerial Committee for Import- 
Export Bank Loans, expressly organized for the purpose and vested with 
advisory functions (the final decision rests in all cases with the Minister of 
the Treasury). 

This committee, keeping in mind the essential purposes of the loan, was 
especially anxious to distribute it among firms demonstrating a particular 
capacity for a rapid resumption and development of their production market- 
able abroad, and reactivation of their traditional export channels, thereby 
contributing to reestablish Italy’s commercial balance. 

Particular attention was given to ascertaining actual requirements in raw 
materials to be imported, with relation to an operating schedule covering 
only 6 months instead of 10 to 12 months, for the sound reason of not encour- 
aging a possible tendency toward excess stock domestic prices and those 
prevailing in the United States. 

Pursuant to the aforementioned guiding principles, the transactions were 
reviewed in the light of the production capacity of the individual applicants, 
the soundness of their estate, financial capacity, and profits outlook, as well 
as the tenure in each firm of managerial and administrative staffs that would 
give assurance of sound business practice; so that in many instances the 
guaranties were based not so much upon the current value of the physical 
plant and real property as upon the individuals interested as guarantors. 

In this way the Committee was enabled to approve—subject to authorization 
of Eximbank for amounts above the $50,000 maximum—257 transactions in total 
conan of the loan, on all of which the signatures were gradually obtained one 
Vv one 
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Nearly all productive sectors, which are of direct or indirect interest to the 
exporting activity of the country, benefited by the loan, which permitted them to 
buy, on credit, materials, at that time rather scarce, machinery, equipment, and 
other special instruments. 


CHAPTER IV. UTILIZATION OF SUMS LOANED: ITS TECHNIQUE 


In connection with the agreements governing the relations between Eximbank 
and IMI, mention has previously been made of the general procedure as providing 
two methods: Advances and letters of credit. 

The first step taken for implementing the loan for each firm was the granting 
of an advance on application from the firm within the limits of the amount set in 
the contract; in addition, the applicant concern had to indicate the regular 
American bank (satisfactory to Eximbank) to which the amount requested was 
to be credited. This credit could be provided immediately following the signing 
of the contract between the firm and IMI, up to 25 percent of the total credit. 

The principal intention in granting an advance was to enable the borrower 
on its part to cover the payments on account which American suppliets might 
require in order to start work on orders already placed and, at the same time, 
create a guaranty fund to take care of the bank charges and other incidental 
expenses which the Eximbank considered so that the regular bank might be 
entitled to charge the Italian client for handling the details of the loan opera- 
tion. 

The practical significance of the advances was even greater than has been 
foreseen in the aforementioned outline of its intended purposes, because, as 
the advances could from time to time be renewed, when evidence was shown 
of the proper partial or total use of the amounts initially advanced, their 
special function became very much like that of an actual revolving fund, 
with which the borrower firms were able to make their purchases for cash 
or themselves guarantee payment on letters of credit opened by the private 
American banks without Eximbank guaranties, thereby managing either way 
to utilize most or all of the financing accorded them. 

On the principle of analogy the procedure used for the advances came 
to be adopted for refunding to the firms amounts paid out of their own 
funds against purchases made, on evidencing that the loan rules in point 
of procedure and type of merchandise had been observed. 

The second means of providing for payment of goods purchased with Eximbank 
funds was the letter of credit opened with a commercial bank in favor of the 
American suppliers. The Italian concern would make its arrangements with 
such bank and have the latter forward to IMI the text of the proposed letter of 
credit and through IMI would request Eximbank to secure reimbursement or 
advance to the bank of any sums paid out on the letter of credit. The request 
had to relate to a specific lot of merchandise and to a single supplier. Hence 
the application had to be supported by supplier’s offer in the shape of a pro 
forma invoice together with the Italian firm’s confirmation of the order. In 
the case of merchandise delivered f. 0. b. or f. a. s., the name had to be given of 
the forwarder expected to handle shipment to the Italian ports. The letter of 
credit opened under Eximbank guaranty was irrevocable and could not therefore 
be canceled prior to the expiration date given in the letter of credit itself, save 
with the express consent of the American beneficiary. 

The foregoing applies to all financing in group A (large firms) and B (medium 
firms), while for group C and Y (miscellaneous firms) IMI, became guarantor to 
Eximbank for repayment of the letters of credit opened by private American 
banks and for this purpose utilized the funds made available to it by Eximbank 
in the form of advances. As respects the relationship between IMI and concerns 
in the C and Y groups, it should be observed that whereas in the beginning here, 
too, most of the credits were paid out as advances, later, in order to exercise a 
stricter control on the accorded loans and thus prevents as far as possible any 
misuse of same, the letter of credit backed by IMI guaranty became the preferred 
procedure, and advances were then limited to such funds as were necessary to 
defray the bank’s commissions and incidentals. 

The documents required to prove suitable use had to be attached to an 
itemized statement showing the specific applications made of the accorded 
credit and generally consisted of receipted invoices or the like, evidencing 
payment effected through an American bank (letters of acknowledgment, 
cancelled drafts, etc.), ocean bill of lading (on United States or Italian 
vessels), insurance certificates from United States or Italian companies and 
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in the latter case reinsured or coinsured by American companies (Eximbank 
providing only for that portion of the premium corresponding to the coinsured 
share), and a certificate of United States origin for the merchandise imported. 

Failure to comply with any one of the conditions set down in the agree- 
ments— United States origin of the goods, shipment on approved vessels, in- 
surance by American companies satisfactory to Eximbank—usually meant 
disallowance of the application and nonfinanciability of the irregular lot 
complete. 

The dispatch with which this procedure operated undoubtedly fostered 
utilization of the credit facilities thus afforded and, notwithstanding the im- 
perfect knowledge possessed in the beginning by many small and medium 
Italian firms respecting American banking methods, the transactions in the 
vast majority of instances were carried right through without any hitch of 
a procedural character. 

Some complication worth mentioning arose only in connection with the 
compliance by some firms with the terms and conditions regulating the 
transport and insurance of the commodities so purchased. 

Occasionally, of course, especially at the very beginning, the merchandise 
was neither insured nor reinsured with American companies and often was 
shipped not on United States or Italian ships but on vessels flying nonad- 
missible flags. However, except for occasional problem cases, it was generally 
ossible to meet the situation thanks to the spirit of understanding which 
Vxinbank showed at all times, frequently assenting—with the approval of 
the United States Maritime Commission—to the financiability of items im- 
properly shipped, whenever good faith could be shown on the part of the 
borrower firm and the physical impossibility in the particular instance of 
obtaining any admissible vessels. In respect of insurance irregularities, 
aside from admitting coinsurance contracts, which was done early in waiver 
of the terms of the agreements, Eximbank likewise assented, as an excep- 
tion, to the financiability of goods assured in lire with Italian companies, 
and excluded from the credit, of course, only the insurance expenses not 
paid in United States currency. 

The Italian authorities were prevailed upon to show similar expeditiousness on 
the import end in the procedures provided for merchandise purchased with 
Eximbank loans. 

This, also in relation to the agreement previously reached with the Eximbank 
and sanctioned by article 6 of Degree Law No. 891 of September 11, 1947, which 
states that ‘‘the Minister of Foreign Trade * * * in order to ensure the normal 
operation of the financing and of the transactions contemplated in the decree, 
can Waive any provision regarding currency matters which maya ffect importation 
or exportation. : 

To this end, by means of a specific provision of law, a special procedure was 
established for expediting as much as possible the release of import licenses. 

IMI, in its capacity as administrator of the financing operation, was 
requested to supervise the import applications submitted by the borrowing 
firms and the handing of the granted applications at the U. I. C., an agency 
in charge of the distribution and control of currency. The import permit 
issued by the latter would be sent to IMI for forwarding to the parties 
coficerned. 

The procedures in question, based upon agreement of the goods described 
in the permit applications with the lists of financiable items attached to every 
IMI firm contract, finally led to the formation of a limited Technical Control 
Committee, having precisely the duty of reviewing all such import applica- 
tions as would require special approval by reason of their not corresponding 
fully to the above-mentioned lists, such approval having to be granted by the 
Italian Ministry of Foreign Trade and the Ministry of Industry, both repre- 
sented in the aforementioned Committee together with IMI. The impor- 
tance and usefulness of this Committee was especially realized when, owing 
to the altered situation on the United States market, frequent changes had 
to be introduced in the type of merchandise purchasable with Eximbank 
loans. 

It is here in order to say a few words about the amounts comprised within the 
total of $97,300,000, that is, without including the funds granted and now in 
use by the National Crafts Corp. 

As at May 31, 1951, on which date the loan operations may be considered to 
have been concluded, except for some small items for which final documents 
were still in process of being prepared by the interested parties, the sum of 
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$97,134,746.85, was extended, making 99.83 percent of the total made available 
by Eximbank. 


This amount is spread among the three key industrial groups as follows: 


Group A (large firms) (99.82 percent)__.........._____. $46, 118, 092. 
Group B (medium firms) (97.79 percent) __....._.__..__- 33, 260, 134. 
Groups C-Y (small and miscellaneous firms) (99.93 percent). 16, 756, 520. 


ia lt i ate ce el meh be tee 97, 134, 746. 85 


As regards the use of this financing it can now be stated the above figure was 
divided in the following way: 


Street noon Letters of credit 


Number | Amount | Number Number of 
payments 


POE Sh 6 cieccagaase<dh shah bh ceediane 130 |$38, 268, 000 255 7, 850, 000 
a ee a aids die 230 | 11, 421,000 802 | 22, 839, 000 
Groups C to Y...-.... pavodgnd diadedn stile 219 | 2, 186, 000 734 | 14, 571, 000 


bet Or) thar 579 | 51,875, 000 | 1,791 | 45, 260, 000 





CHAPTER V. UTILIZATION OF SUMS LOANED, GOODS COVERED 


As already pointed out, the uses to which loans by Eximbank were applied 

experienced considerable variation, with respect to the types of good involved, 
when compared with the uses originally proposed. 
» This came about mainly as a result of a change in the position of the Italian 
balance of payments in consequence of additional assistance from the United 
States, formerly in the form of interim aid and later through the early activities 
of the ERP program. 

Accordingly, then, whereas in the beginning it was felt that the sums made 
available by Eximbank should be used almost entirely for the purchase of raw 
materials and only then for durable and immediate consumer goods—like solid 
and liguid fuels, iron and steel, etc.—later, for the reasons indicated above, there 
was a gradual tendency toward other and highly specialized products for pur- 
poses intended not only to maintain normal productive activity but rather and 
particularly to attain improved production as well as a reduction in costs. 

Hence in the beginning great portions of the loan money went to pay for the 
solid and liquid fuels needed both to encourage productivity as well as to serve 
its normal function as an item basic to the very survival of industry itself. But 
as soon as Italy’s requirements in such basic products could be satisfied by assist- 
ance in some other guise (interim aid), purchases by the various industries moved 
in the direction of those raw materials and semimanufactured goods more directly 
involved in the different phases of production. When Marshall plan aid became 
available—this covered vast range of raw materials and manufactured *0ods— 
borrowers from Eximbank tended even more to emphasize the special character 
of their purchases, directing them more particularly toward the acquisition of 
machinery and equipment indispensable for modernizing their plants and reducing 
the cost of production. 

As at May 31, 1951, the total loan of $97,300,000 granted by Eximbank, was 
distributed as follows: 


emer Re Teenie Panes ee ee ee ve Soomaceme $22, 863, 005 
Raw materials and semimanufactured goods_-___-_-..--.---- 38, 954, 538 
OG cas ae ob ciel nas Raker bales ase inn oe dere 33, 146, 520 
Miscellaneous materials and freights_-__........-.---------- 2, 259, 460 
Unused balances and advances still to be accounted for_____-_- 176, 477 


Be i erate les cease RN hime teal Meat elie tees 97, 300, 000 


The proportion applying to purchases of machinery, originally estimated at 
about 15 percent, actually amounted to nearly 34 percent—a figure which becomes 
36 percent if materials intended for fixed installations are included—owing to the 
change in the market situation which had intervened; whereas fuels which had 
attracted such heavy amounts as to account for a large percentage of purchases 
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in the earliest stages of the loan, now, in the subsequent stages, declined to 
practically nihil. 


A more detailed analysis of the types of goods as grouped above gives the 
following picture: 
Amounts in 


Materials: U. S. dollars 
ee aI ONO RII i sini ob Adimncleniow vide mete eins 19, 633, 142 
Mineral oils, liquid fuels and lubricants___.._........_. - 3, 229, 863 
Iron, steel and allied products........................- 18, 392, 473 
peumeer Gs Gee So as oe ks ee ate 10, 902, 787 
Nen-motel-ferm0te Green oo a stoi eee CE ae 1, 807, 830 
ee ee ee ee a a 4, 022, 759 
ORs io Wiss wcnieers ond ees weld wnewnawess doontlis. 289, 871 
Textile raw materials (cotton, rags, wastes)__________ 1S 1, 486, 685 
Fats and vegetal and mineral oils__.........-.-----_-- — 634, 576 
Animal and vegetal products... 2... sse esc: 169, 300 
Per GRD al. <toxcdtatas oblate Gate bead a a 763, 562 
Pa ssid iwiide CN Gh de eee ewes wems wales het 307, 218 
I ec N is ss sk ning ac ecaitac i ls l'oeil siacicbae 77, 475 
Dee Ree ct es 3 55 obs b Tee He CAL 1, 199, 778 
I CN I I i i i octet ene aii 13, 096, 493 
Steel and iron working machines._._...........-------- 11, 812, 820 
UNI Tk ee os in es tie ween cll abegiainai + 6, 444, 165 
Dae GREG EIU... canderaednnan din tera aanone 93, 236 
CA he crakt Ciel atta sipiahl Sicha alkcihickiha. tail bila ested acts Sota teas 500, 000 
Freights and sundries (advances to be accounted for 

IS dicchabikie abides damn es ante aman 2, 270, 683 
FONE cath. ncn det om ae claphbatanthdah sie dil dutlain trate otis slimy cave tale 97, 134, 747 


Following is an itemized statement showing the use of the loans with 
reference to the different sectors of activity to which the borrower firms 














belong. 
Materials purchased (United States dollars) 
To rine — a ns 
. te ate- | Sundries 
Groups of financed firms | Solid and = roe | ora _ a 
liquid fuels rialsand | freight ad- 
‘ it nhianel semimanu- Machinery | vances to be | Total 
= oils | ‘factured | accounted 
- goods } for 
Food__. see alll 1, 561, 001. 12 | 1, 458, 736. 43 60, 954. 34 3, 080, 691. 89 
Mines 4, 921, 312. 28 71, 872. 62 | 1,081, 606. 07 | 6,074, 790. 97 
Mechanies and electromechanics- 22, 962, 817. 51 (18, 963,877.55 | 1, 550,326.24 | 43, 486, 021. 30 
Steel and iron... 11, 986, 673. 86 | 3, 521,367.99 | 8 42 389, 505. 62 | 24, 
Chemicals 5, 246, 203. 59 | 4, 491,342.30 | 1 74 141,939.95 | 11,2 
Leather 859, 876. 36 71 954, 718. 07 
Textiles and apparels 595, 465.69 | 1, 62 1, 698, 337. 31 
Rubber 708, 815.74 | 42 ), 183. 76 72, 992. 94 4, 497, 992. 44 
Telephones 753, 125. 50 1, 313. 73 754, 439. 23 
Air transports 500, 000. 00 } 500, 000. 00 
Paper, print, sundries - -. 321, 485. 14 293, 188. 24 44, 650. 79 659, 324. 17 
Total - 22, 863, 005.47 (38, 854, 537.99 (33, 146, 519.78 | 2,270, 683.61 | 97, 134, 746. 
Unused balance. --.-.- 165, 25% 
Grand total... -.. 97, 300, 000. 00 


Now, on the subject of group A, the large concerns, the percentages as dis- 
tributed among purchases within the major classifications were as follows: 


Percent 

eid anes fiatsid fesles obi cass weal ic canes 2bees Leste eee’ 44.0 
Raw materials and semimanufactured goods__.._.__........---u..- 30. 4 
eitichinerr ond Gauinrittiia ss oui oils can Shs ees See 18.3 
PUPS ORR GUNERY-ThOMRin 8 os SR aes ei SL A 7.3 
‘SeeGbsube. Os 2hedus-uulaleoss oul dee eal a eas ig r00. 0 
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In group B, medium-size industries, the distribution, on the other hand. 
proved to be as follows: 


Percent 
Solid and liquid fuels 
Raw materials and semimanufactured goods 
Machinery and equipment 
Miscellaneous items 


Finally, in groups C and Y primarily concerned with the smaller firms and 
for amounts under $50,000 each, the distribution was: 


Percent 


CHAPTER VI. HINTS ON TECHNICAL AND ECONOMIC SCOPE OF THE OPERATION 


As the time the Eximbank loan was about to become operative, practically 
every industry in Italy was faced with three fundamental problems, on the solu- 
tion of which depended the general economic revival of the Nation, and in par- 
ticular, the reactivation of channels of trade with foreign countries: 

(1) Problem of a financial order arising from the dearth of money, as a conse- 
quence of the total depletion of the national income caused by war events; deple- 
tion which affected drastically all possibilities of credit. The more so, inasmuch 
as, on the one hand, the policy followed by the Italian Government was rightly 
directed to avoid a further plummeting of the Italian financial situation toward 
an uncontrollable monetary inflation—the danger of which was impending at the 
time—and, on the other hand, the limited financial resources still available for 
investment out of the national income had been greatly drained to meet the most 
immediate public needs (reconstruction of railroads and roads, bridges, and other 
urgent public works) which was the fundamental premise for starting on the way 
to recovery. 

To this it must be added that the need for more credit was increasingly and 
urgently felt by all industries confronted with heavy expenditures for recon- 
structing purposes, and badly in need of more circulating capital to build up 
again supplies of materials, which had been destroyed or otherwise depleted 
during the war and postwar period. 

(2) Production and technical problem.—In every industry these consisted in the 
urgent necessity of establishing regular channels for obtaining raw materials 
originating from foreign markets in sufficient quantities and in grades suitable for 
intended export production; and, on the other hand, to improve numerous features 
of equipment to the level of advancement achieved by production engineering 
abroad, particularly in the United States. 

(8) Economic problem.—Directly connected with the preceding problems and 
arising from the absolute necessity of reducing to the world market levels the 
domestic costs of production which at the time were inordinately high. The 
reasons for this lay, for one thing, in the small output as compared with the capacity 
of the individual plants, often, in turn, caused by the restricted market which Italy 
itself could offer the product, whence the necessity of rapidly building up a foreign 
market; and, for another, in the high cost of money and of raw materials generally, 
by virtue of disparity between demand and supply for these items; and, finally, 
in the burden of excess staff, to relieve which no solution could at that time be met, 
for social and political reasons. 

In this conjuncture the specific usefulness of dollar financing by Eximbank was 
pointedly indicated. Moreover, it was granted, as stated, on especially favorable 
terms and for the definite purpose of facilitating the purchase at the price at point 
of origin—that is, in a great many cases at less than the price on the home market— 
of essential raw materials and modern machinery and equipment. Consequently 
this financing rapidly made its way to the individual firms, injecting new lifeblood 
and enabling them to introduce more efficient methods and processes, thereby 
leading to increased quantity and improved quality of output, and ultimately 
making it possible to reabsorb the excess labor supply, to reduce the cost of pro- 
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duction, gradually to revive foreign trade and thus reestablish the normal economic 
functioning of these industries. 

The mechanics of the loan, as established from the start, while limiting its use, 
because of its direct destination to industrial firms belonging to certain sectors, 
curbed in the meantime the danger of an excessive fractioning and consequent 
dispersal of the benefit, with the possible ultimate result of offsetting its advantages. 

Conversely, the choice of the sectors and firms receiving the financing, was in 
itself a guaranty that the beneficial effects of the rehabilitation implemented by 
the loan would not be limited to the narrow group of individual firms directly con- 
cerned but rather would be reflected practically over all the sectors of industries 
in any way connected with the activity of the firms themselves. 

It is in this sense that it can be said that the stimulating impact of the Exim- 
bank loan, originally directed only to some of the vital centers of the Italian 
economy, has gradually seeped through and permeated larger areas of the said 
economy, and has brought about much more widely and deeply felt benefits than 
could be achieved had the loans been indiscriminately extended from the 
beginning. 

It must be recalled, finally, that the flexibility allowed in the application of 
the loan, made it possible to adjust it to the varying national and international 
trends. 

Contrary to what happened in the case of other international aids, the operation 
of the Eximbank loan was not affected, either on the American or the Italian 
side, by the unavoidable shortcomings usually connected with bureaucratic manage- 
ment. Both the Export-Import Bank and the Istituto Mobiliare Italiano, main- 
tained the handling of the loan as much as possible within the limits of current 
banking practice, never failing however the principle underlying the loan, To 
this end, rather than rigidly applying formal schemes, the achievement of the 
basic aims was considered the goal, that is the rehabilitation, in the shortest 
possible time, of all the key sectors of the Italian industry. 

As already indicated, this fundamental attitude made it possible to revise the 
agreements from time to time, as the conditions of the various sectors concerned 
would make it advisable; it made it possible to change the schedule of purchases 
to include other commodities in accordance with the new specific requirements 
it granted a considerable freedom of action to the individual firms, by means of 
the ‘“‘advance”’ type of disbursement; ete. 

Thus, it was possible to avoid any interference with or duplication of other 
forms of assistance subsequently extended (interim aid, Marshall plan), and the 
Eximbank loan could be carried on and concluded on the bases of the main lines 
originally foreseen, fulfilling the very aims for which it had been planned and put 
into effect. 

An indication of the usefulness of the loan is reflected by the appreciations, 
often very detailed and unanimously favorable, expressed, in writing at times, 
by foremen of a large number of firms (large, medium, and small); and this 
was achieved notwithstanding the many difficulties inevitably connected 
with the operation of so complicated a mechanism, and notwithstanding the 
fact that quite often speedy action was required in extending the credits. 

It is not to be gainsaid that many borrower firms had expressed the view 
that a longer repayment period and a less onerous finance charge “would 
have been of direct and decisive benefit.’’ In relation to the above, the Istituto 
Mobiliare Italiano, who already in the course of negotiations had indicated 
the advisability of such a concession, interpreting the firms’ wish, has again 
brought up the problem for the attention of the directors of the American 
financing agency who, with their usual spirit of comprehension and coopera- 
tion, have agreed to reexamine the problem. Negotiations to that effect are 
now underway. 

From the foregoing data and analysis the conclusion may be drawn that a 
large proportion of Italian industrial concerns, variously and in varying degrees, 
directly or indirectly benefited by the loan inasmuch as, at the time, they found 
it to be the most effective means of starting toward a solution of the multiple and 
trying problems with which each and every one of them was beset. 


FINAL CONSIDERATIONS 


The foregoing description of the progress of the Eximbank loan and its reper- 
cussions in Italian industry and economy would appear quite sufficient to allow 
more than positive conclusions to be drawn respecting the success of the entire 
operation. 
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As a general thought it may again be stated that a decisive factor making for 
this success was the actual mechanics of the procedure which followed the lines 
originally laid down. 

The participation of two banking institutions—the Export-Import Bank, on 
the one side, and the Istituto Mobiliare Italiano, on the other, into which were 
concentrated the performance, by each according to its functions, of all the 
processes relating to the operation, greatly facilitated progress and made it 
possible to introduce a certain uniformity together with flexibility, which. as has 
te made abundantly evident, were among the features most essential to the 

an. 

Concentration in the hands of IMI of the complete job of receiving and apprais- 
ing the applications and checking up on the intended use enabled Eximbank, in 
turn, to carry out smoothly and expeditiously the procedures agreed upon and to 
feel assured at all times of full compliance with the requirements and to know 
for a certainty that the funds were going where they were intended and being 
used to the best advantage for accomplishment of the overall objectives. 

From still another point of view, there can again be no question that the Exim- 
bank loan to Italy was an experiment of the greatest interest, the success of which, 
while affording keen satisfaction to the participating groups, can also in many 
ways serve as a helpful guide to possible similar programs in the future. 

The Istituto Mobiliare Italiano, in conclusion, wishes once again, in its own 
name and on its own behalf, to thank the Export-Import Bank of Washington 
and the other American banking institutes whose cooperation went a long way in 
assuring the success of the program. Furthermore, it takes pleasure in confirming 
without reservation the statement made by an Italian firm which was one of the 
organizations most benefited by the loan: ‘‘The Eximbank loan has been truly 
invaluable, not to say decisive, in helping effect our industrial recovery.” 

It is the hope of the Istituto Mobiliare Italiano that similarly the official 
agencies and the various organizations of the United States will view the progress 
and completion of the program with as much satisfaction as do their Italian 
counterparts; that the Eximbank loan may indeed come to be regarded as a 
milestone in the reestablishment of banking and business relations between Italy 
and the United States, and that its salutary effects shall not be deemed to have 
ceased when the funds in question shall have come to an end, but will rather extend 
into the future in an ever closer and more cordial bond of mutual cooperation. 


Senator Bennerr. Did Mr. Pape come in? Will you come forward 
now, sir? After Mr. Pape is through there is only one other witness. 
We will try to finish before we recess. 

Mr. Pape is being accompanied to the witness table by Mr. P. 
Gutierrez Roldan, managing director of Altos Hornos de Mexico, S. A. 


Will you both identify yourselves for the record so that the ste- 
nographer will know who you are? 


STATEMENT OF P. GUTIERREZ ROLDAN, MANAGING DIRECTOR, 
ALTOS HORNOS DE MEXICO, §. A. 


Mr. Rotpan. My name is Pascual Gutierrez Roldan, managing 
director of Altos Hornos de Mexico, 8S. A. The title of ‘Managing 


Director” is more or less equivalent to the title of “President” of a 
company here. 


STATEMENT OF H. R. PAPE, GENERAL MANAGER, ALTOS HORNOS 
DE MEXICO, §. A. 


Mr. Parr. My name is H. R. Pape. I am general manager of 
Altos Hornos de Mexico, S. A. 

The idea of founding a flat roll steel products plant in Mexico 
evolved from the constantly growing requirements of the country in 
tinplate, which was imported from Europe and the United States. 
The quantities consumed from 1938 to 1940 of tinplate were not 
sufficient to warrant an integrated type of mill based upon using 
Mexico’s natural resources such as coal, iron ore, limestone, dolomite, 
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magnesite, et cetera. However, a technical survey of the situation 
showed that combining other products such as tank plate, ship plate, 
light structural plate, deep drawing sheets, strip along with tinplate 
and cast iron water pipe, the total tonnage was barely sufficient to 
make profitable an integrated installation, 

In 1941, preliminary ‘plans were completed and construction begun 
in early 1942. The plate mill of Altos Hornos was completed in time 
to deliver sizable quantities of ship plate to the United States Maritime 
Commission for building of parts of Liberty ships at a moment when 
the production of ship plate in the United States was not sufficient to 
take care of the urgent war needs. Altos Hornos de Mexico, being 
desirous to help out in this moment of need, delayed somewhat the 
completion of its light sheet and tinplate facilities in order to be able 
to take care of the more urgent wartime needs of the United States. 

Our company was originally conceived to produce a maximum of 
75,000 metric tons of ingots per year. Today we are producing at 
the rate of 200,000 tons of steel ingots per year, and our program calls 
for our reaching a rate of production of 260,000 tons per year some- 
time during the next 6 or 8 months. 

Altos Hornos, as can be seen from the above, has endeavored to 
keep pace with the ever-growing requirements of Mexico in flat rolled 
and cast iron tubular products. During the war years, we were able 
to fulfill our promise to the Office of Economic Warfare of relieving 
the allied producers of tinplate sheets and plate of having to export to 
Mexico these much needed products, thus reserving this steel for war 
needs. In the meantime we have endeavored to keep pace with the 
crowing market. However, the existence of an important source of 
supply for our products in Mexico has fomented consumption beyond 
all of our calculations, with the result that Mexico today is importing 
more iron and steel products than were imported previous to the 
existence of our company. 

In the planning and financing of our company, we have had to do 
with 3 loans, namely, the original Altos Hornos de Mexico, S. A. 
project loan of 1942 for $8 million, the expansion program of Altos 
Hornos loan of 1951 for $5 million, and the coal mine development 
project loan of Carbonifera Unida de Palau, S. A. for $2,700,000 
in 1950. 

We can state without reserve that our operations and contacts with 
the Export-Import Bank have not only been courteous, agreeable, and 
considerate, but that the results obtained in the form of loans have 
made almost directly possible the existence of our industry in Mexico. 

All details, studies, and correspondence with respect to these 3 loans 
were handled with reasonable promptitude and all data submitted 
was seemingly very carefully considered and studied, as could be 
observed from the understanding manner in which the technicians 
and experts of the Export-Import Bank were able to discuss the 
matter with our representatives. 

Without any doubt, the assistance of the bank has aided consider- 
ably in the developing and expanding of our industry and of our 
economy, and by its very nature has caused to be purchased in the 
United States considerable equipment and machinery. 

It is our opinion that the operations of the bank, as an instrument 
to aid in financing and to facilitate the foreign trade of the United 
States, has been successful. However, we feel that its operations to 
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develop projects which will improve the economy of freindly countries 
is somewhat hampered by the full percentage of the loans being ear- 
marked for only the purchase of equipment, services, and machinery 
in the United States, without allowing certain leeway, on the part 
of the officials of the bank, in exceptional cases, with respect to the 
use of funds for purchase of equipment or services in the country 
where the loan has been made. Or in other special cases, a percentage 
of the loan for working capital, where precisely defined in an agree- 
ment between the recipient and the bank. We fully appreciate the 
dangers involved, but we feel that there are cases where a banking 
institution, to protect itself and its customers, needs to have some lee- 
way with respect to working capital loans, although this has never 
come up in our relations with the Export-Import Bank. 

It is also our opinion that the functioning of the Export-Import 
Bank, as a means to develop friendly relations and to improve the 
economy of other countries in the Americas, has been more successful 
than other plans of aid adopted in Europe. The Export-Import Bank 
officials and employees have made good friends for the United States. 
This has made good business for the countries to which the loans have 
been granted. There is no greater satisfaction than to have received 
help on a project which has been submitted, and then to be able to 
face your helper on equal terms, having met squarely your obligations. 
We believe the Export-Import Bank is breeding this type of relation- 
ship, which is healthy and appreciative to all. 

We submit that respectfully, sir. 

Senator Bennerr. Thank you, Mr. Pape. Do you have any ques- 
tions, Senator Payne? 

Senator Payne. No. 

Senator Bennerr. I have been very much interested in your com- 
ment that you feel the Export-Import Bank should liberalize its policy 
and permit some of the money obtained through its loans to be spent 
locally. Do you believe that should be further liberalized to permit 
that money to be spent in other competing markets? In other words, 
should an American Export-Import Bank loan be used to finance 
purchases from Europe? 

Mr. Parr. No. It is our opinion that the basic purpose of the 
Export-Import Bank was to further exports and imports. However, 
that purpose seemingly has been expanded to help the countries in 
the Americas develop themselves technically and industrially, but at 
the same time fulfilling its basic purpose of exporting or importing 
from or to the United States. 

It seems to us that a banking institution that can only help on 
exports, in our particular case we are interested in machinery for the 
developing of an industry, is limiting itself and its customers in the 
protection of their mutual interests. For example, in our particular 
case, we have facilities in Mexico for the building of certain machinery, 
accessory machinery, not the big machinery but the smaller stuff. 
We have facilities for developing out basic products where the loans 
which are made for machinery could be better protected should there 
be a means of using a part of that loan for the purchase of equipment 
only in the country where the loan was granted but not from sources 
other than the United States. 

Senator Bennerr. Of course, it is assumed, I suppose, by the men 
who operate the Export-Import Bank under the basis of the law 
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passed in 1934 that companies such as yours should be able to finance 
their local purchases from other sourccs of capital, and that the 
Export-Import Bank is a specialized service and not a source of general 
capital financing. 

Mr. Parr. We understand that is the law. We are suggesting 
that the law might be modified if the Export-Import Bank were to 
be used for a purpose other than merely purchasing in the United 
States. If it were to be used for the purpose of developing further 
Latin American countries so that they could stand better on their 
own feet 

Senator Bennert. That projects an entirely different concept of 
the functions of the bank, and it raises the basic question as to whether 
the money of one government should be used to develop industry in 
another country or whether that should not be the function of private 
capital or the credit of the country in which the industry is being 
developed. 

I admit there is an argument to be made on both sides. But 
apparently the men who wrote the law and the men who have operated 
under it have assumed that that was outside of the proper function 
of financing by the American Government. 

Mr. Roldan, do you have anything to say for the record? 

Mr. Rotpan. I would like to clarify a little bit the conception of 
the point we were just referring to. The question is this: When an 
industry like ours receives a loan it aims to integrate it with its own 
economy, to increase the possibilities of repaying it, so at times there 
are materials we can buy locally that would be to the i improvement of 
the economy and ultimately will be of great help to us in repaying 
the original loan. It is in that sense that we are thinking of the 
possibilities of using some of the loans to buy materials locally. 

Senator Bennett. I can understand the point of view, but I feel I 
should point out the other point of view. You have had 3 Export- 
Import Bank loans for a total of $15,700,000. They have not repre- 
sented all your financing. You have had a great deal of capital either 
from private investors in the United States or from private investors 
in Mexico or both. So you have not been deprived of the opportunity 
of making local purchases. We come to the question of earmarking. 

Let me ask you another question—I think I know the answer 
was your loan guaranteed by the Mexican Government? 

_ Mr. Rotpan. It was guaranteed by one of the Government’s bank 
institutions. 

Senator Bennett. Guaranteed by the Mexican Government. I am 
reaching out into the blue for an idea. Wouldn’t a companion loan 
from the International Bank probably be more appropriate to supply 
funds that you might spend locally rather than from the Export- 
Import Bank, which has a very definite purpose and a limited 
objective? 

Mr. Roupan. You see, Senator Bennett, borrowers are always look- 
ing for more reasonable terms of credit. That is a plain answer to 
your question. Money locally in Mexico is considerably more ex- 
pensive than the money we can obtain from abroad, especially from 
the United States. Whenever it is possible for a business to borrow 
at a cheaper rate of interest the businessman goes there. 

Senator Bennett. Let me ask you another question. Has the 
$15-million-plus that has been supplied by the Export-Import Bank 
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covered most of your present plans for expansion? Do you have plans 
for future expansion which will involve more loans from the Export- 
Import Bank? 

Mr. Paper. The first loan is almost paid up. The $8 million will 
be paid off in 3 more years, and we have started payment on the 
second loan, the $5-million loan. 

Of course, we have plans for further expansion. But as to what will 
be the means of financing them we have not decided yet. 

It might be constructive to let you know that of the present program 
of expansion, which is for almost $9,500,000, perhaps $10 million, we 
used $5 million from the loan of the United States and $5 million from 
our own resources. 

Senator Bennerr. You suggest the next question. You have had 
$15,700,000 from the Export-Import Bank. How much private capi- 
tal have you put in against that? 

Mr. Roupan. In round figures, it is about 200 million pesos. That 
is about, $25 million. 

Senator Bennerr. So the Export-Import Bank has supplied a 
little less than 40 percent of your capital and you have supplied the 
balance, mainly from Mexican nationals rather than from stock- 
holders in the United States? 

Mr. Roupan. That is right. Of course, the reinvestments have 
been out of our own areas, and have been considerable in the last 2 
or 3 years. 

Senator Bennert. Of course, those earnings are still available to 
spend in the Mexican market for machinery and replacement? 

Mr. Roupan. Yes, sir. 

Senator Bennerr. I appreciate your point of view. I can under- 
stand, having been a borrower, how anxious a borrower is not only 
to get the best possible terms but to lighten the burden as he goes 
along, if he can, 

We appreciate your being with us. I shall supply for the record 
at this point the letter from Mr. Pape of September 17, 1953, which 
was written in response to the questionnaire of the committee. 

Mr. Parr. Thank you very much, Mr. Chairman. 

(The material referred to follows:) 

Auros Hornos pe Mexico, S. A., 
Monclova, Coahuila, September 17, 1953. 
Senator Homer E. Capesart, 
Chairman, Committee of Banking and Currency, 
Senate of the United States, Washington, D. C., U.S. A. 

Dear Senator Capenart: In reply to your kind letter of September 3d, with 
respect to the study of the operations of the Export-Import Bank of Washington, 
we can state without reserve that our operations and contacts with the Export- 
Import Pank have not only been courteous, agreeable, and considerate, but that 
the results obtained in the form of loans have made almost directly possible the 
existence of our industry in Mexico. 

1. I have had to do with three loans, namely, the original Altos Hornos de 
Mexico, 8S. A. project of 1942 for $8 million, the expansion program of Altos 
Hornos loan of 1951 for $5 million and the coal mine development project loan of 
Cardonifera Unida de Palau, 8. A. for $2,700,000 in 1950. 

2. All details, studies and correspondence with respect to these three loans were 
handled with reasonable promptitude and all data submitted was seemingly very 
carefully considered and studied, as could be observed from the understanding 
manner in which the technicians and experts of the Export-Import Bank were 
able to discuss the matter with our representatives. 


3. Without any doubt, the assistance of the bank has aided considerably in the 
developing and expanding of our industry and of the economy of Mexico, and by 
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its very nature has caused to be purchased in the United States considerable equip- 
ment and machinery. 

4. It is our opinion that the operations of the bank, as an instrument to aid in 
financing and to facilitate the foreign trade of the United States, has been suc- 
cessful. However, we feel that its operations to develop projects which will im- 
prove the economy of friendly countries, is somewhat hampered by the full 
percentage of the loans being earmarked for only purchase of equipment, services, 
and machinery in the United States, without allowing certain leeway, on the part 
of the officials of the bank, in exceptional cases, with respect to the use of funds 
for purchase of equipment in the country where the loan has been made, or in 
other special cases, a percentage of the loan for working capital, where precisely 
defined in an agreement between the recipient and the bank. We fully appreciate 
the dangers involved, but we feel that there are cases where a banking institution, 
to protect itself and its customers, needs to have some leeway with respect to 
working-capital loans, although this has never come up in our relations with the 
Export-Import Bank. 

It is also our opinion, as a result of some 10 years’ contact with officials in 
Mexico and after having had, during that period, several opportunities to return 
to Europe—where I had worked some 15 years before coming to Mexico—that 
the functioning of the Export-Import Bank, as a means to develop friendly rela- 
tions and to improve the economy of our neighbors, has been more successful than 
other plans of aid adopted in Europe. The Export-Import Bank officials and 
employees have made good friends for the United States in Mexico. This has 
made good business for the Export-Import Bank and, by the same token good 
business for the countries to which the loans have been granted. There is no 
greater satisfaction than to have received help on a project which has been sub- 
mitted, and then to be able to face your benefactor on equal terms, having met 
squarely your obligations. I believe the Export-Import Bank is breeding this 
type of relationship, which is healthy and appreciative to all. 

My belief in the good that the Export-Import Bank has done here in Mexico 
is such, that I would not hesitate to testify before your committee, provided the 
dates are such that it can be managed with respect to the business for which I 
am responsible here in Monclova. From this center of operations we handle a 
steel mill, iron mines, coal mines, and this does not leave room for many other 
activities. However, if you will advise me well in advance of the dates you have 
planned for your hearings, and should my testifying be of any use to you, I shall 
be glad to advise you of the possibility of assisting. 

Sincerely yours, 
H. R. Parr, General Manager. 


Senator Bennerr. It appears that if we can spend a few minutes 
more together we will not have to come back this afternoon. Our last 
witness is Mr. William J. Siemon. Mr. Siemon has a Wall Street 
address. He will have to identify himself otherwise. 


STATEMENT OF WILLIAM J. SIEMON, NEW YORK, N. Y. 


Mr. Sremon. I am William J. Siemon, financial executive of the 
New York office of the Corporacion de Fomento de la Produccion 
of Chile, otherwise known as the Chilean Development Corp. I 
reside in East Orange, N. J. 

However, I would prefer to appear not in my official capacity as 
financial executive of the Corporacion de Fomento de la Produccion 
of Chile, which is an instrumentality of the Chilean Government, 
but rather as an individual, a citizen of the United States. The 
opinions that I will express are based upon my many years of expe- 
rience in the commercial banking business on both domestic and 
foreign sides, including much experience in foreign exchange and 
arbitrage, and particularly my experience in international financing 
and dey elopment during the past 13 years. Those 13 years did not 
cover one credit nor one project. My relationship with the Export- 
Import Bank has been in connection with many projects and many 
credits. 
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To repeat in full, Mr. Chairman, my letter of September 14, which 
was in answer to the committee’s letter of September 30, would be 
time consuming. Therefore, with your permission, I would like to 
confine my remarks to what in my opinion are the more important 
aspects of. the study being made e your committee. Those three 
questions, as I see it, briefly stated and in the inverse order of their 
importance are: 

(1) Have credits of the Export-Import Bank assisted in developing 
and expanding the economy of other countries? 

(2) Has the Export-Import Bank aided in financing and facilitating 
the export-import trade of the United States? 

(3) Has the Export-Import Bank aided American industry? 

Based upon my experience, it is my opinion that the Export-Import 
Bank definitely has contributed to the development and the expanding 
of the economy of other countries, and toward increasing their capacity 
to purchase United States exports. 

To the degree to which we enable another country to develop a 
certain basic industry or fill certain internal requirements, we enable 
that country to increase their purchases in the United States of other 
oods. 

: I will use as an example those loans granted by the Export-Import 
Bank to Chile in connection with that country’s hydroelectric develop- 
ment, and in the erection of its steel mill. 

The hydroelectric development represents a savings in Chile’s 
foreign-exchange budget, which would otherwise be spent for the 
importation of fuels, and to the degree to which Chile can so effect a 
saving in its foreign-exchange budget it becomes a potential buyer of 
other goods from the United States. 

The steel mill in Chile, using as it does local iron ore, limestone, and 
coal, results in a savings in foreign exchange which would otherwise 
be expended for the importation of that country’s basic steel needs. 
For Chile, an exporter of iron ore, to ship that iron ore 6,000 miles 
to the United States and then turn around and import fabricated 
steel another 6,000 miles, constitutes a distinct economic waste. 

If one only considers the cost of the freight involved, it would be a 
sizable factor. Asa matter of fact, the total inland and ocean freight 
on certain steel products, such as structurals, is approximately 30 
percent of the f. o. b. factory price of the steel. I think that is the 
thing we must consider in terms of the Western Hemisphere. 

To the extent that Chile, or any other country with a similar project, 
saves foreign exchange by being able to produce internally its basic 
steel needs, it means that that country has more dollars for the pur- 
chase of more highly fabricated goods from the United States. 

Looking at this solely from a realistic point of view, from that of an 
American citizen, I would much rather see my country sell X dollars 
of refrigerators, automobiles, radios or similar equipment, than a like 
amount of dollars of basic steel shapes. 

In our exporting of steel, a good portion of which cost represents 
raw materials, we are further depleting our own limited reserves of 
that raw material. To sell the same amounts of dollars in the form 
of refrigerators, automobiles, radios, and general appliances, the 
largest cost of which represents wages paid to American industrial 
labor, we export our technical know-how and our American labor, 
which is limitless. 
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With respect to the second point aforementioned, “Has the Export- 
Import Bank aided in financing and facilitating the export-im- 
port trades of the United States?’ on the basis of the credits of the 
Export-Import Bank of which I have definite knowledge, and those 
of which I have a passing knowledge, I would say it is my unqualified 
opinion that the Export-Import Bank has contributed in facilitating 
the export-import trade of the United States. 

The benefits to United States industries do not stop with the sale 
of the particular American goods specifically financed under the Export- 
Import Bank credit; that operation lays the foundation for subsequent 
orders to the same suppliers in the future. In other words, the benefits 
to American industry do not stop with these original orders. Mr. 
Chairman, I think that is a point which very often is not sufficiently 
stressed. I will cite two examples. 

Some years ago, Chile was in the market for trolley coaches. The 
competition among the manufacturers to obtain that initial order was 
most keen. That is understandable, for it is only logical to assume 
that when that country would be in the market for additional coaches 
it would be more prone to buy the same make in the interests of 
economy of operation than a different type from a different supplier, 
possibly, in some country other than the United States. That proved 
to be the case. For when Chile was in the market again it bought 
American-made trolley coaches. 

Another example is that of the steel mill in Chile, financed by a 
credit of the Export-Import Bank. The machinery and equipment 
for that plant was purchased in the United States and financed under 
Export-Import Bank credit. Among the machinery so purchased 
was electrical equipment, likewise of United States manufacture, and 
from one of our large producers of electrical equipment, produced by 
American labor. 

As replacements are required in the future, or additional equipment 
is ordered to take care of expansion, it is only logical to assume that 
such orders will be placed in the United States so as to have uniformity 
of equipment operating in the plant. The same thing is true with 
respect to spare parts for maintenance and operating supplies in 
general. I believe that if our manufacturers were in the room here 
today they would admit that it is a very profitable business. 

For the information of the committee, I believe the steel mill spent 
last year in the United States approximately $11 million for operating 
supplies which was not financed by any Export -Import Bank credit. 
The point I am making, Mr. Chairman, is that the benefits from the 
Export-Import Bank continue. 

Now, if I may, I will treat with the third point, which is perhaps the 
most important. It is the question of whether the Export-Import 
Bank has aided American industry. For a period, our country enjoyed 
a seller’s market, as there were very few other countries from which 
goods could be obtained. With the end of World War II, it was only 
logical to anticipate that United States industry would be confronted 
with keener competition. 

This has proved to be the case, and it will be intensified as time goes 
on, but the difference in price between what can be offered by Ameri- 
can companies as compared to what can be offered by a supplier in 
other than the United States can, in some instances, be offset by- the 
terms of payment accorded to the buyer abroad. 

42493—54—pt. 122 
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Our American industries are not in a position to give long-term 
credit and, therefore, there must be a powerful financial institution, 
such as the Export-Import Bank, engaged solely in the financing of 
purchases from American industries, which has the ability to finance 
such operations and give its aid to American industry in the meeting 
of that inevitable world competition. 

Senator Brennerr. Thank you, Mr. Siemon. Do you have any 
questions, Senator Payne? 

Senator Payne. No. 

Senator Bennett. I have 1 or 2. You said at the end of your 
testimony that as this competition goes on it will be intensified. 
I think you are right. Is it your feeling in order to meet the credit 
competition of the foreign producers it is going to be necessary for the 
American Government through the Export-Import Bank, or some 
other agency, to supply longer credit terms? Is that impression 
correct? 

Mr. Sremon. Mr. Chairman, I say that the difference in price can 
sometimes be offset by longer credit terms. You are correct in that 
respect. 

Senator Bennerr. The testimony—lI think you have heard most of 
it—is to the effect that there is a difference in price favoring the 
European producers now, plus the advantage of longer and more 
liberalized credit terms. 

Mr. Siemon. Yes, sir. I think it is largely a matter of price. 

Senator Bennett. The thing that puzzles me is how is European 
industry, that has just begun to reconstitute itself after some devastat- 
ing war experiences, in which countries have largely been supported 
by American loans and grants, able to extend and continue to 
extend more liberal credit terms than American industry could extend 
which has never had its facilities destroyed or never lost its markets. 

Mr. Sremon. I think first, in my opinion, the very sudden and 
quick revival of European industries is largely attributable to Mar- 
shall funds. 

Senator Bennett. There is no question about that. 

Mr. Stemon. And not to Export-Import Bank credits. 

Senator Bennett. But having been revived, are those funds on so 
firm a financial foundation now that they can maintain themselves 
and extend unusual long credit terms in competition with standard 
American terms? 

Mr. Stemon. I wish I could answer that question with more assur- 
ance of authority. I will express an opinion, however, Mr. Chairman. 

Senator Bennett. I would appreciate it. 

Mr. Stemon. And that is perhaps you may say they are at present 
living on a little bit of fat. I do not believe they are going to be able 
to extend those long terms in the future. I am talking now of 4 or 
5 years from now. There comes a point of saturation. 

However, we are confronted with this immediate period of the 
next 4 or 5 years where our industries, yours and mine, are going to 
be confronted with that competition. I think it is logical that we 
should assist our American industry immediately. 

Senator Bennerr. I would say, and I do not want to sound as if 
I really knew the answer because I do not, that I think it would be 
obvious that there is more fat in American industry to live on than 
there should be in those newly reconstituted countries in Europe. 
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They must have had a terrific job just to clothe the bare bones of 
their operation. 

Mr, Sremon. Mr. Chairman, may I ask a question? When you 
say, ‘there is more fat in American industry,’’ do you mean American 
industry is more financially able to do this job than the Export- 
Import Bank? 

Senator Brennerr. I was not talking about the Export-Import 
Bank. I was talking about direct competition between an industry 
in Europe and an American industry competing in a given situation 
in South America. I would think it logical to assume that the Ameri- 
can industry had a more sound financial basis on which to extend 
credit than its competitor from Europe. 

Mr. Siemon. It is my opinion that the European industry does not 
depend upon its own financial ability to finance these longer terms but 
roes to their bank. I think the European bank does the job for the 
Scaus industry. 

Senator Bennett. Let us take the next step. Do you think the 
American banking system has less capacity than the European banking 
system to finance this type of business? 

Mr. Stemon. No, sir, but my answer to that would be that one of 
the great things of the American banking system is its liquidity, and 
a 2- or 3-year or longer term loan is not ‘‘liquidity,” according to our 
banking practice. 

Senator Bennett. It is a matter of the concept of the place of the 
banking system in the economic process which represents this funda- 
mental difference. 

Senator Payne. Isn’t it true, possibly, that the reason for this situa- 
tion of longer extension of credit terms, and so forth, on the part of 
some of these European countries is due to the fact that for a long 
period of time they were out of production because of the situation 
that developed from the war. As the result of now being brought 
back into production, with the loss of customers that naturally they 
sustained during the period when they had no productive capacity, 
that now they are reaching out and using the incentive method of 
offering, both on price and term basis, to try to recapture those cus- 
tomers and get their feet back in the door again on favorable terms so 
far as the customer is concerned? 

Mr. Stemon. Senator Payne, with the remarks that I made before, 
that I cannot speak authoritatively on the subject, I think you have 
hit the nail right on the head. I think that is the reason for it. 

Senator Payne. Whether they can continue on that basis is another 
thing. But it goes back to all of this testimony, Mr. Chairman, I 
think, that once a producer is able to get into the market, then the 
very thing is so that I believe you made a statement on, that the repeat 
business on the maintenance items and on the items that go into the 
equipment itself, then become a beautiful business. They go back 
again and again to that outfit to get their replacements. 

Mr. Stemon. That is a beautiful business, as any manufacturer will 
agree. I think it is only a question of time when people who are now 
rushing to European markets in this competition with our own 
American industries, that those buyers will soon find out what the 
future holds for them with respect to the matter of replacement 
parts, availability, price, and so forth. 
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Senator Payne. And the situation has been in this country that 
because of its efforts to help in maintaining freedom throughout the 
world there has been a great demand upon the products that this 
country could produce. Our manufacturers have not yet apparently 
been in the position where they felt they were able to go into the out- 
side markets in sufficient volume because of the demand locally. 
Whether or not they will reach this point in the days ahead when they 
will get into an extension of credit, both on the financial side of the 
picture and out of their resources, is something only time alone can 
tell. 

Mr. Stemon. All of what we are saying here is quite true. But the 
thing that concerns me is what are we doing about helping our own 
American industries meet this competition during this interim period? 
I still say the difference in price is very often offset by terms of pay- 
ment. I believe that the Export-Import Bank has done and should 
continue to do that job. 

Senator Payne. In other words, the terms of credit will be a very 
big factor? 

Mr. S:emon. Yes, sir. 

Senator Bennett. Thank you very much, Mr. Siemon. At this 

oint I should like to put into the record Mr. Siemon’s letter of 
Raptensbier 14, responding to the committee’s questionnaire, to which 
you referred in the beginning of your testimony. 

(The material referred to follows:) 


New York, September 14, 1953. 
Hon. Homer E. Caprenart, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. Capenart: Reference is made to your letter of September 3, 
1953, requesting certain information and my opinion regarding the Export- 
Import Bank of Washington and its activities for the benefit of the Committee 
on Banking and Currency in their current study of the operations of that insti- 
tution and its relationship to the expansion of international trade. 

In compliance with the request contained in your communication, I give 
herein the answers to the questions propounded, making reference from time to 
time, by number, to the points contained in your letter. 

The answers, the information and the opinions expressed herein are predicated 
on those loans of the Export-Import Bank granted to Chile of which I have 
knowledge and, although, I believe that my experience would be applicable to 
credits of the Export-Import Bank granted to other borrowers, I, nevertheless, 
want to point out that my views are solely predicated upon those credits. 

Since the end of 1940 (question No. 1), in my capacity as financial executive 
in the United States for the Corporacion de Fomento de la Produccion of Chile, 
I have had considerable contact with the Export-Import Bank of Washington. 

In order to more fully explain the nature of that contact and, therefore. the 
opinions which I will express, it is desirable to describe briefly the Corporacion de 
Fomento de la Produccion of Chile, which was created by act of the Chilean Con- 
gress for the purpose of developing the production of that country. In the fulfill- 
ment of its objectives a so-called Fomento program was set up, which has been 
amended from time to time, and which includes projects for the creation of new 
industries within the country as also for the expansion of existing industries and 
activities requiring financial assistance. 

The activities of Fomento in terms more readily understandable to we in the 
United States, might be likened to that of— 

(1) A National Resources Planning Board. 

(2) A Reconstruction Finance Corporation. 

(3) An economic and technical study body. 

(4) A development organization. 

The office of the Corporacion de Fomento de la Produccion in the United 
States, located in New York City, has direct contact with the Export-Import 
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Bank of Washington, the International Bank for Reconstruction and Develop- 
ment, the commercial banks in the United States, and suppliers. 

Within the functions of the New York office of Fomento are the making of 
applications for long-term loans or credits; the necessary contacts with the lend- 
ing institutions in the operation of those credits; the placing of orders with sup- 
pliers; the paying of invoices of suppliers and attending to the shipment of goods 
so purchased, and with commercial Sank in the United States in connection with 
the interim commercial-bank accommodation required in an operation of this 
nature. 

My contact with the Export-Import Bank of Washington during the past 13 
years included my participation in the presentation of loan applications, including 
the preparation of so-called project descriptions in support of the economic and 
technical feasibility and desirability of the project for which a credit was sought; 
the supervision of the procedure in connection with the making of withdrawals 
under a credit, and supervision of the preparation and presentation of periodic 
reports requested by the lending institution, particularly reports dealing with the 
progress of the project under development and being financed by such a crecit. 

During these 13 years, I have found that the promptness with which I received 
replies from the Export-Import Bank to my communications (question No. 2) 
was in keeping with the promptness one would expect from a commercial hank. 
On occasion where a decision had to be made, I invariably received an acknow1- 
edgment of my communication. Those were the exceptions. 

During these years, I have participated in the preparation of applications to 
the Export-Import Bank on several occasions (question No. 3). 

Knowing the policies of the Export-Import Bank and, on the other hand, 
the bank being quite well conversant with the needs of Chile, and as a resuli of a 
constant exchange of ideas (question No. 4), those applications actually presented 
to the Export-Import Bank have been approved in all cases. My contact with the 
Export-(mport Bank in connection with those applications, and also in the sub- 
sequent operation of the credit, has always been most courteous, Certain applica- 
tions require a longer time for approval than others, which is understandable, 
in the arranging for long-term loans of this nature. 

Based upon my many years of experience in commercial banking prior to 1940 
and, therefore, with a knowledge of what is required by a lending institutien in 
the administering and processing of a loan (question No. 5), I can unqualifiedly 
say that those credits were administered by the Export-Import Bank in an 
efficient manner. On occasion the bank would insist on certain procedures or 
request certain reports which, in my opinion, were unnecessary. However, 
from my own previous commercial banking experience fcr many years, I fully 
realize that the granting of a credit, and also the requirements by the lender of 
the borrower, is in some measure a matter of individual or institutional opinion 
and policv. What may be considered necessary by one lender may not be so 
in the mind of another lender. Therefcre, I received such requests with under- 
standing even though | may not have been of the same opinion. But those were 
isolated cases. Possibly other borrowers, with no similar experience, may have 
felt such requests were onerous and unnecessary. 

I have no specific complaints (question No. 6) regarding the operations of the 
Export-Import Bank. 

Based upon my experience, it is my opinion that the activities of the Export- 
Import Bank have very definitely contributed to facilitating the export-imp ort 
trade of the United States (question No. 7). The benefits to United States 
industry do not stop with the sale of the particular American goods specifically 
financed under an Export-Import Bank credit, but lay the foundation for subse- 
quent orders to the same suppliers in the future. In other words, the benefits 
to American industry do not stop with the original operation. This is a point 
which is very often not sufficiently stressed. I will cite two examples. 

Some years ago, Chile was in the market for trolley coaches. The competi- 
tion among the manufacturers to obtain that initial order was most keen. That 
is understandable, for it is only logical to assume that when that country would 
be in the market for additional coaches, it would be more prone to buy the same 
make in the interest of economy of operation than to purchase a different type 
from a different supplier, possibly in some country other than the United States. 
That proved to be the case. 

Another example is that of the steel mill in Chile, the machinery and equip- 
ment for which was purchased in the United States and financed under Export- 
Import Bank credits. Within the machinery so purchased was electrical.equip- 
ment, likewise all purchased in the United States from one of our large manu- 
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facturers. As replacements are required in the future, or additional equipment 
is ordered, to take care of expansion, it is only logical to assume that such orders 
will be placed in the United States in order to have uniformity of equipment 
operating within the plant. 

Such loans of the Export-Import Bank definitely contribute to the development 
and the expanding of the economy of foreign countries, and to increasing their 
capacity of purchasing United States exports (question No. 8). To the degree 
that we enable another country to develop certain basic industries or fill certain 
fundamental requirements, we enable that country to increase their purchases 
in the United States. Again using Chile as an example, I cite the hydroelectric 
development and again the steel mill. 

The hydroelectric development represents a saving in Chile’s foreign exchange 
budget which would otherwise be spent for the importation of fuels, and to the 
degree by which Chile can so effect that saving in its foreign exchange budget it 
is a potential buyer of goods from the United States. 

The steel mill in Chile usine local iron ore, again represents a saving in foreign 
exchange which would otherwise be expended for the importation of that country’s 
basic steel needs. For Chile, an exporter of iron ore, to ship that iror ore 6,000 
miles to the United States and then import fabricated steel, another 6,000 miles, 
constitutes a distinct economic waste if one only considers the cost of the freight 
involved. To the extent that Chile saves foreign exchange by being able to 
produce its basic steel needs, means that Chile has more dollars for the purchase 
of more highly fabricated goods from the United States. 

Looking at this solely from a realistic point of view, I would much rather see 
United States industry sell X dollars of refrigerators, automobiles, and similar 
equipment to Chile than X dollars of fabricated steel. In our exporting fabricated 
steel, the largest cost of which represents raw materials, we are further depleting 
our own limited reserves of raw materials. To sell the same amount of dollars in 
the form of refrigerators, automobiles, and similar equipment, the largest cost of 
which represents wages paid to American industrial labor, we are exporting our 
technical know-how and American labor, which is limitless. 

I believe (question No. 9) that the Export-Import Bank should revert to the 
policy it followed some years ago of financing its loans to borrowers by the use of 
commercial banks under a guaranty or repurchase agreement. I think this is far 
better than for the Export-Import Bank to obtain its funds from the United States 
Treasury. The rate of interest at which those notes would be discounted with 
the commercial banks might be somewhat higher than Export-Import Bank 
presently obtains from the United States Treasury but, nevertheless, it would still 
leave a margin between the commercial bank’s yield and the rate paid by the 
borrower, which the Export-Import Bank would use for operations and reserves. 

Also, I believe the Export-Import Bank, if possible, should put more stress upon 
the use of commercial and banking funds by encouraging a greater participation on 
the part of suppliers under the guaranty of the Export-Import Bank. 

In conclusion (question No. 10), it is my opinion that the activities of the Export- 
Import Bank not only in the field of short-term credits but also in the field of 
long-term development loans should, if anything, be increased. The Export- 
Import Bank is an instrumentality of the United States Government, employed 
solely in the financing of purchases of United States industrial goods and services. 
For a period, our country enjoyed a “‘seller’s market,” as there were very few 
other countries from which goods could be obtained. With the end of World 
War II, it was only logical to anticipate that United States industry would be 
confronted with keener competition. This is proving to be the case, and it will 
be intensified as time goes on. The difference in price between what can be 
offered by an American company as compared with what can be offered by a 
supplier in a country other than the United States, can very often be offset by the 
terms of payment accorded to the buyer abroad. Our American industries are 
not in a position to give long-term credits and, therefore, there must be a powerful 
governmental instrumentality which, by its ability to finance such operations, 
will aid American industry to meet that inevitable competition. 

Repeating what I said before, the benefits accruing to American industry do 
not end with the original purchase; instead it aids American industry in obtaining 
and maintaining markets abroad for its output. It can be expected that other 
countries will devise means of assisting their industries by some form of financing 
of purchases, which is all the more reason in these times for the Export-Import 
Bank to participate in the financing of purchases of American industrial products 
and thus enlarge its activities. 
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In reply to the question contained in the penultimate paragraph of your letter, 
I shall be glad to render whatever assistance I can, appearing before the committee 


if requested. 
Sincerely, 
Wiiuram J. Sremon. 

Senator Bennett. This completes the testimony and will complete 
our hearings for today. Tomorrow morning at 10 o’clock we will 
proceed with another list of witnesses with foreign interests. We will 
begin with Mr. Elija Vihma, representative of the Finnish-American 
Trading Corp., and hear several other people. 

Unless there is further business, we will recess until 10 o’clock to- 
morrow morning. 

(Whereupon, at 12:20 p. m., a recess was taken until 10 a. m., 
Tuesday, February 2, 1954.) 
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TUESDAY, FEBRUARY 2, 1954 


Unirep States SENATE 
CoMMITTEE ON BANKING AND CURRENCY, 
spe noe DAC. 

The committee met, pursuant to call, at 10:05 a. m., in room 301, 
Senate Office Building, Senator W allace F. Be neath: presiding. 

Present: Senators Bennett, Bush, Beall, Payne, Maybank, Robert- 
son, and Frear. 

Also present: H. K. Cuthbertson, Jr., Raymonde Alexis Clarke, 
and Donald L. Rogers, assistant counsel. 

Senator Bennetr. Ladies and gentlemen, the time has come to 
begin. We might as well make a start. 

Is Mr. Elja Vihma present? Is Mr. Roberto Vergara present? We 
will begin with you, Mr. Vergara. Will you identify yourself for the 
record, please? 


STATEMENT OF ROBERTO VERGARA, REPRESENTATIVE OF THE 
COMPANIA DE ACERO DEL PACIFICO §S. A., SANTIAGO, CHILE 


Mr. Vergara. Mr. Chairman, I am an engineer by profession, 
but I have been in the employ of the Chilean Government for approxi- 
mately 20 years dealing in financial matters. More than half of that 
time in connection with foreign financing and development, and for a 
pe ‘riod of that time I was in charge of ‘the Bureau of the Budget in 

Chile. 

I severed my connection there some time ago and am now a private 
citizen. 

1 would like to thank you for the opportunity of expressing my 
views on this matter. I came to this country in 1940 and have lived 
here for over 10 years. 

I think I should give you some background on what Chile has been 
doing this year. After the depression ‘of the 1930’s Chile was a poor 
credit risk and the flow of foreign capital into Chile was slow. Around 
1938, in order to give Chile more capital, we established a corporation 
called the Corporacion de Fomento. ‘‘Fomento’’ in Spanish means 
“development,” not to foment, as in English. 

About 1940 we first borrowed money from the E xport-Import Bank. 
The first loan was $12 million. In order to use that money we opened 
an office in New York and I was in charge. We started to work to 
prepare projects. We used the Export-Import Bank funds for the 
purchase of the United States equipment that went into our plant. 
We matched that with our local money for local expenditures. 

In the case of the powerplant, for every $1 that we borrowed we 
invested $2. In that way, we also built a steel mill that provided for 
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Chile’s needs. We built cement plants and several other projects. 
This has been of tremendous benefit, what has been done through the 
Export-Import Bank down through the years. 

We borrowed some money from the International Bank. The total 
was about $150 million or $160 million, which I understand is being 
repaid. We have repaid about half, in round figures. The benefit 
of these loans is very important to the United States in that not only 
do they sell their equipment but the United States has a large trade 
with Chile. Every time we establish a new industry it is a source of 
new imports, supplies, spare parts, and so forth. 

The result of this Export-Import Bank association with Chile has 
been very beneficial. I do not think I need to say anything more as 
to the detail of these projects because you have them in the record. 

Private capital, not Government lending, is an important point. I 
will say something about that. There is a need to borrow money for 
more of these projects. Money is needed for irrigation. You cannot 
do earth-moving with just a wheelbarrow and a shovel. It is very 
expensive. So when the Government wants to undertake projects of 
any importance they need to have foreign capital. It is a proper 
thing to buy that on credit. 

Today, there is no market in the way that there was before the war. 
I will not explain why, but it is a fact. If the Government wants to 
buy equipment of that kind, it has to do some kind of Government 
borrowing. That is the way the United States, or the Export-Import 
Bank, has loaned money. Long term loans with about 20 years to 
go. That was the only way to borrow money. 

Today European capital is doing the same thing, in England, 
France, Germany, and Switzerland. They have a system that is the 
equivalent of the Export-Import Bank. 

Private capital does not go far enough. In Chile, there is Bethlehem 
Steel; in Venezuela, there is United States Steel and Standard Oil. 
They have gotten in there with heavy investments. 

Senator Busu. Could the witness push the microphone back? 

Senator Bennerr. We are having difficulty in hearing. 

Mr. VerGara. When these companies go abroad, they go into 
business in a big way. There are many businesses in which American 
companies do not care to participate. Our Government has had that 
experience. I would go to a company and say, “‘Why don’t you go to 
Chile?” They might help us. I was not asking them to put up much 
capital, just what they wanted to put up. The negotiations were 
carried on in the most friendly manner, and their conclusion was that 
the business was not big enough to fit into an operation of their size, 
although it might be an important one. The companies are so big 
here that they cannot afford to pay attention to a small operation. 
It does not compensate. 

On top of that, the taxes they have to pay on the return makes them 
completely uninterested. They cannot get private capital here. 
The private banks say they cannot afford to take the risk, as has been 
explained. A private citizen who does not know a thing about a 
foreign country is not going to raise $500,000 or $1 million. So in 
order to develop the project we have to borrow abroad through the 
Government lending agency. You can call it the Export-Import 
Bank or whatever they call it in England or Canada. But there is a 
need for such an agency in order to support capital goods. 
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A Government agency or Government guaranty is the only way 
out. This system was created even after the initiation of the Inter- 
national Bank in order to enable all the industries to expand and 
develop. 

The Export-Import Bank has been working with much success. 
It is one of the most helpful organizations in existence. One thing 
I would like to suggest is that the Export-Import Bank have a very 
broad charter. Yesterday I heard somebody mention the matter 
of the Government guaranty. Sometimes the Government guaranty 
has been abused in local places to give the Government too much 
intervention in business. 

Senator Maypanxk. Has the Government guaranty, in your judg- 
ment, been abused? 

Mr. VerGara. Sometimes the politicians want to intervene. 

Senator Maysank. That would be general throughout South 
America, in your judgment? 

Mr. Veraara. Not generally, but it has happened in several places 
in different locations. You will excuse me that I cannot be more 
specific. 

Senator MaysBank. It is in general that a Government guaranty 
interferes— 

Mr. Veraara. If the Government guarantees the loan, they feel 
they have the right to intervene in the business. That is a thing that 
cannot be prevented, because you can never prevent—— 

Senator MayBank. You cannot tell a foreign country what to do 
with the money when you lend it? 

Mr. VerGcara. Certainly not. 

Senator Maysanx. We would not attempt to do that. 

Mr. Vergara. No. That is what I say, that you should lend 
money, without a Government guaranty, to private business. If that 
can be repaid in the usual way or other guaranties can be made, there 
is no need to ask for the Government guaranty. When the Govern- 
ment signs the guaranty of a loan, it increases the public debt. 

Mr. Chairman, that is all I have to say. I will not take any further 
time. I appreciate the opportunity of appearing. 

Senator Bennetr. Are there any questions, Senator Bush? 

Senator Busu. No. 

Senator Bennett. Senator Maybank? 

Senator Maynank. I have no further questions. 

Senator Bennerr. Thank you very much, Mr. Vergara. At this 
point we will place in the record your letter of October 19, 1953, in 
reply to the questionnaire of the committee. 

(The material referred to follows:) 

ComPaANIA DE AceRO Det Pacirico §. A., 
Santiago de Chile, October 19, 1953. 
Hon. Homer E. CaprEnart, 


Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR CApEHART: I have received your letter of September 3 with 
some delay, but I am happy to answer the questions contained therein to the best 
of my ability. 

In 1940 the Export-Import Bank granted the first loan to Chile through the Cor- 
poracion de Fomento de la Produccion. This corporation is a Government agency 
created to develop our natural resources and to diversify our production in order 
to make our economy less dependent on two products, i. e., sodium nitrate and 
copper, which are very sensitive to the changes in the world market. In order to 
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help this program the bank granted in 1940 the first loan of $12 million to Chile. 
At the end of 1940 Fomento decided to create an office in the United States which 
was to be in charge of working out its projects and purchasing the necessary 
equipment with the Export-Import Bank funds. 

I was appointed to open this office and I conducted all our business in the 
United States, especially with the Export-Import Bank, until the middle of 1950 
when I came to Chile to work with the steel mill company which was the major 
undertaking financed by the Export-Import Bank in Chile. 

Due to my new assignment I have continued being in close touch with the 
Export-Import Bank; in other words, I have been dealing with the Export- 
Import Bank continuously, personally and by correspondence, over the last 13 
years and during this period all the loans that were granted to Corporacion de 
Fomento were negotiated entirely by me. These loans totaled over $100 million— 
I do not have the exact figure with me. 

I have given you this explanation regarding my relationship with the bank in 
order to enable you to better appreciate my answers. 

1. The nature or purpose of your contact with the bank. 

Answer. I believe the above explanation answers this question. 

2. If you had correspondence with the bank did you receive prompt and 
satisfactory replies? 

Answer. Yes. Always, without exception, the replies were prompt and 
satisfactory. 

3. Have you ever applied for a loan from the Export-Import Bank? 

Answer. Yes, approximately 10 times. 

4. If so, has your application been granted or denied? Was it handled in a 
courteous and expeditious manner? 

Answer. Our applications were always granted and handled in a very courteous 
and expeditious manner. I think that here I should explain that sometimes the 
granting of a loan took time due to the Export-Import Bank having to study the 
technical and economical aspects of the loan. Also, since the creation of the 
NAC, the bank had to process the application through the Government agencies, 
but they were always careful to handle the loan application in such a manner 
that it did not jeopardize or delay our program. 

5. If a credit was authorized, was it administered by the Export-Import Bank 
in an efficient manner? 

Answer. The reply is an unqualified ‘‘yes.’’ 1 should like to add that in my 
experience the Export-Import Bank has been, among the Government organiza- 
tions which I have known, the most efficient one and with less red tape, and this 
applies to all the different administrations of the bank that I have known in more 
than 13 years of dealing with them. 

7 and 8. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

Has the bank assisted in developing and expanding the economy of foreign 
countries? Has it increased their capacity to purchase United States exports? 

Answer. I would like to reply to these two questions together because in my 
opinion the Export-Import Bank has been of an enormous help to the improve- 
ment of trade relations and the development of friendship between Chile and the 
United States and, as always happens, this benefit is not one sided but benefits 
both countries at the same time and, from what I have known, the same applies to 
all countries which have been doing business with the Export-Import Bank. The 
Export-Import Bank was always very careful, in their dealings with foreign coun- 
tries, to foster the United States interest but at the same time with a view to help 
the country which was requesting the loan in such a manner that the projects 
which were financed would also be a credit to United States of America’s prestige. 
For instance, in the case of Chile, we have developed several industries which 
could not have been created without the Export-Import Bank help. I do not 
wish to elaborate this statement, but in the country there are businesses which 
cannot be developed with private capital alone and have to be 100 percent state 
owned or partly owned by the state and private capital. EapertAempers loans 
made possible the financing of these enterprises. 

The benefit to our country is evident, we have developed industries, power- 
plants, transportation facilities, etc. So far all these investments and develop- 
ments carried out through joint finance in Chile by the Export-Import Bank 
have been successful, and I am confident that they will continue being so in the 
future. We have increased our standard of living, creating new sources of exports 
and materially reducing the necessity of importing some basic goods. 

But what are the benefits to the United States? The first benefit was that the 
United States of America sold on terms equipment and know-how and in this 
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way created future markets for spares and expansion Also, jobs have been 
created where Americsan technicians, who have come to install and operate part 
of the equipment, have helped to promote friendship and good will between the 
people of both countries. Also, the use of American products became better 
known to a large number of important local industries. 

In general, imports made later with our own supply of dollars, which have been 
necessary to operate the original facilities financed by the bank, such as spares, 
supplies, and expansions, have been of greater importance than the actual imports 
of American equipment purchased with funds loaned by the Fxport-Import Pank. 
A clear example of this is our own steel mill. The total funds which the Export- 
Import Bank loaned to Chile for the steel mill amount to approximately $60 
million and we have to import from the United States around $15 million a year 
to operate the plant. This includes service on the loans (approximately $4 mil- 
lion), operating supplies, spares, and know-how. We are trying to reduce this 
figure and I believe we will succeed on the basis of the present capacity, but | 
am sure that the plant will continue growing as our market develops. I am 
confident that the permanent trade which has been created will continue to grow 
for the benefit of both the United States of America and Chile. In the case of 
industries which have reduced some of the imports, such as steel, which is now 
produced in Chile and was previously imported from the United States of America 
and Kurope, making us independent in the supply of this basic commodity, the 
foreign exchange thereby released has at the same time become available for the 
import of more highly finished goods. 

9 and 10. Have vou any suggestions for changes or alterations in the policy or 
operations of the Export-Import Bank facilitated the expansion of international 
trade in the past, and if so, how can it more adequately expand it in the future? 

Answer. It is my firm conviction that the Export-Import Bank should stay in 
business and even widen its scope of operations and that its job cannot be suc- 
cessfully undertaken by any other organization. 

I have two suggestions in regard to Export-Import Bank policy which I believe 
should be considered in their relationship with Latin America. I do not have 
experience in other areas of the world but they may apply equally. The [:xport- 
Import Bank should work out with each country a program to be developed over 
a period of years, including a list of projects, establishing very clearly the terms 
and conditions under which the bank will be prepared to finance the projects if 
and when the studies and the general conditions of the country prove to be satis- 
factory. So far, the bank has been financing each project on its individual merit 
and also taking into consideration the overall situation of the borrower at the 
moment the application is granted. I belieéve it is essential for the countries and 
also for the United States to know in advance that if a certein list of products is 
submitted with a proper justification, technical and economical, and that th« 
local financing has been arranged, the bank will contribute with its share and the 
countries will know exactly what to expect. I do not think I nced to explain this 
idea any further. 

The other suggestion I would like to make is that the bank should find a formula 
whereby they could grant loans to private enterprises directly without demanding 
Government guaranty. The policy of always asking for this guaranty promotes 
unnecessary Government intervention in private business. 

The present Export-Import Bank law under which operations are regulated 
is broad enough for their operations. 

In connection with your invitation to testify before the committee, if conditions 
will enable me at the time of the hearing, I shall be very happy to be of any assist- 
ance to you and to your committee. I appreciate very much the chance you have 
given me to express my appreciation and acknowledgment to the Export-Import 
Bank for the splendid job they have carried out. 

Should you require any further information, please do not hesitate to contact me. 

Sincerely, 
RoBERTO VERGARA. 


Senator Bennett. Our next witness will be Mr. Elja Vihma, the 
representative for the Finnish-American Trading Corp. Will you 
identify yourself for the record? Do you have a prepared statement, 


Mr. Vihma? 
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STATEMENT OF ELJA VIHMA, REPRESENTATIVE FOR THE 
FINNISH-AMERICAN TRADING CORP., NEW YORK, N. Y. 


Mr. Vinma. I am just prepared to answer your questions, Mr. 
Chairman. I only want to express my satisfaction with how our 
loan was handled by the Export-Import Bank, and also to at least 
inform you that this loan had a very good effect on the Finnish 
economy after the Second World War. It helped our possibilities 
through the increase of our exports to foreign countries and also this 
country. 

Senator Bennett. Finland has only had one loan? 

Mr. Vriuma. Yes; $2% million. 

Senator MaynanKk. Have you applied for more? 

Mr. Vinma. lam not sure. I think we have also applied for more. 

Senator Bennerr. The Finnish-American Trading Corp. has had 
only one loan of $2% million? 

Mr. Vina. That is right. 

Senator Bennerr. But there have been other loans to the Republic 
of Finland amounting to about $125 million. 

Senator MayBanx. Thank you, Mr. Chairman. 

Senator Bennett. They were Government loans. Yours is to a 
private company? 

Mr. Viuma. Yes. 

Senator Bennett. This is the only private company loan. Do you 
remember if your loan was guaranteed by the Finnish Government? 

Mr. Visa. It was guaranteed by the Bank of Finland. 

Senator Benner. Is that bank a part of the Finnish Government, 
the central bank? 

Mr. Vina. Yes; the central bank. 

Senator Bennett. Have you been here before at these hearings? 

Mr. Viama. No. 

Senator Bennett. So you have not heard the testimony of the wit- 
nesses ahead of you? 

Mr. Viuma. No. 

Senator Bennett. There is no use, then, of asking your opinion as 
to the other testimony. 

Senator Maysank. You said that the one loan you made was 
handled satisfactorily with the Export-Import Bank? 

Mr. Viuma. That is right. 

Senator MayBanKk. Does the international bank lend much money 
to Finland? 

Senator Bennerr. The International Bank for Reconstruction and 
Development. ‘ 

Mr. Vriuma. I could not say. ‘ 

Senator Bennett. Senator Bush, do you have any questions? 

Senator Busu. No questions. 

Senator Bennett. Thank you very much, Mr. Vihma. At this 
point I should like to put in the record Mr. Vihma’s response to the 
committee questionnaire, which letter was dated September 21, 1953. 
Thank you very much, Mr. Vihma. 

(The material referred to follows:) 
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FINLAND House, 
FINNISH-AMERICAN TRADING CoRP., 
New York, September 21, 1958. 
Unitep States SENATE, COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

GENTLEMEN: In reply to your letter of September 3 we hereby inform the 
following: 

1. Finnish-American Trading Corp. obtained a loan of $2% million in 1947. 

The bank always replied prompt and satisfactorily. 

3. We applied for a loan from the bank. 

4. Our application was granted and it was handled in a courteous and expedi- 
tious manner. 

The credit was administered in an efficient manner. 

No complaints. 

The bank’s activities certainly have facilitated the export-import trade. 
The bank has developed trade between the United States and Finland. 
No. 

10. As we are only trading with Finland we have to limit our answer corres- 
pondingly. 

The bank has facilitated the trade by granting our company a $234 million loan 
which was used for purchasing modern machinery from the United States for 
the industry of Finland in order to expand Finnish exports. 

The bank could of course expand the trade in the future by investigating 
possibilities of new loans. This would be of extreme importance for Finland who 
is struggling to maintain her western markets. 

I have nothing against appearing in person before your committee but as our 
experience is only limited to Finland we do not see how we could be of help for 
your investigation. Please also note that the undersigned is a citizen of Finland 
and maybe not allowed to testify before your committee. 

Sincerely, 
Evsa Vinma, President. 


Senator Bennett. The next witness will be Mr. Roberto Jaramaillo 
Ferro, general manager of the Empresa Siderurgica Nacional de Paz 


de Rio, Bogota, Colombia. I understand he is not here at the present 
moment. 

We will proceed to call Mr. Roberto Eisenmann, representing the 
El Panama Hotel, Republic of Panama. 


STATEMENT OF ROBERTO EISENMANN, PRESIDENT, HOTELES 
INTERAMERICANOS, REPRESENTING THE EL PANAMA HOTEL, 
REPUBLIC OF PANAMA 


Mr. Er1senMANN. Mr. Chairman, I have a short statement to make. 

Senator Bennett. Do you have a prepared statement, Mr. Eisea- 
mann? 

Mr. ErsenmMann. No, Mr. Chairman; I do not have a written state- 
ment. 

Senator Bennett. Will you identify yourself for the record? 

Mr. ErseNMANN. My name is Roberto Eisenmann. I am presi- 
dent of the Hoteles Interamericanos, which is the owner of the El 
Panama Hotel. I am going to be a little informal. 

Senator Bennett. Feel perfectly free to approach it in any way 
you please. 

Mr. E1senMANnN. I think the only fair way to bring out the prob- 
lem of the El Panama Hotel and thé assistance in financi ing which was 
given to it by the Export-Import Bank of Washington is to give you 
gentlemen a little better perspective of the Republic of Panama. 

Panama is a country of approximately 800,000 inhabitants with a 
total government budget of about forty “million-odd dollars. Of this 
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budget, approximately 10 percent is derived by the government from 
its profits from gambling, tacluding a lottery, the horse track, and so 
forth. A great deal of the rest of “the money comes from the import 
duties on merchandise brought in, mostly from the United States. 

I want to give you these few details to give you an idea of the size 
of the project of the El Panama Hotel compared to the rest of the 
country. It was about a $6%-million project in all, of which the 
Export-Import Bank loaned us $2 million. 

Naturally, as is necessary in these cases, we made every attempt to 
get the funds from other sources first. Unfortunately, hotels have a 
pretty bad name as far as concerns the ownership of first owners. 
We found difficulty in raising funds. We raised approximately $1 
million locally in common stock. We raised $1% million from one of 
the Panama Government entities called the social security. 

Then, as I say, we got $2% million from the Export-Import Bank. 

The country of Panama has a very strange setup with regard to 
its foreign exchange. This has also to do with the project that I am 
going to speak about. We are probably the only country in the 
world that never has had a favorable balance of trade. Our exports 
total approximately $11 million; our imports around 10 times that 
amount, or 10 times the amount of the exports from year to year. 

Naturally, the question comes up, How is it that the country con- 
tinues to exist with a decent standard of living? That is caused by 
the geographical position of the Republic of Panama. It is at the 
crossroads of the world and has been called that for vears. 

Our invisible exports are what take up the slack, the difference 
between those two figures. I say this because after the last World 
War Panama found itself in a very, very difficult position. Its main 
source of getting outside currency was delinquent. The ships that 
were coming through were bringing fewer and fewer tourists, or 
transients, which is what they were at that time. 

Senator Busu. When was this? 

Mr. Eisenmann. After the last World War when travvel by plane 
took over. 

The people of Panama were extremely worried about this drying 
up of our resources of invisible exports. The Canal Zone was reducing 
its personnel. Money was not coming into the country. Several of 
us—the people of the country—who had some funds that they had 
made, decided to do something about it. So we got together and formed 
a private corporation, selling stock to all our friends to build up that 
business of tourism, which had been the greatest of Panama’s indus- 
tries. It was the only means outside of the smaller exports that we 
had which brought in foreign currency. 

We organized the El Panama Hotel Co. and started work. I do not 
want to go into all the details of all the difficulties that were natural 
in that type of operation, but we finally got to the point where we 
opened our doors to the public in 1951. At that time we were in a 
very, very bad position financially due to increased prices of materials 
for finishing the hotel, building materials themselves, and so forth. 

We found ourselves short to the tune of $1% million on the day of 
the opening of the hotel. Fortunately, we had public re as far 
as getting materials, food, liquor and the rest of the things that are 
necessary to start an operation. We got most of them on credit. 

At that time there were quite a few difficulties in trying to raise this 
extra $14 million which was due and payable at the opening of the 
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hotel. Finally, the problem was taken directly to the Government of 
Panama. 

At that time the Assembly, as we call it, our Congress, unanimously 
approved a subsidy or a purchase of the subsidy clause which they 
had included in their contract. 

They unanimously approved giving us a subsidy in cash of $1% 
million. They felt the people who had invested their money in 
Panama had done it with more of the thought of patriotism than the 
thought of making profits on their investment. That they deserved 
help. That the hotel was going to be definitely a source of income of 
foreign money. As I say, they approved it unanimously, 

The $1% million was received and the hotel started to operate. 
I would say without any doubt whatever that the Hotel of Panama 
has proven both to Panama and the Export-Import Bank that the 
Government’s guarantee on that loan was well placed, that the loan 
by the Export-Import Bank had done for Panama just what we had 
expected, hoped and promised it would. 

I will just give you a few items that might be of interest. The pay- 
roll, to show you the effect of this new industry, is quite substantial. 
I say new because up to that time Panama had been a crossroads— 
and I mean it in just that way—people passed through Panama be- 
cause it was a forced pass. People did not come to Panama to stay 
because we had nothing to offer. We had not developed our hotels. 
We had not developed our tourist interests due to the fact that we had 
no hotels and people did not come, and the rest of the attractions for 
tourists were not forthcoming. 

Today I might say that we have definitely seen in the tourist season 
we fill the hotel, which to me is definite proof that tourists are coming 
to Panama to spend a week or more. That has naturally brought 
forth the development of the rest of the attractions. 

The yeaily payroll of the hotel is approximately $620,000. That 
might souad very small to you gentlemen but in Panama that is a 
fabulous payroll. The payroll ot all the firms that are in our free zone 
in Colon is just about the same amount, and that includes some of the 
biggest firms of the United States that have developments down there. 

Senator Bennett. Did I understaad you to say that the payroll of 
the hotel is equal to the total payroll of the other firms? 

Mr. Ersenmann. In the free zone. 

Senator Bennerrt. So it represents one-half of the payroll in the 
free zone? 

Mr. E1senmMann. No. The hotel is not in the free zone. The hotel 
is in the city of Paaama. I just wanted to compare it with another 
one of our developments that we are working on to bring us outside 
capital. 

Senator Bennett. The payroll in the free zone is approximately 
$600,000 and the payroll in this hotel alone is $600,000? 

Mr. E1seNMANN. Yes. 

Senator Bennett. How many rooms are there in the hotel? 

Mr. E1senMANN. Three hundred. The local purchases of food run 
close to $950,000 a year. The duties and taxes which we pay to the 
Government, although we are exempt from certain taxes, an as the 
building aod land tax, and we have no income tax to pay yet because 
of the fact that there are no profits yet—— 
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Senator Rosertson. Can the tourists that stay at your hotel buy 
many items cheaper than they can in this country? 

Mr. Eisenmann. Yes. Anything that comes from Europe is 
cheaper than anything you find here in the United States. 

Senator Rospertson. How much can they briug back to this country 
without duty? 

Mr. ErsenMAnn. It depends on the length of time that they stay. 
I understand it is $400 to $500. 

Senator Bennett, If they are out of this country more than 12 
days it is $500 apiece. 

Mr. Ersenmann. The local advertising and promotion that we do 
in Panama, and this is more money that circulates in the country, 
is about $55,000 a year. In total, I would say, the E] Panama spends 
approximately $1 million of its funds locally. 

The majority of those funds are now coming in from actual tourists, 
transients who are coming through and waiting for another plane to 
go out, people from the Canal Zone. I do dat tvs the exact figures 
of the income this year as they have not been finished, but I would 
say our total sales in the hotel would run close to $2 million. Two 
million dollars in Panama means that it is probably among the first 
three industries in the country in volume. The total number of 
guests that we have had in the hotel has also shown a terrific increase 
since it has been in operation. Before that we could not tell very 
well. There were no statistics available. 

In 1951 there was a total of guest room hotel, as we call it, the 
guest per room—in other words, we take a guest that comes in and 
stays 7 days and that room has been rented for 7 nights, then we 
call that 7 guests. We have not the details of how many days each 
guest spends. We have not kept that statistic yet. 

Senator Maysanx. How much do you charge for a room? 

Mr. E1senMANN. Off-season it is a minimum of $10, and during 
the season it is $12. We had an increase of $2. We are still a great 
deal cheaper in the season than any of our competitors. I was going 
to bring that up a little later. 

Senator MaYsBank. I beg your pardon. 

Mr. E1senMANN. It is perfectly all right. In 1951, the first year 
of operation, when we were very fortunate in getting terrific publicity 
from Life magazine, we had a pretty good year, considering that it 
was the first year and the difficulties that we had in the opening of 
the hotel. We had 42,586 guests in the hotel. In 1952 we Rca 
52,900; in 1953 there was a small drop of 2.1 percent 

The percentage of occupancy ran 47.5 percent the first year; 65.5 
percent the second year; 63.49 percent the third year. 

As you can see, with that percentage of occupancy it is pretty 
difficult to make ends meet with a company which has such a heavy 
load of debt. 

We have done everything possible. We are still working on it and 
developing sport fishing in Panama, which is excellent. We are 
developing other small hotels in the country so that a person who 
will stay a few extra days and goes out in the country will have another 
hotel to go to. 

Senator Maysank. What sort of fishing do you have? We have 
a great fisherman here. When you said that, I saw his eyes open up. 
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Mr. ErseNMANN. You cannot believe everything I say about 
fishing because I was the president of the Chamber of Commerce of 
Panama for 2 years. But very definitely we have some of the finest 
fishing grounds in the world. ‘ 

Senator MayBank. Sailfishing? 

Mr. E1senMANnN. The sailfish run about twice the size of the Miami 
sailfish, around 110 pounds. I personally was on a party when we had 
a 3-sailfish strike for 2 tourists who were on the boat with me. We 
had a triple strike and brought in two. I would be happy to talk 
Panama fishing with you, Senator, at any time. 

Senator Busu. Would the witness indicate when the Export-Import 
Bank came into this picture? 

Mr. Eisenmann, In 1948. 

Senator Busu. To what extent? 

Mr. EIsenMANN. $2 million. 

Senator Bennett. Out of $6% million. 

Senator Busn. Out of the $6% million total? 

Mr. E1senMann. Yes. 

Senator Bennett. I would like to go back and straighten this up. 
The actual equity capital in the hotel is $1% million? 

Mr. EiseNMANN. Approximately $900,000. 

Senator Bennetr. Approximately $1 million? 

Mr. E1seENMANN. Yes. 

Senator Bennerr. There is $2 million of Export-Import Bank and 
$1% million 

Mr. E1senMANN. Social security. 

Senator Bennerr. That is a Panama loan? 

Mr. E1s—eNMANN. Yes. 

Senator Bennett. $1% million is a Panama loan, $2% million 
American loan—that is $4 million—$1 million of equity capital, which 
makes $5 million, and $1% million straight cash subsidy from the 
Panama Government, $6% million. So you have here an equity of 
only a little less than one-sixth; the balance is loans and grants. 

Senator Busn. I suppose you really have to figure that subsidy is 
a subsidy to the equity, so in effect the equity is $2 million. The loan 
is about two-thirds and the equity is about one-third? 

Mr. E1senMANN. That is right. As I was saying, I feel there is 
one point I have to bring out, although I know it has nothing to do 
with this hearing. 

We are trying our best to develop all of the phases of attractions for 
tourists. We feel very, very strongly, both the directors and the share- 
holders of the hotel, and the Government itself, the Government of 
Panama, that we must do everything possible to attract tourists to 
Panama and give them what they want to do. 

When the plans of the hotel were made up there was a special place 
made for a casino for gambling. I would like to say that according 
to the Constitution of Panama the Government is the only person or 
entity that can benefit from gambling of any sort. They own the 
lottery, from which approximately 10 percent of their total income is 
derived. They own the horse track, and if and when a casino is put 
in they will own the casino. 

The hotel’s income from that casino is nothing today, as the room 
is not used. 





350 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


No doubt the Government when it gave us the backing it did give 
us was figuring on the possible profits that they would derive from the 
casino directly: 

Besides the fact that the Government is the only one that can 
benefit from gambling in Panama, we also have a special law which 
srohibits any local resident of Panama, whether he be a foreigner or 

’anamanian, from gambling in the casino unless he has an income of 

$12,000 a year and can prove that he has paid his taxes on that 
amount. We have a special law to that effect. I wanted to bring 
out that gambling in Panama is to bring in capital. 

Unfortunately, a lot of people do not like the idea of gambling, but 
it is a means of income for the country of Panama. 

Senator Bennerr. Apparently the Government wants to make sure 
that it will have men in the casino who can afford to lose in order that 
the Government’s income will be a dependable one. 

Mr. Eisenmann. And to keep the smaller people out who would 
normally get in trouble. There is more of a feeling that the man who 
can afford to gamble will not get himself in financial difficulties, 
whereas the little employee who is getting $200 a month would 
possibly put his hands in the till to make up gambling losses. 

Senator Bennerr. Does not the Government supply the needs of 
the little employee through the state lottery and racetrack? 

Mr. E1senMANN. That is true. 

Senator Bennett. There is a system to take care of every need. 

Mr. ErspnmMann. Everybody. Going back to the casino problem, 
unfortunately in 1951, which was the date of the opening of the hotel, 
the Export-Import Bank saw fit to include a clause which cut out that 
possible income both to the hotel and to the Government. The 
clause which was put in there was very short but was very wide in 
scope. I have that here. If you would like to hear it I will read it. 
It is very short. 

Senator BenNeTT. You may put it in the record, if you desire. I 
am beginning to see the light. I remember that in 1951 the Recon- 
struction Finance Corporation was under investigation for loans to a 
hotel in Reno, Nev., where there was a gambling casino. So I can 
understand that the management of the Export-Import Bank, sensing 
the temper of this committee at that time, decided it did not want to 
be accused of the same misuse of Government funds supplied by a 
country where gambling is not a Government monopoly. 

Mr. E1senMANN. I believe you are 100-percent right in the way they 
figured at that time. Unfortunately, in Panama, there is a difference. 
Here in this country gambling is illegal in most of the States. In 
Panama it is perfectly leaal if the Government is deriving the benefit. 
The funds from gambling are dedicated to the support of hospitals, 
our lunatic asylum and other charities, the Red Cross, and so forth. 
It may seem a little strange that you have gambling on the one hand. 
and on the other charities. 

Senator Brennert. It is a case of where the end justifies the means 
or the means justifies the end. I am not sure which it would be. 

Mr. E1senMANN. That is a good way of puttingit. It is our opinion 
that the restriction that is included in that contract, and which was, 
incidentally, approved by the administration that was in at that time 
in Panama, constitutes not a restriction actually on the hotel because 
we could not have a casino if we wanted to. It constitutes a restric- 
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tion on the Government of Panama, not being able to use the place 
in the hotel which was originally dedicated or built for a casino. 
That is the only point that makes it a little bit ticklish. 

The Government of Panama wants to put in a casino. They will 
definitely put in a casino, whether or not it will be in the El Panama 
Hotel. If not, we will have to suffer the consequences of having it 
somewhere else with the possible competition that we will no doubt 
get from the restaurant and bar, as they would be the main attractions. 
I believe the investment in the El Panama Hotel would definitely be 
more risky if there was a casino anywhere else. 

Senator Bennert. Perhaps the Government of Panama, if that is 
of sufficient importance, should take up the Export-Import loan and 
free you from the restriction. 

Mr. ErsenmMann. That would be the ideal solution. However, 
unfortunately in Panama $2% million is still $2% million and we just 
do not have it. 

The Government, as I say, with a budget of $40 million—well, 
you can imagine what a $2%-million loan means to that country. 
They are just not in a position to do it. I am sure if they were they 
would because they do feel the importance of having the casino as a 
further attraction for outside dollars. 

I do not know exactly what else I can tell you about the hotel 
except to repeat that the hotel in Panama is probably as important 
or more important to our national economy than the steel mill in 
Chile, and I am not belittling a steel mill in Chile. 

As far as we are concerned, the Hotel El] Panama, besides being a 
beautiful monument to goodwill and cooperation between the United 
States and Panama, has certainly done what we expected it to do— 
increase our income in dollars. 

Senator Bratt. Mr. Chairman, I would like to say that I was a 
guest at this hotel, unofficially, as a citizen, and it is one of the loveliest 
hotels I have been in. Every courtesy was extended to us. The food 
is delicious, and the rooms are as comfortable as any hotel I have ever 
visited. You handle it in a businesslike way. I think your manager 
is doing a very good job with the tourists. 

I might, as a Marylander, make a comment and suggest that you 
get a few more horses for the racetrack. There seems to be a scarcity 
of horses around the tracks. 

Mr. E1seENMANN. They are developing that, as a matter of fact. 

I do not want to close without mentioning one thing. Everyone in 
Panama, and that includes the public, Government, and very definitely 
the hotel shareholders, of which there are approximately 300, appreci- 
ates just what has been done. This business of a hotel is nothing new. 
We have been dreaming about it for many, many years. We do want 
to go on record as stating that the goodwill that has been engendered 
by this loan is something that probably could not be bought with any 
amount of dollars that were given as gifts. Panama is a very proud 
little country. It appreciates those gestures even though it gets to 
the point where we have to pay them back, and we will. 

At the moment we are absolutely up to date with our payments 
to the Export-Import Bank. 

Senator Busn. What are the terms of the loan? 

Mr. E1tseENMANN. The terms are 20 years. It is $125,000 a year 
amortization, at 4 percent interest, payable quarterly. As of yester- 
day, we made our $54,000 payment, the last one. 
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Although the figures of the hotel might lead you to wonder where 
we get the money to meet those obligations, I do want to say that 
we have met them but we have had difficulties. 

We are in difficulty with our local purveyors extending back as 
far as 8 months. We are dancing the old tightrope of paying one 
and leaving the other one, paying the one who yells loudest, and so 
forth. This cannot go on. Sooner or later there will come the day 
of reckoning when we will have to meet our obligations. That is 
one of my biggest worries and one of my biggest fears, that there will 
come a time when possibly we will have to say that somebody will 
have to wait and we will have to take care of some of the other boys 
that have been waiting. 

That is why I made such an issue, if you want to call it that, about 
this business of the casino. 

coer Rosertrson. What is the language spoken by most of the 
people? 

Mr. ErsenMANN. Spanish. As a matter of fact, I notice Senator 
Ives is on this committee, and Senator Lehman. I did want to state 
that I learned my English in the public schools of New York City, 
for which I give thanks. I graduated from Public School 179 in New 
York. I lived there for 13 years. So thanks to the public education 

rovided by the State of New York, I can speak to you here in your 
anguage. 

Senator Roperrson. Was that in Brooklyn? 

Mr. ErsenmMann. New York City. : 

Senator Braxu. If the Government does take over the operation of 
the casino, which it will under the law, will they pay the hotel company 
rent for the room? 

Mr. Eisenmann. That I took up carefully with President Ramon 
and the Comptroller General. I asked the question as to what the 
rental would be of that casino room, which is useless now because it 
was built for that. I asked what would be the direct income for the 
hotel, “What can I tell anybody to show that this would be the salva- 
tion of all our problems?” 

I was told very definitely that the amount would not be less than 
$100,000 a year rental for that room alone. You can just imagine 
what they would mean. There is no use whatever now that can be 
made of the room. With that $100,000 income we could practically 
pay our amortization to the Export-Import Bank. 

Senator Ropertson. Is English being taught in the public schools 
in Panama? 

Mr. ErsenMANN. Yes, in all of them, from the first grade up. 

Senator Bennerr. Mr. Eisenmann, a rental of $100,000 for a room 
sounds to me like another subsidy. You could not rent that room 
for $100,000 to any other prospective tenant, could you? 

Mr. E1senMAnn. Definitely not, but there is a slight difference. 
That room is above our main dining room. It is a beautiful place. 
It was set up for that reason, closed up so that you cannot see the 
gambling going on from the dining room. It is just a half-flight of 
stairs. 

If a casino goes in there the hotel will have certain additional 
expenses. First of all, although it is not an additional expense, we 
would definitely include that in our advertising so that the hotel 
casino would be getting free publicity. The hotel would have to 
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keep its dining room open probably until 2 or 3 o’clock every morning, 
whereas now on slow nights we close at 11. cee the ty season, 

which is the present season, we use our patio area, which is very 

beautiful, as you will agree, for outdoor eating. It is probably the 
only place in the world that you can do that in comfort. It is cool 
without being cold; it is breezy without being windy. We would 
have to keep that room upstairs completely equipped with its captains, 
waiters, and other staff whether or not there was sufficient business 
to warrant it, in the hopes that there would be. 

The indirect profits would be fabulous. We would do as the other 
hotels do in the Caribbean. Take the Caribe in Puerto Rico. They 
are doing extremely well. I feel very strongly that they have nothing 
more to offer than we do, with the exception of the casino. 

Senator Beaty. What about the concessions for food? 

Mr. E1seNMANN. The hotel would have all the food and liquor. 
As a matter of fact, we would oversee the management. The people 
who run it would be named by the Government but we would super- 
vise them and be their nominal bosses. 

Senator Beaty. But your own personnel would run the dining 
room and bar? 

Mr. E1senMANN. Yes. That is why I said that I was afraid of the 
competition. Obviously, if the Government finally decides to put a 
casino somewhere else it will take away our people from the hotel. 
It will reduce our income from food and beverages 

And then there is our fear of oce nar y going down. I think we 
have hit the tops we can hit in price We increased the rooms $2 for 
a single and $3 for a double last yeas. I do not believe we can go 
higher. We showed a drop of 2 percent in our occupancy when I had 
hoped to see a very small increase come about by word-of-mouth 
advertising. But, unfortunately, we have seen it drop instead. That 
leads us to feel that possibly the price is a little high for the rooms, 
although I think we are falling behind in our competition with the other 
hotels. 

Senator Busu. Do you think that is more due to your location than 
anything else? 

Mr. E1seNMANN. No; because there is a drop now, as I say. We 
have gone up quite a bit since our opening. We went up in our second 
year from 49 to 65.5 percent. 

Senator Bennerr. What was the comparative increase or decrease 
in the general tourist business in Panama? Did that rise while you 
dropped or did it drop with you? 

Mr. E1s—ENMANN. We do not have the figures for the total year, but 
I do have the figures for the first 6 months. The first 6 months 
showed—it is very difficult to state it categorically—that the number 
of tourists coming in would have been approximately the same; 
however, the first 6 months’ figures include January, February, and 
March, which are our heavy tourist season months. So I am led to 
believe they will show a small drop. 

Before coming up, I went to see the statistical department on that. 
They feel the same as I do, that probably by the end of the year we 
will show a small drop, although they only have the figures as of June. 

Senator Beaty. What competition does the Tivoli ‘Hotel give you? 

Mr. E1senmann. I did not want to bring that up. That is the 
United States Government hotel. When we started our corporation 
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we were under the impression that one of the regulations in the 
treaty of 1936 stated that the hotel business was a function for Panama, 
that as soon as it was in a position to take care of the tourists it would 
revert to Panama. Unfortunately, the Tivoli is still a competitor. 
We have cases of people staying there. We have cases of parties 
being given there. The name that they have given to it is “guest- 
house.” Well, guesthouse is pretty broad. You can say that parties, 
Senet, and receptions can be given in the guesthouse, and certainly 
they are. 

Senator Beaty. They are not a competitor insofar as service is 
concerned? 

Mr. E1sENMANN. Definitely not. 

Senator Bennett. Is there a casino in the Tivoli? 

Mr. EtsenMANN. No. That is in the Canal Zone under the United 
States Government jurisdiction. 

Senator Bennett. Are there any further questions, Senator Beall? 
Senator Bush? 

Having had a little experience in a small hotel, I sympathize with 
you. Unless you get your occupancy to around 85 percent you are 
going to be in trouble. Certainly this committee at this point has 
nothing to say with respect to the decisior of the Export-Import Bank 
regarding the gambling limitation. We have heard your story and 
we recognize your problem, but at the present time at least there is 
nothing we can do about it. 

Thank you very much, Mr. Eisenmann. It is good to have you 
visit with us. 

Mr. ErsenMann. Thank you, Senator Bennett. 

Senator Bennett. Is Roberto Jaramaillo Ferro, general manager 


of Empresa Siderurgica Nacional de Paz de Rio, of Bogota, Colombia, 
rl the room? We would be glad to have you give your testimony at 
this time. 


STATEMENT OF ROBERTO JARAMAILLO FERRO, GENERAL MAN- 
AGER, EMPRESA SIDERURGICA NACIONAL DE PAZ DE RIO, 
BOGOTA, COLOMBIA 


Mr. JARAMAILLO. My name is Roberto Jaramaillo Ferro. I am 
general manager of the Empresa Siderurgica Nacional de Paz de Rio, 
of Bogota, Colombia, which has been established in Colombia for the 
production of steel. We have been working on that project for about 
4 years. Our case before the committee is a little bit different than 
others because of the fact that we are perhaps the only ones that have 
not received any money from the Export-Import Bank. But we 
have perhaps an interesting story to tell which may be of importance 
to the committee in deciding the future policy of the bank. 

Our steel mill may not be a good-sized project according to American 
standards, but it is a good-sized project according to South American 
standards. We have a plant which we expect will produce 150,000 
tons a year in its first stage. It is almost finished. We expect to 
go into production in about 4 or 5 months. 

It is exceptional in the fact that we have excellent conditions as far 
as raw materials are concerned and, also, as to the location of the 
plant in the country. Our plant is located more or less in the center 
of an important mining area. It has a few interesting points which 
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make it stand out from other plants in the world. It is probably the 
highest plant above sea level, and is the most integrated steel plant 
because we have to tackle all the different aspects that go to make a 
steel plant. 

We had some difficulty in financing this project. When I was 
assigned to it by the Government in 1949 it was only a dream. My 
first activity was to find out how we could get the necessary funds to 
build a plant. At that time we expected a visit from a gentleman 
whom probably some of you know, Lauchlin Currie, who was supposed 
to make an economic study of the country and determine which one 
of our different projects and activities would merit the assistance of 
American capital. 

I took it upon myself to demonstrate to him that the assistance to 
our project would be of importance not only from the point of view of 
our own convenience but also from the point of view of possible future 
complications which would render it valuable to the entire hemisphere. 

We had just gone through a period of war and scarcity when people 
used to steal the railroad spikes to make horseshoes. It was of the 
utmost importance to our country to preclude the repetition of any 
such case. Besides, we were convinced that from a business point of 
view the steel mill would make a very sound investment. 

Dr. Currie spent some time in the study of the project. He was 
assisted by Mr. Carl Flescher. The result was a month later a report 
entirely unfavorable to our steel project and which from a technical 
aspect and the aspect of economic possibilities did not coincide at all 
with the information we had given Dr. Currie. In other words, it 
might have coincided, but the interpretation of the information given 
to him was entirely wrong, from what we could see. 

We were then faced with the problem of continuing with the 
financing of this project and its execution without knowing where to 
turn for capital. 

I was trained in this country. I went to school here. It was my 
desire in the beginning to put American capital into this project. 
However, seeing ‘the absolute necessity of starting some kind of basic 
industry in the country which would be convenient to everyone, we 
had to look for financing somewhere else. We had two offers, an offer 
from the French and an offer from the Germans. Our general engi- 
neering was done by a well-known company in Cleveland, and based 
on their specifications and on their recommendations we chose the 
French proposal, which has provided the necessary materials to 
build the plant. 

We are now contemplating a small expansion to the plant to pro- 
duce flat-rolled products. Our present setup will give us shapes, 
and so on. 

Senator Bennett. How long has the plant been in operation? 

Mr. JARAMAILLO. The plant will start operation about June or 
July. 

Senator Bennerr. It has not yet started? 

Mr. JARAMAILLO. No. It was quite a surprise to us to see the 
very decided opposition of the International Bank to this project, 
Of course, I want to make it clear that I am not talking in the name of 
the Colombian Government. Our company is a private company. 
Most of the shares are in the hands of private stockholders. I do 
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not want any possible interpretation that my appearance here or what 
I have to say is connected with the opinion of the Government as such. 

As a Colombian, I am indebted to the Export-Import Bank for the 
assistance they have given and to the International Bank for the 
assistance which they have given us in the general development of the 
country from other aspects. 

It has been interesting to note the dissimilarity of the conclusions 
drawn by Dr. Currie and the recommendations for the development 
of the country as compared with other studies and recommendations 
that have been made by other countries, particularly Germany. 

I am not an expert on economics. I am only repeating what some 
. my friends who do know the point have told me after study of those 
things. 

Senator Bennet. Mr. Francis Beretta, Jr., is in the room. I did 
not realize he was with you. If Mr. Beretta would like to come to 
the witness table and engage in the discussion, we would be happy to 
invite him at this time. 

While Mr. Beretta is coming up, for the record, I would like to 
report that the Export-Import Bank, not the International Bank—I 
do not know how many loans the International Bank has made to the 
Republic of Colombia—has made loans aggregating $82,579,000 to 
the Republic of Colombia. 

I had the impression from something you said a minute ago that 
you felt the Export-Import Bank had not helped the Republic but 
that it had been dependent entirely on the International Bank. So 
I wanted to get this figure for the record. I realize you probably did 
not intend to leave that impression. 

Mr. JaraMaAILLo. No. I am glad you brought up the point. That 
is not my intention. I am only talking about our own particular 
case. 

I know the Export-Import Bank has rendered a great deal of assist- 
ance to Colombia in other cases, but not in our case, because of com- 
plications which I will explain to the committee later on. 

As a matter of fact, our main mistake probably was to approach 
the International Bank at the beginning of the project, because later 
on it was found out that the Export-Import Bank would not consider 
any project in which the International Bank had been interested. 
As a matter of fact, I understood that the purpose of the two banks 
was quite different. One is an international bank which is financed 
by this country and other countries and is to have an international 
point of view. As I understand it—I may be wrong—the Export- 
Import Bank is mainly set up for the assistance of American trade 
as such. 

Senator Bennett. That is approximately the difference between 
them. The Export-Import Bank is limited under the law to assist in 
the development of trade with the United States. The international 
bank has an international flavor and is not so limited. 

May I ask another question at this point? Do I understand as a 
result of the attitude of the international bank you never made an 
actual application to the Export-Import Bank? Did you make an 
application of the Export-Import Bank for a specific loan and was that 
application rejected, or did you simply learn informally that because 
of the international bank’s refusal to loan you money an application 
to the Export-Import Bank would probably not be accepted? 
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Mr. JARAMAILLO. We made a formal application to the Export- 
Import Bank. 

Senator Bennerr. To the Export-Import Bank? 

Mr. JARAMAILLO. Yes, but we always ran up against the Currie 
report. The Export-Import Bank told us that since the international 
bank had studied this project and had prepared the Currie report 
they could not do anything until the international bank had cleared 
the situation. 

The international bank for some reason or another has never 
wanted to give that information. From the reports I have I under- 
stand they have changed their attitude toward our company since, 
but at the moment they did not. 

Senator Bennett. Do you know when they changed their attitude? 

Mr. JARAMAILLO. That is something that is a little bit vague. I 
have it from mutual friends that they would be glad to consider an 
application, a new application. But, then, I have heard that so 
many times. 

Senator Bennett. You never tested it? 

Mr. JARAMAILLO. Yes, we tested it before. 

Senator Bennerr. You have not tested it since the vague 
rumors 

Mr. JARAMAILLO. Not lately. It was tested before and we did 
not have much luck. Dr. Currie was bound and determined to leave 
us with the establishment of the steel industry which, to my mind, 
was not sound. I am sure it would have been a big failure. On the 
other hand, the proximity of raw materials to the plant site and the 
local conditions will warrant the production of steel at a price which 
will be lower than the cost of steel produced in this country. That 
has been confirmed by a study prepared by the United Nations, 
which shows that the cost of steel produced in Paz de Rio will be 
lower than the cost of steel produced at Sparrows Point. The differ- 
ence or the reason for that is the proximity of the raw materials to 
the blast furnace. 

The cost of steel has been based a great deal on transportation. 
The problem of transportation there is exceptionally favorable. 
We have ail the raw materials we require within a radius of 10 miles 
of the blast furnace. 

Senator Bennerr. You have both the iron ore and the coal within 
10 miles of your blast furnace? 

Mr. JARAMAILLO. We have the iron ore and the coal at a distance 
of 15 miles from the blast furance. The distance from the iron to the 
coal is 2 kilometers, a little bit over a mile. 

Senator Bennett. Is your limestone also favorably located? 

Mr. JaARAMAILLO. The limestone is almost too near the blast 
furnace. We have just enough room to make the switch around and 
go to the blast furnace. It is good limestone. 

Senator Bennett. Do you have to import the scrap you use? 

Mr. JARAMAILLO. No. 

Senator Bennerr. Is there enough scrap in the country? 

Mr. JARAMAILLO, We are not going to import any scrap. ‘The plant 
is self-supporting as far as scrap is concerned. We will use the scrap 
we have. We have not planned either to buy scrap in the country or 
import it. 

Senator Benner. Then you are going to devote the necessary part 
of the productive capacity to producing your own scrap? 
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Mr. JARAMAILLO. You always produce a certain amount of scrap. 
That will be sufficient for our own needs as far as refining the steel 
is concerned. 

Senator Bennerr. What about manganese? 

Mr. JaARAMAILLO. The manganese we have in the country. We are 
studying possible sources of manganese now. I am sure that in the 
course of our studies we will find it is within our own resources. 

Senator Bennett. For all practical purposes you have the raw ma- 
terials in your own country and will not be dependent upon importa- 
tion? 

Mr. JaramarLyo. That is right. 

The establishment of this industry in Latin America is of advantage 
not only to our country but to the whole industry because, in the first 
place, it gives us a capacity to produce. We can only buy according 
to that we can produce. We have a limited amount of dollars. We 
have dollars from our exports, coffee, oil,'and so on. So each dollar 
that we can save in raw steel is a dollar we can spend in finished 
products. We can spend it for radios, automobiles, and iceboxes. 

Senator Bennerr. How does the capacity of your mill compare 
with the market in your country? How nearly would you come to 
satisfying the market, or would you have some steel for export? 

Mr. JARAMAILLO. Right now if we divide the consumption of steel 
in our country into 2 main parts, 1 as to bars, shapes, and so on, the 
other, flat products, the capacity of the mill as it is being put up now 
will be about sufficient to satisfy consumption of bars, shapes, and 
rails. Then we have flat products to take care of, which are inti- 
mately linked with the development of other industries, like the oil 
industry, preserved foods, beer, and so on, for which a large amount 
of flat products is required. So, if we put up a plant twice as big as 
we have now we can have half go to flat products and half to bars and 
shapes and it will just about be of a size to supply the country. We 
will produce about 50 percent of the total requirements of the country 
right now. 

Senator Bennetr. Do I understand that you are now projecting 
another operation which would double the present capacity of your 
plant and devote that to flat products, or are you simply putting up a 
small additional unit so that you can enlarge your present capacitv 
and transform it into flat products? 

Mr. JaRaMAiLLo. That is right. 

Senator Bennett. It is the latter? 

Mr. JARAMAILLO. We are trying to enlarge the first step by doing 
that, to put in enough capacity to give the country some flat products, 
which we feel we need badly. Later on the capacity will be comple- 
mented by another blast furnace, and then we will have a complete 
plant from end to end; in other words, we will have enough steel to 
supply all mill installations. We are doing it because we feel it is a 
national necessity. 

It is interesting to note from the experience of Brazil and also of 
Chile that by the establishment of the local steel industries down there 
the consumption or the amount of steel imported in the country has 
increased because of the tremendous increase in the consumption of 
steel. We feel when our industry is established there will be no need 
for steel from other sources. 





Bra: 
establi 
Sen: 
involv 
there 
marke 
Mr. 
sure W 
and n 
made 
twice 
econo: 
We 
oratec 
show 
spares 
proble 
I be 
the cc 
ask, | 
Sen 
like t 


STAT 


regar 
Expo 
visite 
ance, 
study 
1 day 
his 0% 
of Be 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 359 


Brazil is importing today more steel than they did before they 
established their mill. 

Senator Bennett. Has there been any change in the tariff situation 
involving steel? When you come into operation in Colombia will 
there be a higher tariff against imported steel to protect your own 
market for your own use? 

Mr. JaramaiL_o. I do not believe we will require it. I am quite 
sure we can sell steel at the same price that we are importing it today 
and make a nice profit. That is one of the points that Dr. Currie 
made in his report. He said that we would have to buy steel at 
twice the price at which we were making it and thereby hamper the 
economic development of the country. That is not the case at all. 

We have made several studies. Those studies have been corrob- 
orated by the study made by the United Nations, in which they 
show that the cost of steel produced in our plant will be substantially 
lower than the cost of steel produced here because of the transportation 
problem. 

I believe that covers the special points I had in mind to put before 
the committee. If you have any questions that you would like to 
ask, I will be glad to answer them. 

Senator Bennett. I would like to ask Mr. Beretta if he would 
like to make a statement. 


STATEMENT OF FRANCIS BERETTA, ASSISTANT TO THE GENERAL 
MANAGER, EMPRESA SIDERURGICA NACIONAL DE PAZ DE 
RIO, S, A., BOGOTA, COLOMBIA 


Mr. Bererra. Mr. Chairman, I think Dr. Jaramaillo has covered 
the history of our project. Perhaps my contribution would have its 
basis on the fact that I was the one who had the contacts with the 
various bank officials. 

In answering the questionnaire sent by Senator Capehart, we tried 
to cover the field as consistently as possible. But the truth of the 
matter is, the facts involved are very clear. Mr. Currie made his 
report. We keep using that as a reason for our predicament with 
regard to assistance, either from the International Bank or from the 
Export-Import Bank because regardless of the department that we 
visited in Washington in the effort to tell our story to obtain assist- 
ance, we were faced invariably with this blue copy of an economic 
study for Colombia prepared by Mr. Currie who, incidentally, spent 
1 day in the area where our mill is located at the present time. In 
his own words he said that the most impressive thing about the State 
of Boyaca were the Indians there and the blankets which they wore 
over their heads. 

I would like to tell you a little about the State of Boyaca. It is 
composed of a strong, individualistic people who have been living 
from hand to mouth from their own agricultural efforts through the 
years. But nevertheless they are blessed with the God-given gifts of 
iron ore, coal, limestone, and so forth. 

Those of us who have been intimately associated with this pro- 
gram, and I should say specifically Dr. Jaramaillo and myself, have 
received our primary and secondary and university training in this 
country, making us very, very familiar with the industrial processes 
and the equipment which is produced in this country. So, naturally, 
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in the various projects with which we have been associated we have 
always sent to the United States not only for the equipment but for 
the know-how. It has worked out nicely. 

In this case we also turned in this direction and decided that we 
would try our best to get American equipment. The amount in- 
volved—TI do not know whether Dr. Jaramaillo has expressed it or 
not—runs to $35 million or $40 million, which we have already pur- 
chased in France and which has been delivered. 

I would like to take a second to tell you about this matter. I 
think it is of real merit not only to the Paz de Rio project but from 
the standpoint of a consulting engineer and a friend of Dr. Jaramaillo 
and a friend of Latin America. 

This $40 million worth of equipment was purchased in France, 
shipped either from Le Havre or one of the ports and transported by 
ocean to Barranquilla, which is the port in Colombia. 

Then it was transshipped or transloaded to a barge of very low 
draft up the Magdelena River for 500 kilometers. Then it was off- 
loaded again to either a railroad or highway. The term “highway”’ 
is used loosely. The argument of how much you put on an axle in 
Colombia does not exist, because if it is a 10-ton truck we always 
construe that as meaning a 20-ton truck. That is the way we load it. 
It then came up over 280 kilometers of road, back road, not paved. 

We have transported today 90,000 tons of material which go into 
this first phase of our plant. As mentioned by Dr. Jaramaillo, the 
majority of that is in place and we should take off our first cast during 
July. It has been a herculean task and we have done it with equip- 
ment as to whose background we have not had too much experience. 
If it had been an American blast furnace and an American rolling mill, 
we would have had some experience on it, but nevertheless it is there 
and it is high-class material; 

The important factor is that there is a dangerous precedent estab- 
lished when a man of Dr. Currie’s background can go to a country for 
2, 3, or even 4 months and come up with the stigmatism in the form of 
a report which he made. And while the rest of his report may be of 
some value, its value to the basic economics of the country with 
regard to heavy industry is subject to quite a lot of observations. 

My experience with the International Bank is limited only to the 
fact that they turned us down. In the Export-Import Bank we 
received all courtesies and the finest attention with the preliminary 
discussions. The individuals involved were very generous of their 
time to discuss the project, and some of them even know the plant by 
personal observation. 

Due to the fact that we had an American engineering firm whose 
background in the iron and steel industry is very well known, we felt 
to get the story across would not be difficult. However, at every 
turn we were faced with the fact that an entity of the United States 
Government had decided that the project was unfeasible. 

Senator Bennerr. Let us stop there just a minute. The Inter- 
national Bank is not necessarily an entity of the United States Gov- 
ernment. It is an international entity, of which the United States 
Government is a participant. While Dr. Currie, I believe, prior to 
that time had been in the State Department, theoretically he severed 
his connection with the United States Government when he became 
an employee of the International Bank. 
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Did he make that survey as an employee of the International Bank 
or as a representative of the State Department? 

Mr. JARAMAILLO. As an employee of the International Bank. 

Senator Bennett. So, Dr. Currie cannot be directly and completely 
connected to the Federal Government, though he came out of the 
State Department before he went into the International Bank. 

Mr. Bererra. As a consequence of his association with the Gov- 
ernment, the observations he made very definitely had weight in var- 
ious Government offices. I had that experience with the effort to 
try to obtain the export licenses necessary for those purchases which 
we did make here. 

Senator Bennerr. Did the people in France from whom you finally 
made your purchases concern themselves with the Currie report? 
Did they know of its existence? 

Mr. JARAMAILLO. They knew of its existence but they were not 
concerned with it. 

Mr. Beretta. Their method was to send some of their people to 
take a look at what we were trying to do. We discussed it with 
them. We went full speed ahead with the program. The conclusions 
of the Currie report and its effect on us was very, very definite. In 
a discussion at one time with some of the members who controlled 
or who were in charge of granting the export licenses, we had to go 
through the Calvary “of explaining what we were doing, and when it 
was all through they said, ‘‘ How are you going to make steel without 
scrap?” That, of course, was an engineering detail and we cleared 
that up soon. 

Mr. Currie’s point was that the only way you can make steel is 
from scrap. We had to go through so many dispositions that were 
not inherent to the case. At every turn we found that report kept 
haunting us. 

I would state in fairness that I suppose some of his other observa- 
tions, those considering strictly economic processes or tax processes, 
are probably very competent, but his observations on the steel 
industry are at complete variance to the facts in the case. 

Senator Bennett. Did Dr. Currie believe that nobody makes steel 
except from scrap or did he believe that there were no other resources 
available to you in Colombia—— 

Mr. JARAMAILLO. That was his prescription for us only. 

Senator Bennett. For you only? 

Mr. JARAMAILLO. Yes. 

Senator Bennett. Did he ignore the presence of these iron and coal 
deposits within 15 miles of your plant? 

Mr. JaARAMAILLO. No. I, myself, took him to visit the whole 
project and showed him the mines and showed him the location of the 
plant, and explained to him the purpose of the project and gave him 
all the necessary explanations, the possibility of income, production, 
and so on. 

He was assisted in all technical matters of that sort by Mr. Carl 
Flesher. As far as we knew, there were never any real experts who 
had experience in the production of steel that ever went out there for 
the international bank in connection with the study of Paz de Rio. 
He had experience in ship construction but no experience in these two 
projects. You can very well see that by reading the Currie report or 
talking to anyone who knows anything about the steel industry. 
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Senator Bennerr. Did Dr. Currie expect you to transport scrap 
over the ocean and then up this 800-mile river that Mr. Beretta has 
described to us? 

Mr. JARAMAILLO. Yes, that is right. His proposition was to put 
up an electric furnace, 1 on the coast and 1 in the interior, and trans- 
port this scrap over these mountain routes to the place of use. Of 
course, we have seen what has happened to the scrap market. At 
one time it was worth almost as much as finished steel and could not 
be had. Of course, we had no difficulty in convincing the people 
down there that that was not a sound proposition, and we went ahead 
with the original project of building a steel plant. 

He claimed the plant would cost twice as much as we figured. As 
a matter of fact, we have not gone over our initial estimate of 4 years 
ago by more than, I would say, 15 percent, which if compared to 
prices from that time on is very modest. 

Senator Bennerr. Since you bought your mill in France you un- 
doubtedly know what the French prices are for products of that type 
to make up the mill. Did you compare them with prices that you 
might have paid in the United States for a mill of the same capacity? 

Mr. JARAMAILLO. Not only did they compare very favorably, prices 
in France being lower, but we had a guaranty of price from the French 
Government which precluded any escalator clauses or increase in prices 
during the course of manufacturing. That saved us about $15 million. 

Senator Bennett. Maybe Dr. Currie was more kind to you than 
you realized. 

Mr. Beretta. Negative assistance. I want to go back for a second 
to the question that you asked Dr. Jaramaillo about the tariff barriers 
which might be necessary. I suppose that part of the tariff barrier 
which will be imposed, and very definitely will be imposed, was im- 
posed by the good Lord himself when He made the Magdalena River 
the only means of communication with the interior, 

So, what we pay on duty on a refrigerator or car today would nor- 
mally be applied to the importation of steel. You would still have 
to go through the same process of transportation into the interior. 
Therefore, we have a natural protective barrier inasmuch as the city 
of Bogotaé, which has about 800,000 people, represents to us 47 per- 
cent of the market of the materials we produce. The city of Medellin 
is roughly 22 percent. It is interesting also perhaps to inform you 
that the production for the first year, the products we will roll the 
first year, have been spoken for. As a matter of fact, official orders 
stand on the books for all the products that are to be born. 

The price of those products is a matter of conjecture now, of 
engineering studies. We find that we take our limestone out at far 
below the estimated price it would have cost us, and the coal and ore 
are very definitely in the same category. 

The other observation I would like is a general observation of Colom- 
bia and Latin America as such. Dr. Currie’s report said that we 
should make out of the State of Boyaca an agricultural area, and in a 
sense I think those who know Boyaca would agree. They raise fine 
potatoes and corn, and so forth. But they only raise potatoes and 
corn and other agricultural products for their immediate consumption 
because of the difficulty of getting them to the markets. 

We find this condition, and I find it especially so being in charge of 
the construction of the plant, having the social aspects to deal with 
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as well. It is practically impossible to get potatoes, corn, meat out of 
Boyaca because we have today created roughly 800,000 consumers, 
people who are now engaged in the arts, bricklayers, carpenters, 
welders, and so forth. They receive salaries and have thereby become 
consumers, and they are consuming the local products. As they 
increase their potential to buy they will immediately buy the refrigera- 
tors and the other products which are not made in Colombia today. 
The dollar saving that the steel mill will create will allow these people 
to buy in the outside world. 

It is interesting to observe the metamorphosis which has taken 
place. Dr. Currie is right. It should be an agricultural country, 
but it is no good at all to be able to produce goods that you cannot se ll. 

Today we find that the farmers instead of only planting maybe 1 
hectare are now planting 4 or 5 in order to meet the demands of che 
changes that are taking place in the cities that surround us. There 
are four new industries already started, Any of the loans that are 
made will have an effect on the people in that area. So it is of basic 
interest in the development that we have started, and we will continue 
to increase that accomplishment by producing consumers, which is 
the basic principle involved. 

The history of the United States proves that the system of creating 
the consumer is the only answer to any of this development. The fact 
that Colombia today needs to develop, needs to grow, is based mostly 
on the fact that there are no consumers of any great number in this 
area, which is the most backward area in Colombia. We are seeing 
a met amorphosis take place which is really an interesting thing. 

Senator Green of Rhode Island visited us and spent a great deal of 
time with us. We showed him the housing, the water supply, the 
electricity, the things that we have created in this area. Our position 
is that we had been heard and had the thing been truly seen the $35 
million or $40 million would have been American dollars, and it would 
have been, certainly a furthering of this effort to create consumers for 
American goods throughout the world if the United States instead of 
some other country had done it. 

We are faced again with that problem of what to do with the flat 
rolling mill project. If we come here and say that we would like to do 
this, and here is the backing for what we are doing, and the Colombian 
balance of trade is a very interesting guaranty for what we are trying 
to do, I wonder if we are going to be faced with exactly the same 
difficulties or misunderstanding, and will we have to take the boat 
again and ask assistance from someone else, who, incidentally, gave us 
the assistance because you have already given it ‘to them. 

Senator Bennerr. We have had a great deal of discussion during 
the last 3 or 4 days about the European competition. 

While the matter has not, I think, come out into the open before, 
certainly I have listened to it with the realization that the money 
that is supplying the credit from France and Germany, and to a cer- 
tain extent from England, is actually our money. So instead of 
financing jobs for American workmen we have actually financed the 
preparation in France of your steel mill indirectly, if not directly. 

Mr. JARAMAILLO. I should like to add, Mr. Chairman, in this 
extension of the project, which is worth about $25 million, we already 
have definite offers of financing from 2 European countries who are 
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ready to supply the necessary funds and equipment to finish that 
part of the mill. 

We have come here today because we feel that any assistance that 
the United States can give us will be of much more benefit to inter- 
American solidarity than we could find by having to make these pur- 
chases outside of the United States. 

We would like to get some assistance from this country and buy the 
equipment here. We are not really asking for a handout. We 
only want assistance to be able to help each other. 

Senator Bennett. Do you intend to explore the possibility of a 
loan from the Export-Import Bank for your additional facilities? 

Mr. JARAMAILLO. We are certainly doing our best. 

Senator Bennerr. I think this has been a very interesting part of 
the record. I think we have gone rather thoroughly into the problem. 
I appreciate that both of you could come. As a part of the record, 
I should like at this point to introduce Mr. Beretta’s letter of Septem- 
ber 19 and his second letter of September 28 into the record. 

He has supplied us with 15 or 20 photographs of the project as it 
appeared last September. Obviously, these cannot be put in the 
record. We have no means of reproducing them, but we are happy 
to have them for the committee files for reference if and when there is 
further discussion of this problem. 

I wish to thank both of you very much. 

(The material referred to follows:) 


EMPRESA SIDERURGICA NACIONAL DE Paz pg Rio, Sour AMERICA, 
Belencito, Boyaca, September 19, 1953. 
Mr. SHERMAN ADAMS, 
Assistant to President of the United States, 
White House, Washington, D. C., United States. 


Dear Mr, Apams: Some time ago you received a letter from us and we had 
the pleasure of an acknowledgement from you with regards to the application 
for a loan made to-the Export-Import Bank for funds necessary to purchase 
materials for the first fully integrated steel mill in South America located near 
Bogota, Colombia. 

As you undoubtedly know, the loan was refused for reasons which never have 
been very clear te us. At any rate we were successful in obtaining the necessary 
financing in France and the materials which would ordinarily have been purchased 
in the United States were purchased in Europe. 

Because of the fact that first as an American and more definitely so, having 
been born, raised and educated in New England, we feel that the enclosed photo- 
graphs will be of interest to you. They show the progress we have made to date. 

We hope they serve also to indicate that many of the opinions given by Dr. 
Lauchlin Currie who first opposed this project and later on by hosts of economists 
in the State Department who chose to comment in an adverse result of these 
opinions we have taken added interest in a project which could have been another 
jewel in the diadem of progress made by the United States in creating consumers 
in Latin America, consumers, that is, of American-made goods. 

We would give you a little history of this plant to assure you that our comments 
are made in the spirit of cooperation and because our background is one of long- 
standing and because we believe that some real technical assistance in the proper 
spot would have placed this project in the United States instead of in France. 

This plant we are finishing in Belencito, in the State of Boyaca has within a 
radius of 30 kilometers, iron ore, 48 percent Fe. with proven reserves for 250 
years which meet the requirements of capacity of the plant and a proposed ex- 
pansion for 2 more blast furnaces. Proved reserves of coking coal under the 
same conditions for an equal number of years and limestone of the highest chemi- 
cal analysis for an equal number of years, also water in great abundance. From an 
engineering standpoint the above completely justifies the investment of a total 
of $80 million which will be the cost of the entire plant, the building of two small 
cities and all the auxiliaries. 
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From the economic standpoint the manufacture of 110,000 tons of ingots which 
will be converted into construction bar, structural sections up to 8 inches, 75- 
pound railroad rails and wire will return to the stockholders and the Colombian 
Government approximately $15 million in the first year and $25 million in the 
second year of operation. These dollars which will be saved on the importation 
of steel will be used for the purchase of those consumer goods which are today 
lacking in Colombia. 

It is not the fact that a steel mill is important and justified in Colombia or in 
any of these underdeveloped countries. he poignant fact is that in the process 
of construction of the plant and in the operation of the plant, we are creating the 
consumers which is the only answer to the successful development of these 
countries. 

We have carried on in great length but hope you will pardon us if you read 
between the lines the tremendous pride that is felt as an American in having 
helped the Colombians. We tried to get this project entirely from the American 
scene, but inasmuch as our efforts produced no results, we were forced to obtain 
assistance from other sources. 

Please don’t just file these pictures away in a folder for future reference, but 
we would ask you one favor. Please show them to the President of our great 
country and also to any other officials who might be interested enough in the 
responsibility of making this world a better place to live in and to those who 
definitely are dedicated to the responsibilities which life, as we know it today, 
has thrust upon us. 

This is the day that we haven’t yet received a visit from any officials of our 
Government so that an unbiased report could be presented to you. 

In a spirit of service we place at your disposal the years of background accumu- 
lated, the educational experience accumulated in Latin America and Europe and 
the entire cooperation of a person who is interested in helping the United States 
to take its place in history as the great contributor to the advancement of the 
underdeveloped countries. 

Please accept our greatest respect and sincere regard. 

Very truly yours, 
Francis Brererta, Jr., 
Assistant to President. 


Empresa Srperurcica NAcIonaL 
DE Paz DE Rio, Sourn AMERICA, 
September 28, 1953. 
Senator Homer E. Caprenanrt, 
United States Senate, Washington, D. C., United States. 


Dear Senator Capenart: We would acknowledge receipt of your good letter 
which reached us here in the field only yesterday. A radio was sent today 
informing that this evening’s airmail would carry our comments which we trust 
you will find comprehensive and of interest. 

In 1949, the International Bank sent Mr. Lauchlin Currie and a host of special- 
ists to study the economic measures necessary to assist in the development of the 
country of Colombia, South America. 

For many years, the Colombians have known that they have iron ore of very 
high quality, coal in great abundance, as well as limestone, all contained in a 
radius of 30 kilometers. These natural resources are located in Boyaca, the most 
underdeveloped State of all the Colombian States. In 1947, President Ospina 
Perez of Colombia decreed that a study should be undertaken to discover the 
feasibility of starting an integrated steel mill to produce a portion of the necessities 
of the country. 

Mr. Currie in his 24% months trip throughout Colombia decided that what 
Colombia needed was not a steel mill nor the creation of consumers, but rather a 
revamping of its monetary system and a host of other items which we, in the 
United States, have today only as a result of our great industrial development. 
Mr. Currie also decided that he could not recommend to the United States that 
the Colombians proceed with this project. He also, as a matter of fact, refused to 
visit the area where the natural resources are in great abundance. 

In spite of Mr. Currie’s opinions, the Colombians, as a matter of national 
pride, elected to proceed. The writer, because of his background and experience 
in all the Latin-American countries, was chosen as chief consultant. Mr. Currie’s 
derogatory report influenced the State Department and the International Bank 
who sponsored his trip to Colombia. They in turn informed the Colombian 
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Government that they would be interested in some projects, but they could 
not include financing of an integrated steel mill. 

No formal application was ever made to the International Bank for financing 
the steel mill, but they rejected any possibility for a loan even before the applica- 
tion was made. 

Facing this impasse, we went to Europe and obtained the financing both in 
Germany and in France. At the last moment, when we were about to choose the 
German financing, we were given to understand by the Germans that pressure 
had been brought to bear on them by the American Zone Governor and that they 
could not finance any projects in Latin America. We believe the American Zone 
Governor at that time was Mr. McCloy. 

As a result, we were forced to take the French financing and it has been a 
godsend as the enclosed photographs will attest. 

Today, 16 months after breaking ground, the enclosed pictures will show you 
what we have been able to do in spite of great transportation difficulties and the 
natural materie! difficulties that go into an engineering project of this type. 
We have started accounting classes, a welding school, a carpentry school, a brick- 
mason school, etc., all in an effort to make this project a well-rounded productive 
effort. 

Last fall, we prepared a complete study for the Export-Import Bank hoping 
to obtain a loan of $5 million to purchase auxiliary equipment from the United 
States, material such as, machine tools, generating equipment, and mining tools. 
Equipment which the writer as an engineer and as an American far preferred to 
that of European manufacture. 

We would inform you that Mr. Carl Cass, chief engineer of the Export-Import 
Bank was most interested in the project and gave us assistance and hearing. 
Several other men including Mr. Lynn Stambaugh were receiving us and were 
most gracious, but, immediately, the formal application was made, we were forced 
to fight the battle of Washington. We tried to get through the maze of specialists 
in the State Department who had decided that Mr. Currie’s report, which had 
been spread all over our Nation’s Capitol and practically had become law, had 
influenced the thinking to the point where the Holy Bible and Christian teachings 
and the feeling of responsibility for the world ceased to exist. Mr. Currie’s word 
dominated. 

To make a long story interesting, we were informed that the project was con- 
sidered unfeasible. 

We are also enclosing a copy of a cable sent to Mr. J. C. Hebert of the Jones 
& Lamson Machine Co. of Springfield, Vt., for whom we have the greatest respect. 
He has helped us many times on the various engineering projects undertaken in 
Latin America. We tried to buy American equipment, but the Export-Import 
Bank was influenced by people in State who apparently will not assume the 
responsibility that the condition of the world today has thrust upon them. 

fe took a plane immediately to France, pleaded our case, and as a result, the 
$5 million worth of capital goods which would have been purchased in the United 
States were purchased in France. Now, we are sure that the American machine- 
tool builders are not very satisfied with this situation and this was the reason for 
my radio to Jim Hebert. We are also sure that General Electric, Westinghouse, 
and other similar producers of materials which were needed are not very happy. 
My dear Senator, who is to blame for this if not those individuals who are not 
willing to face the facts that the United States, the greatest country in the world, 
has the responsibility as a result of its greatness to guide these underdeveloped 
countries into a pattern of contribution rather than to merely write them off as 
Indians and to keep loaning them money which does not help them and which in 
no way assists our own economy. 

As an American citizen and as a man who knows both Latin American needs and 
American products in their entirety, we are at loss to understand a what the 
functions of loaning agencies are in the United States, if not to help in creating 
consumers in these underdeveloped countries because only in this way will we be 
able to get them ‘‘off our back.’’ Loaning them money for them to do as they will 
produces nothing but poor relations who never like you anyway, but if you loan 
them money for definite projects whose pattern should be the development of 
their country along the lines of our own American industrial development, you 
really will approach the desired end. 

The writer plans to leave soon to obtain necessary financing for a flat-rolled 

roducts mill to complement the rolling mills already in place. We would like to 
Cay this from Mesta, United Bliss, or Continental, but what chance have we 


against Mr. Currie and his residue. 
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From this project we will go to others and can inform you that we will continue 
the same ppiians circle of trying to get assistance from our country, but at the 
same time it is our moral obligation to inform you that we will spend less and less 
time in the effort. 

We shall try to answer your questions as you enumerate them in your letter. 

1, The nature or purpose of your contact with the bank. 

Answer. To obtain financing for the purchase of auxiliaries such as machine 
tools, welding equipmenc, and so forth, from the United States. 

2. Tf you had correspondence with the bank, did you receive prompt and satis- 
factory replies? 

Answer. Yes; we had correspondence with the bank and personal contact and 
we were always graciously received, 

3. Have you ever applied for a loan from the Export-Import Bank? 

Answer. Yes; an application was made to the Export-Import Bank. 

4. If so, has your application been granted or denied? Was it handled in a 
courteous and expeditious manner? 

Answer. The application was denied. A loan application was handled expedi- 
tiously. 

5. If a credit was authorized, was it administered by the Export-Import Bank 
in an efficient manner? 

(No answer.) 

6. Have you any specific complaints about the operations of the Export-Import 
Bank? 

Answer. No. 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

Answer. We believe that the Export-Import Bank because it is totally an 
American institution is the only bank that has contributed on every one of the 
projects it has financed. We cannot recall a single case in Latin America where 
the Export-Import Bank’s financing prevailed, where excellent results were not 
obtained. 

8. Has the bank assisted in developing and expanding the economy of foreign 
countries? Has it increased their capacity to purchase United States exports? 

Answer. Yes; we have observed many satisfactory results through Export- 
Import Bank financing. 

9. Have you any suggestions for changes or alterations in the policy or opera- 
tions of the Export-Import Bank? 

Answer. There are a number of suggestions but the primary one would be that 
the bank should have a freer hand to deal directly with the industrialists of a 
country. There are enough Americans with sufficient engineering background 
and knowledge of Latin America who could be contracted by the bank to assist 
them in their work whenever an application for a loan is presented. 

10. Has the Export-Import Bank facilitated in the expansion of international 
trade in the past, and if so, how can it more adequately expand it in the future? 

Answer. Because of the length of this letter and because of a projected trip in 
the very near future to the United States, perhaps we will expound further on the 
point at a later date. 

However, we will say without fear of successful contradiction that the bank, 
from our point of view, is the logical bank to do the job of creating consumers 
through loans for projects in various countries. 

American engineering advancement and the ability that exists in the Ameri- 
can industries to produce the goods which these countries need, should be coordi- 
nated with this bank through its leaders. Immediately there comes to my mind 
the names of James Hebert of Jones & Lamson Machine Co., Colonel Kraut of 
Giddings & Lewis, Glenn Bixby of Excello Corp., and Jeff Miller of the Illinois 
Tool Co. who should sit with the bank in an advisory capacity and work out the 
plans that will help to lift these people in the underdeveloped countries rather 
than to keep pouring money down the drain with no guidance. 

My dear Senator, we have a responsibility as enlightened people to pass on to 
the rest of the world that which our forefathers left us and that which we have 
developed as a result of this inheritance. We know very little about where we 
came from and less about where we are going, therefore, our obligation as Ameri- 
cans is to plan and assist those people who have less than we do, not by outright 
gifts, but by guidance and leadership which will permit them to follow the course 
which the history of the American scene through the yeirs has proven to be the 
only successful course. 

There is also enclosed, my dear Senator, as a matter of interest, the newspaper 
which our group has printed because, you see, we are not only building a steel 
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mill and not only creating consumers, but we are trying to raise the educational 
standard of these people so that they can carry on successfully when the writer 
can no longer be on the scene. You will note on the inside page a photograph 
of the writer and what the Colombians think of his contribution. 

We have carried on to great length, but, Senator, we congratulate you because 
we feel that from what you are doing there will come a feeling of responsibility 
which cannot help but assist our great country in assuming its duties. Senator, 
believe us, the interest expressed in your letter indicates that we should take 
renewed hope that there still exist in the United States people who recognize 
their responsibility. 

The above comments are made in the spirit of cooperation and we place at 
your disposal the vears of background and knowledge of these underdeveloped 
countries. Do with them as you will. God bless you. 

Regards and respect. 

Sincerely yours, 
Francis Beretta, Jr., 
Assistant to President. 

Senator Bennett. It is obvious we are not going to get through 
today’s list of witnesses this morning. I would like to check the 
possibilities for the rest of the hearing. 

We will recess now because the Senate goes into session at 12 
o’clock. We will come back at 2 o’clock. 

(Whereupon, at 11:55 a. m., a recess was taken until 2 p. m., the 
same day.) 

AFTERNOON SESSION 


(The committee reconvened at 2:03 p. m., Senator Wallace F. 
Bennett presiding.) 

Senator Bennerr. Mr. Rovira, I believe we can start. I do not 
know if other members of the committee will be here or not. Do 
you have a prepared statement? 


STATEMENT OF GERMAN ROVIRA §S., REPRESENTING THE COR- 
PORACION BOLIVIANA DE FOMENTO, AND YACIMIENTOS 
PETROLIFEROS FISCALES BOLIVIANOS 


Mr. Rovira. No, sir; I do not. 

Senator Bennerr. Will you give the reporter your name for the 
record? 

Mr. Rovrra. My name is German Rovira. I am the representa- 
tive in the United States for the Corporacion Boliviano de Fomento 
and Yacimientos Petroliferos Fiscales Bolivianos. 

Mr) Chairman, I just have to add a few remarks to what I have 
already said in my letter of September 22 to the chairman of the 
committee. 

First of all, I would like to definitely emphasize the fact that all 
the relations of the Corporacion de Fomento and Y. P. F. B. with the 
Export-Import Bank while getting some of the loans we did have 
been most friendly, most courteous, and we have received on every 
occasion the most ample cooperation and help from all the authori- 
ties with whom we have been dealing at the bank. 

Senator Bennerr. Apparently you were given 2 loans and the 
third was denied, or 1 of the 3 loans was denied? 

Mr. Rovira. Yes. We received two loans before my letter of 
December 22, and one after, on December 31. We have received 3 
loans, and 1 denied. 

Senator Bennett. Three out of four, then, instead of two out of 
three? 
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Mr. Rovira. That is right, Mr. Chairman. We received two loans 
for highway construction for a very important transportation connec- 
tion uniting the lowlands with the uplands. That project is known as 
the Cochabamba-Santa Cruz Highway. The total amount of the 
three loans that we received was $28,400,000. 

Besides those two loans for the highway we have received an addi- 
tional loan for a petroleum project “that we have. I would like to 
clarify that the mining project was for the establishment of a concen- 
tration plant for tin concentrates. We are still exporting tin con- 
centrates, of very low percentage of metallic tin, to the United States. 

At the time the idea was to concentrate these ores to a high concen- 
tration, that is, the same concentration that we have on shipments to 
England, which run to about 50 percent of metallic tin. 

Due to different conditions at the time—that was 1949—the request 
for the loan, which was for $2,500,000, was denied. However, at this 
same time we were requesting an additional loan to complete the 
highway. This additional loan, which was for $16 million, was 
granted. 

Senator Bennetr. It was the purpose of the loan that led to 
denial rather than any other element in it? 

Mr. Rovira. I would imagine that was the case, Mr. Chairman. 

The loans granted by the Export-Import Bank to the Bolivian 
Government Corporation and Y. P. F. B. are examples of real coopera- 
tion on the part of the United States Government to a country such as 
Bolivia. These loans have definitely been helpful to Bolivia, although 
some of the results are not yet fully achieved. 

We have the case of the petroleum loans, which were for the con- 
struction of pipeline and a refinery. Since November of 1953 I am 
happy to say we have been self-sufficient in gasoline and kerosene. 
We still have to import diesel oil and fuel oil for heavy industry. 
However, this first results of this type corporation are definitely 
showing a saving of approximately $300,000 per month on foreign 
exchange to the country. We are hopeful that before the year is 
over we will be in a position to show additional gains in the saving of 
foreign exchange. 

Senator Brennerr. Does the crude oil from which you produce 
your gasoline and kerosene have its origin in Bolivia? 

Mr. Rovira. Yes. We have several fields. At the end of October 
1953, production was only 850 barrels per day. At the present 
moment our production is 4,200 barrels per day. 

With regard to the highway, this important link between the 
highlands and the lowlands will show also a great saving in foreign 
exchange. At the present moment we have to import almost every- 
thing that is consumed in the country, including commodities such as 
wheat, meat, cotton, sugar, rice, and so forth. When the highway 
is completed, there will be transportation between these areas and 
the above products will be produced with the exception of wheat 
which will have to be imported for some considerable length of time. 

The highway will be open for traffic at the end of April 1954, but 
will not be completely paved. We only have approximately some 
100 kilometers of pavement against a total length of 500 kilometers. 
We are hopeful that if some new government plans come through 
to be able to pave this highway. 
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The present situation in Bolivia is a very difficult one. I think you 
can realize, when you come from a mining State, exactly how a mining 
country like mine is affected when our main export is one commodity, 
tin. 

I would also like to state that at this moment we are up to date 
on all of our obligations to the bank, amortization and interest. 

I do thank you for allowing me to come to testify. If you have any 
questions, I will be most happy to answer them. 

Senator Bennett. Apparently your 3 loans are only 3 of 9 loans 
made by the Export-Import Bank in Bolivia. I suppose the rest of 
them were to private corporations rather than to aGovernment agency? 

Mr. Rovira. Yes. There were three loans made to some mining 
interests in Bolivia prior to the nationalization of some of the mines. 
They were to the Patino group, the Hochschild group and the Aramayo 
group. They were for minerals of a strategic nature. 

Senator Bennerr. There were apparently three tungsten loans 
made in the country. 

Mr. Rovira. That is right. 

Senator Brennerr. The total of loans made by the Export-Import 
Bank in Bolivia is $39,008,000, including your own and the others 
that were made to private interests? 

Mr. Rovira. Yes; $28,700,000, approximately, for the highway 
project and $8,500,000 for petroleum. 

Senator Bennett. Thank you very much. We will put Mr. 
Rovira’s letter in response to the committee questionnaire in the record 
at this point. The letter is dated September 22, 1953. 

(The material referred to follows: ) 


CorPORACION BoLivIANA DE FoMENTO, 
Unrrep Srares Orrics, 
Washington, D. C., September 22, 1953. 
Senator Homer E. CapEnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator: I am very sorry I could not answer your letter of September 3, 
1953, as soon as I-would have liked owing to my absence from the city. I hope 
this delay has not caused any inconvenience. 

The Bolivian Development Corporation has been in direct contact with the 
Export-Import Bank since its organization in 1942. I shall try to answer your 
questions in the same order as you have requested them. 

1. The Bolivian Development Corporation was organized after reeommenda- 
tions made by an American mission (the Bohan mission) that visited Bolivia at 
the end of 1940 and part of 1941 and studied different problems of the Bolivian 
economic picture. One of the recommendations was the establishment of a 
development corporation which would undertake certain projects which the 
mission felt were vital for the development of the country. 

On December 29, 1942, the tripartite agreement was signed between the 
Export-Import Bank, the Bolivian Government, and the Corporacion Boliviana 
de Fomento, whereby CBF would receive a loan from the Export-Import Bank of 
$15,500,000 for the building of a highway from Cochabamba to Santa Cruz, and 
for financial help to YPFB to increase the production of oil. Our contact with the 
bank has been related directly to the loans granted by them to the CBF with the 
guaranties of the Bolivian Government. 

2. We have had quite a lot of correspondence with the bank and have received 
prompt and satisfactory replies. 

3. We have applied for three loans from the Export-Import Bank. 

4. Two of these requests for loans have been granted, one denied. Due toa 
complexity of problems, the negotiations in the last two requests have been 
carried out over many months. 

5. All the credits authorized and administered by the bank have been done in 
a very efficient manner. 

6. We have no specific complaints about the Export-Import Bank. 
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7. To the best of our knowledge, the Export-Import Bank has aided in properly 
financing and facilitating the export-import trade of the United States. 

8. In the case of Bolivia, I would say that the bank has assisted, and is assisting, 
in the development and expansion of the economy of our country, and believe 
that it will eventually increase the capacity of our purchases in the United States. 

9. No comment. 

10. The Export-Import Bank, to the best of our knowledge and from our own 
experience, has facilitated the expansion of international trade and think that it 
can do more in the future if given the proper authority and necessary funds to 
carry out its work. 

As a representative of a foreign government agency, I believe I would have to 
request the authorization of my principals to appear before your committee and 
testify with respect to the matter under consideration. However, I can assure 
you that this representation and my principals would be most happy to cooperate 
with your committee to the best of its ability. 

Very truly yours, 
GrerMaNn Rovira §&., 
United States Representative 

Senator Bennett. Our next witness will be Mr. Jose Pinheiro, 
representing the Companhia Siderurgica Nacional, which is the Bra- 
zilian National Steel Co., of New York. 

Do you have a prepared statement? 


STATEMENT OF JOSE G. DE A. PINHEIRO, REPRESENTING THE 
COMPANHIA SIDERURGICA NACIONAL (BRAZILIAN NATIONAL 
STEEL CO.), NEW YORK, N. Y. 


Mr. Pinuetro. Yes, Mr. Chairman, I have. 

Senator Bennett. Would you like to read it? 

Mr. Pinuerro. Yes, I would. This will acknowledge receipt of 
your letter of January 20, 1954, relative to my appearance before the 
Committee on Banking and Currency on February 2. 

Your letter of September 3, 1953, was answered under date of Sep- 
tember 21, 1953, by Mr. Aparicio Rodrigues da Cunha, in charge of 
our New York office. However, in accordance with your telegram of 
December 30, 1953, and your letter of January 20, we are submitting 
the following statement expanding the information previously pre- 
sented by our New York office in answer to the specific questions listed 
in your letter of September 3. 

In the past 12 years, the Companhia Siderurgica Nacional (Bra- 
zilian National Steel Co.) has negotiated 2 loans with the Export- 
Import Bank for the purpose of assisting in the financing of the build- 
ing and subsequent expansion of an integrated steel plant at Volta 
Redonda, Brazil. The first loan, in the amount of $20 million, was 
negotiated in May 1941 (Export-Import Bank credit No. 269). Two 
amendments were made, in December 1941 and June 1943, in the 
amounts of $5 million and $20 million, respectively, thus bringing the 
total of the first loan to $45 million. 

Shortly after operations of the plant were commenced in 1946, 
the rapid growth of industry in Brazil created an increasing demand 
for rolled-steel products that could no longer be met by the original 
plant facilities. Continued increases in the unfulfilled demand for 
such products indicated the necessity of a plant expansion and, for 
this purpose, a second loan of $25 million was negotiated with the 
Export-Import Bank by Gen. Sylvio Raulino de Oliveira, president 
of our company. This loan (Export-Import Bank credit No. 481) 
was executed on August 1, 1950. 
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We believe that the Export-Import Bank has greatly stimulated 
the flow of trade between Brazil and the United States by materiall 
aiding in the financing of the basic iron and steel industry in Brazil. 
As a direct result of the availability of basic steel products at Volta 
Redonda, a remarkable growth of other industries in Brazil took 
place, thus increasing the standards of living and greatly expanding 
the Brazilian economy. 

It is therefore our opinion that the Export-Import Bank has defi- 
nitely assisted in the Auvdinainand and expansion of the economy of 
our country. The dollar amount that Brazil previously used for the 
purchase in the United States of basic crude steel products such as 
plates, rails, structurals, etc., has become available, as a result of the 
construction and successful operation of the Volta Redonda plant, 
for the purchase of manufactured steel and other products, such as 
industrial machinery, heavy equipment, and other items in highly 
finished form in the United States. We believe that this is advan- 
tageous to both our countries. 

It is relevant to point out that, under the terms of both Export- 
Import Bank agreements, the total amount of $70 million of the 2 
loans granted to our company was spent entirely in the United States 
for the purpose of purchasing equipment and materials and paying 
for engineering services, transportation, insurance, etc. 

In addition to that, the purchasing offices established in the United 
States by our company have received from Brazil, up to December 31, 
1953, a total of $94,703,252.90 to be spent in this country over and 
above the $70 million made available by the Export-Import Bank 
loans. These remittances from Brazil included $25,227,345.80 for 


payments to the Export-Import Bank as follows: 


Credit 269: 
Applicable to principal__-.--.-_-.----- Bch uke wc aeeee Sata oe $12, 074, 059. 35 
Interest on loan__ 12, 827, 942. 72 


Subtotal P 24, 902, 002. 07 
Credit 481: Interest on loan___..---------- batts ee tea 345, 343. 73 


Totals | 52 214 25, 227, 345. 80 


The remainder of the $94,703,252.90 remitted from Brazil amounted 
to $69,475,907.10. As of December 31, 1953, $66,574,922.39 of this 
amount was spent for the purchase in the United States of coal, 
spare parts, machinery, and to pay for the costs of transportation, 
insurance, and engineering services, as well as for salaries of the 
American technicians sent to Brazil under contract with our company 
and for maintenance of our offices in Cleveland and New York since 
October 1940. 

In this connection, it is significant to list two of the major items 
that comprise the bulk of our expenditures in the United States from 
the beginning of 1945 to December 31, 1953: 

Machinery and equipment $16, 777, 795. 57 
30, 083, 555. 90 

Further, we wish to point out that our company has also been 
buying in Brazil, from representatives of American firms, a sub- 
stantial amount of miscellaneous materials and equipment, including 
fuel oil, diesel oil, gasoline, kerosene, lubricants, trucks, automobiles, 
spare parts; moreover, sulfuric acid of Brazilian manufacture made 
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with imported sulfur from the United States has been extensively 
used in our plant. 

We believe that the above figures are sufficient to indicate the 
amount of trade made possible as a direct result of the Export-Import 
Bank loans for worthy projects like ours designed to develop the basic 
resources of our country. 

An excellent indication of the recent growth of the Brazilian industry 
in general, resulting directly from the establishment of the Volta 
Redonda plant, is that our company is now again confronted with the 
same situation which prevailed in 1949 when market conditions made 
it imperative to carry out our first expansion program. The continu- 
ing urgent demand for rolled steel products has already far exceeded 
the productive capacity contemplated in the expansion program now 
underway. 

Therefore, our company has now under consideration another plan 
for further expansion of our facilities in order to meet the country’s 
additional requirements. 

In specific answer to your questions numbers 2, 4 and 5, with refer- 
ence to our contacts with the Export-Import Bank, we wish to em- 
phasize that at all times we have received very prompt and satis- 
factory replies to our correspondence with the bank, which handled 
our applications for loans in a courteous and expeditious manner. 
Moreover, both credits were very efficiently administered by the bank. 

We trust that the Export-Import Bank will continue to operate in 
the future as it has in the past, and we do not have any suggestions 
for changes or alterations in its past policy or operations. It is our 
considered belief that the bank has given great stimulation to the 
industries of our country and, at the same time, has substantially 
increased her capacity to purchase United States exports. 

Furthermore, the assistance of the bank in the financing of our 
Volta Redonda project has markedly contributed to raising the stand- 
ards of living in our country. 

We sincerely appreciate this opportunity of expressing our views on 
the past operations of the Export-Import Bank of Washington. 

Senator Bennett. Mr. Pinheiro, do you have any other comments 
to make in addition to the material in your prepared statement? 

Mr. Prnuerro. No, I do not. 

Senator Bennert. I have no particular questions. The statement 
is very clear. I have one observation. It is interesting that in 
Brazil you feel it profitable and very much worthwhile to operate a 
native steel industry or a local steel industry in spite of the fact that 
you have to import your coal. 

Mr. Pinuerro. Part of the coal only. 

Senator Bennerr. How much of the coal? 

Mr. Prnuetro. Between 40 and 50 percent. However, our coke 
ovens have been designed so that we can operate with 100 percent 
Brazilian coal. The reason we do not do that at the present time is 
that it is more economical to use a certain percentage of American 
coal to reduce our cost. 

Senator Bennett. You charge both kinds of coal into the oven at 
the same time? 

Mr. Prnuerro. Yes. 

Senator Bennett. It is a blending operation? 

Mr. Prnuetrro. Yes, that is right. Between 40 and 50 percent of 
American coal is used at all times. But we operated in the beginning 
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with 100 percent Brazilian coal to test our installation. We can do it 
in the future, if it is necessary. 

Senator Bennett. Is the Secciiion National Steel Co. a privately 
owned enterprise? 

7 Wlienoga No. It has private capital as well as Government 
capital. 

Senator Bennett. Is it controlled by Government capital? 

Mr. Prnuetrro. Yes, it is. 

Senator Bunnett. So this, then, is in effect a loan to the Brazilian 
Government? 

Mr. Prinuerro. It is. 

Senator Bennett. What percentage are you able to supply of 
Brazilian steel needs? 

Mr. Prnuerro. As of 1941, for instance, the latest statistics avail- 
able showed that total consumption in finished products was 1,150,000 
tons. This figure that I have shows the Brazilian steel industry 
produced 725,000 tons and had to import 364,000 tons. 

Senator Bennett. I notice you are expecting to increase your 
productive capacity. 

Mr. Pinueiro. That is right. 

Senator Bennett. Will that give you enough capacity to approxi- 
mately balance the needs of the economy? 

Mr. Pinuerro. No, it will not. As the result of our metal produc- 
tion, there has been a very marked growth in every industry in Brazil. 
Very recently we made a survey and it shows that for 1955, next 
year, the total consumption to be expected in Brazil is roughly 1,700,- 
000 tons. At that time our plant will be contributing 467,000 tons as 
a result of the expansion now under way. Assuming that there is an 
increase of 10 percent in capacity, we will still be short 780,000 tons 
of steel in Brazil. 

Senator Bennerr. The harder you run the more you run behind? 

Mr. Pinueino. That is right. 

Senator Bennett. Thank you very much. I appreciate your 
coming here. This report which you have read is already in the record. 
At this point I will submit for the record the letter of Mr. Sylvio 
Oliveira to Senator Capehart, responding to the committee question- 
naire, dated October 3, 1953. 

(The material referred to follows:) 


CoMPANHIA SrpERURGICA NACIONAL, 
Rio de Janeiro, Brazil, October 3, 1958, 
Senator Homer E. CapEnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR CAPEHART: I am in receipt of your letter dated September 3 
regarding the United States Senate purpose of conducting a thorough study of 
the activities of Export-Import Bank of Washington and of the International 
Bank for Reconstruction and Development and their relationship to the expansion 
of international trade. 

I wish to assure you of this company’s full support to the scheme and therefore 
will, as concisely as possible, reply to the questions put forward. 

1. The nature or purpose of your contact with the bank. 

Answer. In 1941, Companhia Siderurgica Nacional established her first con- 
tact with Export-Import Bank of Washington, with the purpose of applying for 
a loan, in dollars, to cover the financing of a steel plant, to be located in Volta 
Redonda, State of Rio de Janeiro, Brazil, and accordingly the purchase of 
equipments in the United States. 
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In 1950, again an application was granted for the fulfillment of a first expansion 
program, already on its last stages. 

2. If you had correspondence with the bank did you receive prompt and satis- 
factory replies? 

Answer. Yes. Covering above-mentioned period correspondence with the 
bank, all subjects were promptly and satisfactorily answered. 

3. Have you ever applied for a loan from the Export-Import Bank? 

Answer. Yes. In addition to answer 1, and in view of previous dealings be- 
tween Companhia Siderurgica Nacional and Export-Import Bank, at our request, 
supplemental agreements were made for the following loans: US$20,000 on the 
22d of May 1941; US$5,000 on the 12th of December 1941; US$20,000 on the 14th 
of June of 1943; totaling: US$45,000. 

A second loan of million dollars, at 4 percent per annum, over a period of 20 
years, was concluded on August 1, 1950. 

4. If so, has your application been granted or denied? Was it handled in a 
courteous and expeditious manner? 

Answer. Yes. Answer 3 clearly states that applications of Companhia Side- 
rurgica Nacional were always grarted in a courteous and expeditious manner. 

5. If a credit was authorized was it administered by the Export-Import Bank 
in an efficient manner? 

Answer. Yes. After a thorough and a detailed study of the problem presented, 
a credit was granted by Export-Import Bank to Companhia Siderurgica Nacional. 
At the bank’s demand, this credit was guaranteed by the Brazilian Treasury, the 
Bank of Brazil, and the company itself. Covering technical points, the use of 
this credit was safeguarded, also at the bank’s request, by a separate agreement— 
between Companhia Siderurgica Nacional and Arthur G. McKee, an American 
firm, considered by the bank as capable. Under terms of this agreement the 
company was bound to maintain, at work, in Volta Redonda, several technicians, 
employees of Arthur G. McKee, thereby giving to said agreement the financial 
and technical guaranties demanded. 

6. Have you any specific complaints about the operations of the Export-Import 
Bank? 

Answer. No. 

7. Has the Export-Import Bank aided or failed in properly financing and facil- 
itating the export-import trade of the United States? 

Answer. We consider that the bank had considerably aided the United States 
trade progress, especially as regards exports. As in our case, where, by terms 
of agreement, the amount of the loan was used in the United States, in purchase 
of equipment as well as all the exceeding material necessary, besides coal and other 
supplies, thereby spending the amount of $12 million per year. In addition, we 
are obliged, also by terms of said agreement to transport al! the material acquired 
through United States ships. 

8. Has the bank assisted in developing and expanding the economy of foreign 
countries? Has it increased their capacity to purchase United States exports? 

Answer. Yes. The Export-Import Bank’s financial aid has developed Brazilian 
economy, and Volta Redonda steel plant, as leader of the Brazilian industrial 
progress testifies to it. As holder of a large quantity of raw material, the manu- 
facturing industry in this country has considerably increased. Various essential 
equipments and raw materials were acquired in the Uieited States, thereby placing 
Brazil as one of her greatest consumers. 

This effort which proves the determination and acquisitive power of the Brazil- 
ian, supports, to the utmost capacity, its increasing national industry. As a 
result a considerable number of factories, especially American, have established 
themselves. We are convinced that were Brazil able to acquire more dollars, 
as it shortly will be in a position to do, trade with the United States would be on 
a much bigger scale. 

9. Have you any suggestions for changes or alterations in the policy or opera- 
tions of the Export-Import Bank? 

Answer. No. We wish, however, to draw your attention to the Export-Import 
Bank’s healthy policy of granting loans for the establishment of important enter- 
prises in Brazil, a fact which has had a favorable reflection in Brazilian public 
opinion. The Export-Import Bank’s loan aided Brazil to create its basic industry 
and it is current voice in financial and administrative circles, that Volta Redonda 
steel plant is the best proof of the excellent policy developed by both countries, 
a fact which the Brazilian press has frequently mentioned with applause 

10. Has the Export-Import Bank facilitated the expansion of international trade 
in the past, and if so, how can it more adequately expand it in the future? 
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Answer. Export-Import Bank has helped the international trade, and it is our 
opinion, that were it granted more expansively, it would enable greater develop- 
ment by those who, although suffering from a shortage of dollars, are possessors 
of national resources to guarantee an ample investment of funds. 

I hope that the information herein contained will entirely meet with your 
requirements. Should, however, the necessity arise of my personal appearance 
before your committee, I am willing to testify on this matter, subject to prior 
approval of my country’s Government, since Companhia Siderurgica Nacional, 
as a mixed economy concern, is comprised of private funds controlled by the 
Brazilian Government, as the largest shareholder. 

Sincerely yours, 
8S. R. pe Oxurverra, President. 
Senator Bennerr. Is Mr. Campos here? Will you take the stand, 


Mr. Campos? Do you wish to read your statement? 


STATEMENT OF ROBERTO CAMPOS, REPRESENTING BANCO 
NACIONAL DO DESENVOLVIMENTO ECONOMICO, RIO DE 
JANEIRO, BRAZIL 


Mr. Campos. Yes, Mr. Chairman. I wish to express to you, sir, 
the deep appreciation of the Brazilian National Economic Develop- 
ment Bank for the courteous invitation received from this committee 
to attend the hearings on the activities of the Export-Import Bank. 

The National Economic Development Bank, which I am represent- 
ing here, is in itself a new institution having been established by the 
Brazilian Congress by a law passed on June 20, 1952. It is primarily 
concerned with channeling tax resources and some types of collective 
savings into investments in basic fields such as railroads and highways, 
ports and shipping, and the production of electric energy. 

Like the Export-Import Bank, it aims at supplementing rather than 
substituting for, or competing with, private capital. It has, in fact, 
been directed by its basic statute passed by the Brazilian Congress to 
concentrate its action on the provision of basic public services, which, 
due to the long-term nature of the investments required, their generally 
low direct financial yield, and the high risks involved, are not ordi- 
narily capable of securing private financing and yet are indispensable 
to break obstacles to economic growth and to create new opportunities 
for private capital investment. 

The National Economic Development Bank has, since the inception 
of its activities, developed close relations with the Export-Import Bank 
and has benefited from two loans totaling some $26 million, one in- 
tended for the financing of the importation of American agricultural 
machinery and implements to aid in the farm mechanization program, 
and the other for the purchase of railroad equipment and supplies. 
It has also acted as a guarantor of a loan extended by the Export- 
Import Bank to a private Brazilian company engaged in the produc- 
tion of iron and steel semimanufactures. 

While the direct relations of the Development Bank with the 
Export-Import Bank are recent in time, I feel nevertheless that I can 
speak on the basis of a great deal of accumulated experience. For 
the Development Bank inherited from other agencies of the Brazilian 
Government and from mixed governmental and private companies 
such as the Volta Redonda Steel Mill and the Itabira Iron Ore concern, 
a long history of close cooperation with the Export-Import Bank. 

Moreover, in its daily contacts with private Brazilian and foreign 
investors, as well as with the trading community, the Development 
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Bank has had ample opportunity to sense the great importance of 
the activity of the Export-Import Bank in promoting foreign trade 
between the two countries and in giving assistance and support to 
private investors. 

The comparatively large volume of Export-Import Bank invest- 
ments in my country, and their diversified nature, render the Brazilian 
experience particularly enlightening for an appraisal of the past role 
of the Export-Import Bank, both as a banking institution and as an 
auxiliary instrument of American foreign economic policy. 

While the primary purpose of promoting foreign trade has been 
dominant in all of the Export-Import Bank dealings with Brazil, the 
bank has recognized—wisely in our estimation—that the objective of 
trade promotion is inseparable from other wider objectives, and has 
adjusted its lending policy accordingly. 

The credits extended over a period of years by the Export-Import 
Bank to Brazil encompass a variety of operations ranging from short- 
term credits to medium-term exporters’ loans and, in some cases, 
long-term investments. The majority of those credits can be classified 
as straight trade-promotion loans. 

Others, such as the Ampa manganese loan, aim at creating or 
expanding sources of supply of strategic materials indispensable for 
the American defense program. Still others, while directly helping 
the exportation of American goods, have had the important subsidiary 
effect of strengthening the financial and economic position of private 
American investors by extending to them long-term credits that they 
could not raise on an equity basis or in the private loan market. 

A few of the loans, finally, are aimed at achieving more than short- 
or medium-term financing of the export and import trade. They 
represent a positive contribution to the long-term economic develop- 
ment of Brazil based on the premise that only through economic 
growth can a sound basis be established for an expanding foreign trade. 

Some concrete examples may perhaps conveniently illustrate the 
interrelations of those objectives. 

The Export-Import Bank has recently extended a series of credits 
which taken together total some $41 million, to finance the expansion 
of the power-generating capacity of the Empresas Electricas Brazil- 
eiras, an American-owned subsidiary of the American & Foreign 
Power Co. These loans, with varying maturities ranging from 7 to 
20 years, are undoubtedly contributing to stimulate the American 
foreign trade by rendering possible for Brazil to import from this 
country electrical machinery and equipment which, for lack of financ- 
ing, might not have been purchased or might have to be imported, 
perhaps with the sacrifice of relevant technical considerations, from 
other currency areas willing to give favorable credit terms. 

But this is only part of the story. In enabling the power program 
of subsidiary companies of the American & Foreign Power to be 
implemented, a significant contribution is being ‘brought to the 
economic development of vast zones of the interior of Brazil, par- 
ticularly in the fast-growing states of Sio Paulo and Parana, where 
the development of manufacturing industry and agricultural processing 
plants has been stymied for lack of power. 

On the other hand, these loans will give support and additional 
strength to private investors engaged in an attempt to meet the 
challenge of a fast-growing demand for electricity, and will contribute 
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to dispel the doubts of those who fear that private enterprise in the 
power field is unwilling or incapable to plan boldly and to commit 
itself to large-scale developmental work. 

Let me mention yet another illustration. The Export-Import 
Bank has granted or participated with manufacturers and suppliers 
in advancing credits for the purchase of railway equipment by 
Brazilian railroads. Most of those credits are medium-term ex- 
porters’ credits, but some of them might be regarded as long-term 
loans. That they exerted an important effect on the stimulation of 
trade between the two countries is not open to question. In fact, 
further than promoting the exports of individual items of railroad 
equipment, those loans pioneered in opening new markets: The in- 
troduction of diesel electric locomotives of American manufacture, 
for instance, which will find an important and growing market in 
Brazil for years to come, has to a large extent been made possible by 
Export-Import Bank financing, either directly or in participation 
with manufacturers and suppliers. 

But in addition to the promotion of trade, the Export-Import 
Bank railroad credits represented an important long-term contribu- 
tion for economic development in that they enable Brazil to take 
strides toward solving serious transportation bottlenecks that have 
hampered its economic growth. 

It might be noted, incidentally, that of total railway credits of 
about $46 million, about 30 percent have been extended to a pri- 
vately owned and efficiently operated Brazilian railroad, on the 
basis of its own credit standing, without any resort to governmental 
guaranties, 

I might perhaps add a last example. This is the investment of 
about $70 million made by the Export-Import Bank for the estab- 
lishment and expansion of the National Steel Co. of Brazil in Volta 
Redonda. Here again direct trade promotion has been very much 
in the picture, but overshadowed by the more important objectives 
of strengthening and widening the basis of the Brazilian economy so 
as to achieve a longer term ie sounder and healthier expansion of 
trade. In enabling Brazil to create a nucleus of modern heavy steel 
industry, the Volta Redonda loans had at once important economic 
and political effects. 

On the economic side, those investments made possible a sub- 
stantial increase in Brazil’s national income and gave a strong impulse 
to the industrialization movement—both of which have translated 
itself in an increased demand for American exports. 

On the political side, one could justly rate Volta Redonda as perhaps 
the most important single contribution in recent times to strengthening 
the feeling of real and concrete cooperation between the two countries. 
It has, for one thing, belied the insinuations of interests hostile to the 
United States to the effect that this country opposes the industrializing 
of the nations of this Hemisphere and wishes to maintain Latin 
America as a primitive raw material producing area. 

If I drew attention, on the basis of the borrowing experiences of my 
country, to the close interrelation of those different objectives—trade 
promotion, encouragement to private investment, opening of sources 
of strategic materials, economic development—it is merely to em- 
phasize that it may well be unpracticable, and perhaps, if 1 may say 
so with due respect, undesirable, to give to the concept of trade 
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promotion a narrow and restrictive construction that might render 
the operations of the Export-Import Bank unduly inflexible. 

In more recent periods, it has been evidently the policy of agencies 
of the United States Government, for reasons related to budget and 
debt limit problems, to encourage increasing resort to the Inter- 
national Bank for Reconstruction and Development for the financing 
of general economic development projects and programs. As members 
and loyal supporters of the International Bank, we maintain very 
close cooperation with this institution and have secured from it sub- 
stantial financial assistance. 

The International Bank has a vast and challenging field to operate 
and its usefulness is likely to increase with the passage of time. 
While the National Economic Development Bank of Brazil and other 
Brazilian agencies, as well as private investors, are anxious to expand 
their dealings and strengthen their relations with the international 
bank, they recognize that there are cases in which the financing of 
development projects might best be handled by an institution such 
as the Export-Import Bank. One of the reasons is that all of the 
loans made by the International Bank require statutory guaranty by 
national treasuries or central banks, a process which inevitably leads 
to some amount of governmental intervention in private business 
operations. 

This may not be to the interest of many private enterprises which 
feel that they should qualify for loans on the basis of the soundness 
of their projects and their own operating records. Also, it may not 
be of interest to the borrowing countries to have every single loan 
operation contingent upon a formal governmental guaranty. 

Further than that, the special nature of the relations between thie 
United States and the nations of this hemisphere may render useful 
or advisable the financing of some developmental projécts on the basis 
of direct. bilateral negotiations between investors in Brazil and the 
Export-Import Bank. 

Let me now comment briefly on the apprehensions that I hear have 
been voiced by some of the participants in recent debates on the 
Export-Import Bank activities. It is the fear that the operation of 
a governmental lending agency, dealing frequently with other govern- 
mental agencies, official banks, and corporations in foreign countries, 
may strengthen the trend toward Government intervention in business. 

While there are instances in which this might be true, I feel that 
on the whole such apprehensions are unfounded. 1 can only speak, of 
course, on the basis of an analysis of the borrowing experience of my 
own country, but this experience may perhaps be regarded as fairly 
typical. In its dealings with Brazil, the Export-Import Bank has 
granted credits and loans both to private companies and to govern- 
ment-controlled enterprises, the guiding principle being not the owner- 
ship of the investment but the economic importance of the present 
for the Brazilian economy and for the promotion of trade and, 
many cases, for the improvement of our balance-of-payments ~Ah 
tion. 

The Brazilian Government has certainly not discouraged, but 
rather stimulated, direct negotiation and understanding between 
private loan applic ants and the Export-Import Bank. In those cases 
where governmental agencies or State corporations benefited from 
credits, it cannot be said that it was the action of the Export-Import 
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Bank that determined the entrance of Government into business. It 
would be more accurate to say that the Export-Import Bank merely 
made it possible for American exporters to compete with other 
potential foreign suppliers for a share of the export business. 

I believe I am expressing not only the viewpoint of the National 
Economic Development Bank, but also of the business and banking 
community of Brazil as a whole, in saying that our relations with the 
Export-Import Bank have been most satisfactory and conducted in a 
way that has contributed to promote trade between the countries and 
help, rather than hinder, private investment. 

We have not found the Export-Import Bank staff to be composed 
of money-loose bureaucrats. Quite to the contrary, our dealings with 
them have been marked by the application of objective economic 
judgment predicated on the concept of mutual advantage. They 

ave not been characterized by any form of subsidization and have 
not been accompanied by political pressure. 

If any doubts are entertained on the sound economic motivation of 
the loans it is sufficient to look at the record of repayment and earn- 
ings. No default of any consequence has been registered. A sub- 
stantial part of the disbursed capital has already been repaid. 

It might be noted, for instance, that apart from the short-term 
commercial arrears loan amortization of which is scheduled to start 
next year, of the $284 million actually disbursed to up July 1953, 
directly by the Export-Import Bank or through commercial banks, 
not less than $61 million of the loan principal have already been 
amortized. Our payments of interest have undoubtedly significantly 
contributed to the formation of the substantial net profit which the 
Export-Import Bank has consistently shown in its balance sheet. 

In view of all of the preceding considerations, it is the sincere hope 
of the National Economic Development Bank of Brazil that the 
Export-Import Bank will be able to continue and expand its activities. 

Those are the remarks that I have to offer on this question in 
response to the very kind invitation addressed by the chairman of 
this committee to Dr. Walder Sarmanho, the president of the National 
Economic Development Bank, whom I have the honor to represent 
here. 

Senator Bennett. Was it this Volta Redonda loan which we have 
been discussing which was guaranteed by your bank? 

Mr. Campos. No. The loan of Volta Redonda was guaranteed by 
the Brazilian Treasury under a law of Congress. 

I apologize, sir, for the time I have taken of the committee, but I 
promise to atone for it by my silence in the future. 

Senator Bennetr. Thank you. You certainly have covered the 
matter very thoroughiy. I have only one question, which is more 
to satisfy my personal curiosity than anything else. In your second 
paragraph on the first page you have this interesting sentence, re- 
ferring to your own National Economic Development Bank: “It is 
primarily concerned with channeling tax resources and some types of 
collective savings into investments in basic fields, such as railroads 
and highways, ports of shipping and the production of electric energy.” 

I am very much interested to have you explain that interesting 
combination. I assume the tax resources represent the Government 
contributions? 

Mr. Campos. Yes. 
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Senator Bennerr, Their contributions to the capital of the bank? 

Mr. Campos. To its operating capital. The financial structure of 
the bank is rather unusual and a bit complex. Its main source of 
revenue or operating funds are the surtax on the income tax which 
has been imposed for the specific purpose of promoting economic 
development. But, again, those are not straight taxes. They are 
rather in the nature of compulsory loans, since they are reimbursable 
in Government obligations after 6 years after their collection. That 
explains the reference I made to tax resources. In regard to collective 
savings, the law which created the bank enabled the Finance Minister 
to require that insurance companies, social and pension institutes, 
and Federal savings banks deposit a certain percentage either of the 
yearly increment of their net reserves or the increment of their de- 
posits in the development bank. Those savings would then be diverted 
from real estate or home-construction loans to those basic investments. 
But, again, there is provision for reimbursement of those deposits 
after a certain period has elapsed from their collection and after the 
development bank has had the opportunity to turn over the capital, 
as it were, by applying it through investment in those basic fields. 

Senator Brnnerr. That is a very interesting concept. Then the 
capital is really involuntary loans rather than investments? 

Mr. Campos. Yes; that is one way of putting it. It is an effort of 
the Government to deviate some of the funds that might either be 
used for luxury consumption or nonpriority investments, into basic 
development. This is achieved by the simple mechanism that the 
surtax on the income tax applies only to top income brackets, only 
to taxpayers that are placed in the higher income brackets, and whose 
funds, if left in their hands, might presumably be used to a certain 
extent for consumption, to a certain extent for very desirable invest- 
ments and to a certain extent for investments somewhat less urgent 
than those investments in the field of basic services without which 
there is no hope for further economic growth, since, as you may be 
aware, we face at present rationing of electricity in all of the major 
industrial centers, serious transportation bottlenecks, and so forth. 

Senator Bennetr. During this 6 years that the surtax funds are 
used by your bank, is any form of interest paid on them? 

Mr. Campos. Yes. There is what we call an accumulated bonus of 
25 percent which is to be paid when the Government bond is turned 
over to the taxpayers. This is equivalent to a theoretical rate of 
interest of 5 percent a year. It is somewhat less in actuarial terms 
because the interest is not compounded. There is provision for yearly 
payment of interest until the retirement of the bonds which, of course, 
places upon the development bank the obligation of investing its 
funds productively and not disbursing them by way of subsidies, since 
it has the definite obligation of repayment. 

Senator Bennett. Is that same interest available to the insurance 
companies and the building societies, and others, whose funds are 
channeled into the bank? 

Mr. Campos. Yes. 

Senator Bennett. So that, in effect, this is a process by which, on 
the one hand, some of the current income of your citizens in a very 
high bracket, ‘and some of the savings of the rest of your citizens, are 
channeled into a specific organization for the development. of basic 
industries and other needs in the State? They are required for that 
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purpose for 6 years, and then they are repaid to the source with an 
equivalent of 5 percent interest? 


Mr. Campos. They are repaid in the form of Government obliga- 
tions, which are again amortizable over a 20-year period. 

Senator Bennett. Are those Government obligations marketable? 

Mr. Campos. Yes. After they are turned over to the investors, 
yes, they are marketable. 


Senator Bennerr. That is a very interesting method of providing 
capital. I wanted to have an understanding of it. I think it 
probably belongs in the record. 


Mr. Campos. It is certainly ingenious, although from my own 
experience a bit complex. 


Senator Bennett. Not only a bit complex, but it might be a bit 
uncomfortable in certain circumstances. 


Thank you very much. I appreciate your coming, Mr. Campos. 
I have no further questions. 

At this point we will insert in the record the letter which was 
written on November 30, 1953, by the president of the National 
Development Bank of Brazil, Mr. Sarmanho, to Senator Capehart 
replying to the committee questionnaire. 

(The material referred to follows:) 


Banco Nacitonat DO DESENVOLVIMENTO EcoNoMIco, 

Rio de Janeiro, November 30, 1958. 

His Excellency Senator Homer Carnnart, 
American Embassy, Rio de Janeiro. 


Dear Senator Cappnart: | herewith acknowledge receipt of your letter of 
September 3 requesting an answer to the questionnaire circularized by the 
Capehart committee. It has, all along, been my intention to answer this ques- 
tionnaire personally and at length but my recent visit to Washington prevented 
my doing so before this. Regarding questions 1 to 6, a preliminary explanation 
is indicated. The Banco Nacional do Desenvolvimento Economico is itself but 
a newly created institution, to whose presidency I was appointed a few months 
ago. However, during this short tenure of office two important projects have 
been successfully negotiated between the BNDE and the Export-Import Bank, 
namely, a loan to the Santos-Jundiai Railway and another to the Ministry of 
Agriculture for agricultural machinery. 

The importarice of the Santos-Jundiai Railway cannot be exaggerated since 
the major part of our exports are transported by this railroad and the pressing 
necessity of improving agricultural productivity in Brazil is self-evident. 

During these negotiations the officials and staff of the Export-Import Bank 
have, unfailingly, shown us great courtesy, a spirit of sincere cooperation. a 
sympathetic understanding of our problems and zealous efficiency. 

The Banco Nacional do Desenvolvimento Economico is particularly well 
placed to assay the importance and effectiveness of the operations of the Export- 
Import Bank because it was created expressly to perform in Brazil some of the 
more far-reaching phases of the objectives, which prompted the founding of the 
Export-Import Bank and which may broadly be defined as the furthering of eco- 
nomic rehabilitation and expansion. 

The remaining questions, 7 to 19, are, in substance but two: the first is an invita- 
tion to comment on the present and past activities of the Export-Import Bank 
and the second to make suggestions to increase its efficiency. 


GENERAL CONSIDERATIONS 


As we see it, the Export-Import Bank, besides its other functions, is in fact an 
important auxiliary entity of United States foreign economic policy; the long- 
term purposes of which are to provide conditions for an effective and lasting 
equilibrium of international transactions. The bank is not, therefore, solely a 
mechanism for the stabilization of the rate of exchange or for short-term loans 
intended to strengthen net international reserves, which are to be handled by 
other specific mechanisms, such as, the International Monetary Fund, bilateral 
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and multilateral payment agreements and agreements for the stabilization of the 
rates of exchange. 

The wide scope of the Export-Import Bank derives from the recognition of a 
structural imbalance in international economic relations, of which the constant 
lack of dollars in the international market and the inconvertibility of many 
currencies are the present and clear manifestations. 

The equilibrium of international transactions and, more specifically, the 
continuous and balanced expansion of the economic relations of the United States 
with the rest of the world is admittedly a long-term goal; however, it is necessary 
to establish, as soon as possible, the procedures and mechanisms that would make 
possible at least the creation of a trend toward this goal. It is imperative for this 
purpose to eliminate the obstacles and restrictive policies that handicap this 
tendency or that even go so far as to hinder it thus provoking an even greater im- 
balance in the economic capacity of the various economic areas of the world. 
The principle, or its current interpretation, according to which the full employment 
and the prosperity of international economy, under present conditions, both long 
and medium term, depend primarily on the American economy, has been proved 
to be true; it is also true that, at long range the economy of the United States, in 
order to continue to grow at a reasonable rate, depends greatly on the prosperity 
and growth of the various areas of the world, and above all on the huge potential 
market that the population of the underdeveloped areas represent. The maiite- 
nance, during a long period, of the surplus of the American balance of trade 
which, under present circumstances, is an indispensable factor in guaranteeing 
full employment in the American economy must, of necessity, be carried out by 
some rational policy of foreign economic cooperation, that is, one aiming at the 
improvement of productivity and living standards wherever progress is possible, 
instead of aiming at simply supplying the world market with dollars. 

The procedures to be followed, in order to more quickly reach the objectives in 
view, may, perhaps, mainly be based on institutional adjustments, that is, on the 
suitability of domestic commercial policies to common world objectives, through 
the medium of multilateral agreements. Such an adjustment would not neces- 
sarily mean a return to commercial liberalism or the relaxation of controls in 
international transactions but, on the contrary, it would mean a deliberate es- 
tablishment of controls designed to assure a rational allocation of international 
demand, in order to insure that productive employment be maintained in every 
area. Unfortunately, one of the basic parts of the mechanism of international 
eooperation, the International Trade Charter and the General Agreement on 
Traffics and Trade were not inspired, when created, on these principles and tended, 
under the pretenses of a false liberalism, to consolidate positions that handicap 
the gradual reallocation of international demand. The commercial policy of the 
United States, although trying to go further by means of bilateral reciprocity 
agreements achieved, it must be confessed, little progress in bringing about this 
necessary revision. 

The second basic scheme for achieving the equilibrium of international trans- 
actions, concerns the policy to be adopted for international investments. From 
the viewpoint of the underdeveloped countries, the policy programs for investment 
credit should have been granted priority over commercial credit, in view of the 
lack of investment capital existing in these countries with which to provide pro- 
ductive employment for their growing populations and to speed up the rate of 
their retarded development. In this field, however, the International Bank for 
Reconstruction and Development, although well intentioned, has had but a limited 
success. In fact, since its establishment, in August 1947 up to August 31 of this 
year, that is, during a period of 72 months of operation, the International Bank 
lent the sum of $691.9 million or, $9.5 million per month, or a little more than 
$100 million per annum, which represents but a small sum when world needs are 
taken into consideration. 

So evident is this relative inadequacy of the International Bank as an instru- 
ment of international cooperation, that ever since the beginning of the rehabilita- 
tion period in Europe, the greatest part of the vast volume of American aid has 
been distributed by other means as the following figures confirm. 

In the postwar period, up to August last, the sum total of American aid amounted 
to $42 billion, or approximately $434 million per month or $5.2 billion per annum. 

The operations of the Export-Import Bank are included in these figures and 
its influence on international transactions should be assessed accordingly. 


- ww 
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A BRIEF ANALYSIS OF THE EXPORT-IMPORT BANK’S FINANCIAL OPERATIONS AND 
THEIR IMPACT ON THE INTERNAL ACTIVITIES OF BRAZIL AND ON THE BALANCE 
OF PAYMENTS 


The loans granted to Brazil by the Export-Import Bank, up to the present 
moment, total about $800 million, against which withdrawals have been made 
amounting to $289,059,090, according to the figures for the first semester of the 
current year. The present indebtedness, after deducting the amortizations 
already effected, totals $223,888,000, of which $120 million appertains to the 
recent loan of $300 million, earmarked for the liquidation of commercial arrears. 
Thus, it will be seen that some $169,059,000 have been drawn against the loans 
in force for productive economic purposes, divided between the various sectors in 
the following manner: 








TABLE I 
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An exact analysis of the effect of each of these financial operations on the internal 
economy would require special studies, which have not as yet been made. How- 
ever, it is possible to get a good general idea by having recourse to average coeffi- 
cients, which indicate any important variation’ occurring in the economic structure 
of the country. If we accept 3 as being the multiplier, for national income 
increases for every unit of new investment; that the average ratio between produc- 
tion and capital is 0.4 and that the coefficient of the marginal propensity to 
import is 0.18, consequently, the resulting effect for every $1 million loaned to 
Brazil for productive purposes, would be as follows: 

(a) Effect on national income, over a period which is difficult to establish, 
an increase of $3 million. 

(b) In the sector financed, within the period of completing the project, 
$400,000 per annum, increased production; 

(c) General effect on imports: 

I. Direct effect, increase of $1 million in exchange availabilities, 
furnished by the financing; 

II. Indirect effect increase of $540,000 per annum, arising from an 
increase of national income. 

(d) Special effects on imports from the United States: 

I. Direct effect increase of $1 million exchange cover; 

II. Indirect effect, on the basis of a United States 45 percent share of 
total imports, an increase of $243,000 resulting from increased national 
income. 

By applying these coefficients, on a yearly basis, to the sum totals of the loans 
granted to Brazil by the Export-Import Bank, we establish the following trends: 
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The averages, given by this simplified schedule, are as follows: 

1. Annual contribution on the part of Export-Import Bank, $12 million. 

2. Probable increase of national income, $36.5 million. 

3. Increase in demand for imports from United States, $21 million. 

4. Increase of production in sectors financed, $15 million. 

The different sectors, however, do not react in a uniform manner as to their 
effect on income or the balance payments; there are sectors in which the ratio, 
production capital, is either greater or smaller than the general national average: 
the income multiplier varies from industry to industry and the same applies to 
the propensity to import. Hence the great importance which must be given to 
the choice of investment in order to assure the greatest rate of growth of the 
country’s economy with the resources available. ‘The choice should fall, in the 
first place, on such investments, as either directly or indirectly yield the greatest 
increase of income in the shortest period for every unit invested. According to 
this criterion, other conditions being equal, investments having the highest ratio 
of production capital should be chosen either because of the less intensive capital 
investment requirements for a given volume of production or because of the 
greater productivity of capital. At the same time, high priority should be 
accorded to investments that bring relief or the pressure on the balance of pay- 
ments, either through increasing already existing exports and/or creating new 
export products, or by finding local substitutes for articles presently imported, 
especially of those for which demand is increasing very rapidly. 

These general criteria, naturally, are susceptible of modification, in order to 
meet changing conditions in the country’s future economic development, in regard 
to the granting of priorities and also as a natural result of the persistent directing 
of investments into specific channels. However, in view of the present structure 
of the country’s economy, these criteria, with their inherent qualifications, which 
we do not wish to enumerate in order that the desired increase of national income 
be achieved without upsetting the balance of either internal activities or external 
transactions. 

We will cite only one example of the far-reaching mutual benefits, accruing from 
the financing of a project, selected in strict accordance with the above-mentioned 
principles. 

THE VOLTA REDONDA STEEL MILL 


Outstanding among Export-Import Bank loans, due not only to their volume 
but to the unprecedented impulse given directly to a key sector of the national 
economy and indirectly to other vital sectors, are the loans granted to the Com- 
panhia Siderurgica Nacional. In order to give a general idea of the impact which 
these credits had, we will briefly review some of the more pertinent data concern- 
ing this sector. 

In round numbers the total of drawings against the Export-Import Bank credits 
by the CSN is US$60 million (Cr$1,200 million) or approximately 49 percent of the 
fixed assets of the company; this is prima facie evidence of the large contribution 
made by said loans. On the basis of the value of Volta Redonda’s production in 
1952, namely Cr$1,666 million it will be seen that its production capital ratio 
coefficient is 0.55, which is considerably higher than the average estimated for all 
productive activities. From the quantitative point of view, Export-Import Bank 
credits can be computed as having contributed a yearly production of US$35 million 
in iron and steel products. 

An examination of industrial interrelationships demonstrates the impact on 
other sectors of this production. The industrial complex of Volta Redonda, 
excluding coal mining, calls for a supplementary production, on the part of other 
sectors, of 0.85, that is, for final demand, created by each US$1 million of steel 
products, other sectors must produce goods at a ratio of 0.85. The sectors 
subject to the greatest stimulation are: 

1. The extractive mining industries (iron, coal, limestone, clay, ctc.). 


2. Byproducts of coke. 
3. Petroleum products. 
t. Primary metals. 


5. Railway and maritime transportation. 

The list of sectors stimulated is too long te be enumerated here and all that 
need be said is that this enterprise has had, among many others, the merit of 
largely mobilizing natural resources which up to then had scarcely been exploited 
and thus has contributed appreciably in relieving the pressure on the balance of 





386 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


payments, From this standpoint the following table shows the net savings of 
exchange cover: 


In thousands of 
United States 
dollars 

hk POGGIO: oss sdvalus- add dpdee ain ddneununtad« sackets huueel 83, 300 
2. Raw material and fuel imported_-____._......-.-..-----..- 12, 500 
3. Remittances of interest and amortization. _._.........-..-- 4, 100 

6, 600 
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If we take into account eventual demand, that is, demand for imports arising, 
either directly or indirectly, from Volta Redonda activities, a deduction of US$40 
million must be made so that the final net savings of exchange cover amounts to 
some US$26,700,000 per annum—imports thus totaling US$52.5 million per 
annum. 

There can, in our opinion, be no question as to the great services rendered by the 
Export-Import Bank and that it should have its resources and field of action 
expanded. In view of the fact, which has already been pointed out of the BNDE 
having been created to play in the more limited strictly Brazilian field a role very 
similar to that of the Export-Import Bank on the wider world scene, the closest 
cooperation between the two institutions is indicated. It appears to us that the 
task of the Export-Import Bank would be much lightened if a technical coopera- 
tion agreement were entered into the by two banks. 

The BNDFE would act as the preliminary screen to which projects would be 
submitted prior to their forwarding to the Export-Import Bank. The BNDE 
would be allotted the task of selecting the more appropriate projects, aiming at 
furthering economic development, to he sent to the Export-Import Bank, and the 
Export-Import Bank would thus be assured that the policy followed and the 
soundness of studies undertaken by the BNDE, guaranteed the efficient utiliza- 
tion of its funds. The task of the Fxport-Import Bank would be primarily to 
handle the legal, technical, and financial details of the loan. Similarly, this 
collaboration could be extended to the control of the execution of the projects, thus 
relieveing the Export-Import. Bank of several duties and technical studies that, in 
view of their local peculiarities, render arduous the operations of an international 
financing organization. 

Yours faithfully, 
WaxrprrR Lima SARMANHO, 


Senator Bennerr. At this point I should like to offer for the record 
the statement of Lucio Lucini, representing the Chemore Corp., which, 
in turn, is the American representative of Montecatini of Milan, 
Italy. Mr. Lucini expected to be here to read the statement person- 
ally but has not been able to appear. 

(The material referred to follows:) 


STATEMENT OF Lucio LucINI 


My name is Lucio Lucini. I am president of Chemore Corp., with offices at 
21 West Street, New York, N. Y. Eismore Corp. is the general representative 
in this country of Montecatini, Milan, Italy. 

I understand that the purpose of inviting me to appear was to give me an 
opportunity to expand on the contents of my letter of September 16 to your 
chairman in response to his letter of September 3, 1953. As I then said, it is 
my opinion that the Export-Import Bank has aided in financing and facilitating 
the export-import trade of the United States and, by developing and expanding 
the economies of foreign countries, has increased their capacities to purchase 
needed materials and equipment in the United States market. 

While I must disclaim any expertness in this particular field and any sub- 
stantial direct contact in the negotiation of the credit to Montecatini, I have had 
the opportunity of observing the Export-Import Bank in action in connection 
with a credit of $5,765,000 extended to Montecatini in 1947. This credit was 
used to purchase materials and equipment in the United States for the rehabilita- 
tion of some of Montecatini’s war-devastated plants. With respect to this 
credit, I am in a position to say that it was of tremendous importance to Monte- 
catini and, hence, to the economy of Italy. These plants could not have been 
restored to production when they were without the equipment from the United 
States. Montecatini and Italy did not have the dollars to buy them. The 
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Export-Import Bank credit, supplemented by local purchases in Italy and else- 
where in Europe, gave and still gives work to Italian labor and vital products to 
the economies of Italy and her friends of the free world. Furthermore, and 
perhaps most obviously, the eredit helped the American producers of the ma- 
terials and equipment which Montecatini bought and, hence, was of direct and 
immediate benefit to the export-import business of the United States. In the 
long view, the restoration of Montecatini’s production has added importantly to 
the free world’s supply of products vital to the industries and defense effort of 
the western community. 

More recently, I also had some contact with the Export-Import Bank when it 
was considering a loan of $480,000 for expansion of nitrogen fertilizers production 
in Spain under which it was proposed that Montecatini would furnish engineering 
services. This proposal was not consummated, however, because the Spanish 
interests decided to modify their program. 

In these two contacts with the Export-Import Bank, it was my observation that 
Montecatini’s matters were handled in a courteous and expeditious way, and the 
administration of the 1947 credit was efficient. 

When an agency like the Export-Import Bank extends credit to a foreign firm, 
I understand that the borrower’s government is required to guarantee the credit 
for the protection of the bank. This seems proper to me. Inevitably the foreign 
government participates extensively in the negotiation and administration of the 
credit. While I am a private businessman and no expert on international banking, 
study might show that the borrower could safely be allowed to handle more of the 
details directly with the Export-Import Bank, particularly when the borrowing 
firm is one of recognized standing. 

In any event, this a very minor point when considered in relationship to the 
beneficial effects of the Export-Import Bank credits—benefits to the borrower, 
his country, and American business. I believe that these benefits will continue 
to be felt for a long time to come. 


Senator BENNETT. I see that Mr. Sada and Mr. Garza have 


returned. We will be glad to have you two gentlemen take the 
stand together, and we will welcome your statements. 


STATEMENT OF CAMILO G. SADA, GENERAL MANAGER, HOJALATA 
Y LAMINA, S. A., MONTERREY, MEXICO 


Mr. Sapa. Mr. Chairman, the company which I represent, Hojalata 
y Lamina, S. A., was organized in 1942 to produce sheet steel and tin- 
plate in small amounts, 350 tons a month originally, which were very 
badly needed in Mexico at that time. The Second World War was 
taking the greatest part of the steel resources of the United States, 
so that their exports to Mexico had been drastically reduced, thereby 
placing some Mexican industries in a very difficult situation for lack 
of raw materials. The amount of production planned was insignificant 
if measured by United States standards, but it must be remembered 
that the total necessities of Mexico at that time were only about 
15,000 tons of tinplate and 35,000 tons of sheet steel a year. And it 
must be remembered, also, that of that amount, only about 6,000 
tons of sheet steel were produced in the country and no tinplate at all. 

At the present time, Mexico is consuming about 50,000 tons of 
tinplate and about 200,000 tons of sheet steel a year, and practically 
all of this amount is being produced in the country, about 25 percent 
by our company. 

In other words, the consumption of sheet products in Mexico has 
increased from 50,000 tons to 250,000 tons a year, an increase of 500 
percent; and the production of these same materials has increased 
from 6,000 tons to 250,000 tons a year, that is, a little over 4,000 
percent, 

This remarkable increase in production has been achieved, thanks 
to a very large extent to the credit facilities for expansion given by 
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the Export-Import Bank to the Mexican steel industry through 
Nacional Financiera. 

At the present time, three of the most important steel industries in 
Mexico are using a loan from the Export-Import Bank for expansion 
projects totaling about $16 million. 

In the particular case of Hojalata y Lamina, the reasons that we 
had oo applying to the Export-Import Bank for a loan were very 
simple. 

In 1951, financed by a bond issue which was underwritten by 
Nacional Financiera, we started on an expansion program of our rolling 
facilities and before we had proceeded very far we realized that it 
would be necessary to increase our investment more than we had 
anticipated if we wanted to keep pace with the growing demand for 
our products in Mexico. 

As the only source of long-term credit for industrial investments in 
Mexico is Nacional Financiera, we approached them and were in- 
formed that, at that time, their organization had no more funds 
available for that year. They suggested that the only possibility 
was to obtain our needed credit from the Export-Import Bank. 

The matter was referred to our Government, who approved the 
use by us of part of the credit which our Government had with the 
Export-Import Bank, provided that we fulfilled the needed require- 
ments. 

After a study of our project was made, first by Nacional Financiera 
and later by the Export-Import Bank, the loan was approved and our 
project is practically finished and in production. 

With the completion of our project and that of Altos Hornos, in 
Monclova, our country for the first time will be producing all the tin- 
plate and sheet steel that are needed to fulfill its industrial require- 
ments. 

From the point of view of our industry, we have many advantages 
- obtaining a credit from the Export-Import Bank, some of which are 
obvious. 

In the first place, our project would have been delayed several years 
or it could not’ have been carried out at all without the financial 
assistance of the Export-Import Bank because, as was pointed out 
before, large amounts of credit at reasonable rates of interest, and for 
long terms, were not available in our country, and without those 
facilities, industrial development is not possible. 

In the second place, the Export-Import Bank is organized and very 
well prepared to handle situations like ours. We have always found, 
since the beginning, that they have a thorough kowledge and under- 
standing of the situation and problems of Mexican industry and of the 
country in general. 

The Export-Import Bank, with its policy of the last few years, has 
been probably the most important factor in the development of the 
steel industry in Mexico. ‘This industry has grown to a point where 
it is now prepared to follow the rapid growth of Mexican needs of steel 
products. 

The same may be said of the part played by this bank in the de- 
velopment of other very important economic factors in Mexico such 
as railways, sulfur, zinc, irrigation projects, powerplants, et cetera. 

To the United States, the bank has been a factor, how important we 
cannot know, in promoting international trade. As one of the require- 
ments for an Export-Import Bank loan is that the credit must be used 
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to purchase only United States goods or services, it is evident that the 
United States, with these loans, are able to produce and export goods 
and services which otherwise could not be ordered. In our own case, 
we know that if we had not obtained the loan from this bank, we 
would not have ordered the equipment purchased with that money. 

It may have happened that we would have had to order equipment 
from Europe, where large and very favorable credit concessions are 
being made at the present time. This fact in itself is very important 
iv relation to international trade, but it is even more important if we 
consider its implications. An order for basic heavy steel equipment 
carries With it many important future orders for spare parts and replace- 
ments and when, in the future, more basic equipment is required, it is 
almost a certainty that it will be ordered of the same type as the 
original one to avoid complications in operations and in spare parts. 

he Export-Import Bank, by helping to develop Mexican industry 
and resources, has strengthened the economic position of our country, 
helping to make it a more powerful and better customer of U nited 
States goods. A weak and poor country cannot be a good customer 
of imported goods. The fact that Mexico has become self-sufficient 
in sheet steel and tinplate and, therefore, importing a smal] amount 
of these products, does not mean that the imports from the United 
States have diminished, but quite the contrary. 

When Mexico was producing 6,000 tons of sheets and importing 
about 44,000 tons of sheet products, the total value of these imports 
at present prices, about $120 a ton, would be about $5 million. 

Senator Bennett. In your statement on page 2 you say: 

With the coe ‘tion of our project and that of Altos Hornos in Monclova, our 


country for the first time will be producing all the tinplate and sheet steel that 
are needed to fulfill its industrial requirements. 


What will your capacity of production be? 

Mr. Sapa. About 60,000 to 70,000 tons a year. That is about 25 
percent of the needs of the Mexican market. 

Senator Bennett. There is a vote on the floor of the Senate. We 
will recess for the length of time that it takes me to get over and 
record my vote. 

(A short recess was taken.) 

Senator Bennetr. You may resume with your statement, Mr. Sada. 

Mr. Sapa. The expanded steel industry alone is importing a much 
greater amount than that every year from the United States in rolls, 
spares, replacements, additions, alloys, raw materials, and services. 

In addition, the expansion of the steel industry has resulted in the 
creation of a very large number of dependent industries. There are, 
at present, over 800 different industries, large and small, in Mexico 
that are using sheet steel and tinplate and which import from the 
United States an everincreasing amount of machinery, spare parts, 
replacements, materials, and services, for a total whic h is many times 
greater than it was when Mexico produced very little steel. 

Besides these commercial and economic considerations there is 
another one, probably more important, that cannot be left aside, and 
that is that the Export-Import Bank has built and maintained a very 
considerable amount of good will and good will is one of the strongest 
factors which enter into a decision for making a purchase. 

Senator Bennerr. Thank you, Mr. Sada. Mr. Garza, would you 
like to continue the testimony? 
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STATEMENT OF VIRGILIO GARZA, JR., REPRESENTING HOJALATA 
Y LAMINA, S. A.,, MONTERREY, MEXICO 


Mr. Garza. Mr. Chairman, on behalf of Hojalata y Lamina, S. A., 
a Mexican corporation with plants located in the city of Monterrey, 
Mexico, I am one to present to you my views, based on personal 
experiences in regard to the operations of. the Export-Import Bank, 
and the International Bank for Reconstruction and Development. 
As mentioned above, my statement will be confined to my own 
observations and to general considerations derived therefrom. 

Hojalata y Lamina, through Nacional Financiera, S. A., and with 
its guaranty obtained from the Export-Import Bank in 1953 a loan of 
over $3% million at 4% percent interest, and to be repaid through half- 
yearly installments in 10 years, to finance an expansion program of its 
steel producing plants. The money was fully invested in the pur- 
chase of United States machinery, equipment, and technical help. 
The increase in steel production is essential to Mexican industrial 
development. 

As far as we know, there is no other concern, with the possible ex- 
ception of the International Bank for Reconstruction and Develop- 
ment, that might have made this long-term loan. Mexico needs long- 
term loans at reasonable rates of interest for its industrial develop- 
ment. It has raw materials, skilled labor, is developing its technical 
know-how, but it lacks capital. 

I have been for over 20 years general counsel for many large indus- 
trial corporations, banks, and finance companies, and am a member of 
the board of directors of several of them. My experience is that we 
have never been able to find any private concern from whom an ex- 
panding industry might obtain long-term loans in substantial amounts 
and at a reasonable rate of interest we as were able to get for Hojalata 
from the Export-Import Bank. 

It is true that the International Bank for Reconstruction and De- 
velopment made a sincere effort to lend to private enterprises in Mexico 
up to an aggregate amount of $10 million, but the plan did not work. 

If I remember correctly it was in 1950 the conditions for the loans 
were briefly: 

(a) Each loan had to be approved and guaranteed by the Govern- 
ment, its central bank, or some comparable agency. 

(6) Each loan had to be approved and guaranteed by at least 5 of 
a consortium of 8 Mexican banks, said guaranty to be divided among 
the banks approving the loan, and no single bank being allowed to 
assume responsibility for the full amount of a single loan. 

(c) Each individual loan not to exceed $1 million. 

(d) Term of each loan not to exceed 5 years. 

(e) Applicants to supply complete studies and reports of projects, 
estimates of costs, production programs, plans, market surveys, 
source of raw materials, et cetera, plus exhaustive financial reports. 
Only 6 credits, totaling $542,353, were extended. The rest, 
457,647, had to be canceled. 

The main reasons for the failure of the experiment were: 

(a) Reluctance to deliver to a numerous group of banks all kinds of 
confidential reports on production, markets, et cetera. A manufac- 
turer is willing to discuss his projects with his own banker, in whom 
he has confidence, but hesitates to have his plans made public. 
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(b) Reluctance of some banks to assume risks by guaranteeing even 
part of a loan to concerns with which they were not familiar, and who 
were not their customers. 

(c) The term of the loans was too short. Money is needed basically 
for capital investment, and repayment in 5 years or less is rather 
difficult. This short term also involved a special risk in foreign 
exchange since the loans were to be made in dollars. Over a longer 
period, in case of devaluation, costs, prices, et cetera, tend to level 
themselves to new conditions but these adjustments do not take place 
in short periods. 

The cost of preparing and supplying all the detailed information, 
valuations, certified statements, et cetera, required was not justified 
for small loans. 

The time taken by the consortium and the International Bank to 
study and pass on each application was too long. 

I feel I am qualified to tell you about that because I am the chairman 
of the board of the Industrial Bank of Monterrey, which was 1 of the 
8 banks in the consortium at the time the arrangement was made. 

I understand the International Bank has been doing a wonderful job 
in providing capital to foreign governments for development works and 
for enlarging and improving x public utilities—agricultural development, 
electric power development, irrigation projects, railway construc tion 
and rehabilitation, port construction, et cetera. 

This work is no doubt very important and very much needed. It 
constitutes the basis for the development of every country. The 
Export-Import Bank has also been doing this but, and to me this is 
of the utmost importance, it did in the past and we hope will be able 
to a great extent to in the future, help private enterprise in foreign 
fields, especially in the fast-improving Latin-American countries, by 
providing businessmen that may show competence to do a good job, 
with the much needed long-term substantial loans necessary to im- 
prove and enlarge with United States built machinery and equipment, 
and United States technical help, their manufacturing and processing 
plants so that more jobs can be created and more and latin goods can 
be produced at lower prices, improving thereby the living standards of 
such countries and increasing their importance in the field of inter- 
national trade. 

Senator Bennetr. Thank you very much, Mr. Garza. Is the 
Hojalata y Lamina a privately owned business? 

Mr. Sapa. Yes. 

Senator Bennett. There is no Government capital in it? 

Mr. Sapa. No. 

Senator Benner. Was your first Export-Import Bank loan guaran- 
teed by the Mexican Government? 

Mr. Sapa. Yes. 

Senator Bennett. Do you believe that the steel industry in Mexico 
will be able to expand as rapidly as the market expands? 

Mr. Sapa. We hope so. We are trying to keep it moving as fast 
as the market. That is why we tried to put up a new installation, 
which we can expand rapidly, in order to keep up with the market. 

Senator Bennett. Will you be able to expand on the basis of local 
capital, or will you have to have additional loans? 

Mr. Sapa. It will probably be with local capital from here on, but 
it will be hard to tell what will happen 2 years from now. 
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Senator Bennerr. You have no current application? 

Mr. Sapa. No. 

Mr. Garza. It might be of interest to note that the assets of Hoja- 
lata y Lamina add up to 140 million to 150 million pesos, which is the 
equivalent of $15 million. Our loan obtained from the Export- 
Import Bank is only $3% million. It is about 20 percent of our local 
investment. 

Senator Bennett. $3% million? 

Mr. Garza. $3.6 million. 

Senator Bennerr. Then it is not 20 percent. $3% million—— 

Mr. Garza. Twenty-four percent. 

Senator Bennett. No. $3% million out of $50 million—— 

Mr. Sapa. Out of $15 million. 

Senator Bennett. I am sorry. That is what puzzled me. I have 
no further questions. I appreciate the fact that you would come here. 
I will be very happy to welcome this material in the record, and also 
add to the record Mr. Sada’s letter to Senator Capehart dated Sep- 
tember 21, 1953, in response to this committee’s questionnaire. 

(The material referred to follows:) 


Hosauata Y Lamina, S. A.,, 
Monterrey, Neuvo Leon, Mexico, September 21, 1958. 


Unirep States SENATE, COMMITTEE ON BANKING AND CURRENCY. 
(Attention: Mr. Homer E. Capehart.) 

Dear Sir: The answer to your letter of September 3, has been delayed because 
of my absence from this city and as this matter was referred to me personally, I 
take pleasure now in giving you the information which you request. 

1. The nature of our contact with the Export-Import Bank of Washington was 
a loan for this company which was obtained through Nacional Financiera, S. A. 

2. Regarding the correspondence that we have had with the bank, we have 
always had prompt and satisfactory replies. 

3. The loan for which we applied was not handled directly with the bank but 
through Nacional Financiera. 

4. The application was granted and it was handled in a courteous and ex- 
peditious manner. 

5. The credit has been administered by the bank in an efficient manner. 

. Pigg have no complaints whatever about the operations of the Export-Import 
ank. 

7. We are not in a position to judge whether or not the Export-Import Bank 
has aided or failed in properly financing and facilitating the export-import trade 
of the United States. 

8. We believe the bank has assisted in developing and expanding the economy 
of foreign countries and that it has increased the capacity to purchase United 
States exports. 

9. We do not have any suggestion for changes or alterations in the policy of 
the Export-Import Bank. 

10. We believe the Export-Import Bank has facilitated the expansion of inter- 
national trade and that it may keep on doing so by facilitating funds for invest- 
ments in countries like ours, where capital is very scarce. 

We do not consider our relations with the Export-Import Bank as confidential 
because all the business that we have transacted with them has been done openly 
through Nacional Financiera, 8. A., and with the consent and approval of our 
own government. These relations have consisted of a standard loan to be in- 
vested in equipment for our steel plant in this city, which is practically finished 
and ready to operate. 

We cannot answer some of the questions in your letter because they refer to 
internal matters in the United States such as the export and import trade of the 
United States, of which we do not have enough information to give a satisfactory 
answer. We can only state that, although our relations with the bank have 
been through Nacional Financiera, we have had a great deal of contact with the 
Export-Import Bank and we have always encountered very much understanding 
and willingness to cooperate. 
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Regarding the appearance of the writer in person before your committee, I 
shall be very glad to testify in this matter if it becomes necessary, although it 
would mean that I would have to leave my business to comply with your request. 

Yours very truly, 


Camito G,. Sapa, 
General Manager. 
Senator Bennett. We have one more witness today, Mr. Eduardo 
Grenas, the managing director of the Corporacion Mexicana, and 
representative of the Associacion Mexicana de Importadores de 
Maquinardia, of Mexico City. Mr. Grenas, do you have a prepared 
statement? 


STATEMENT OF EDUARDO GRENAS, MANAGING DIRECTOR, COR- 
PORACION MEXICANA, AND REPRESENTATIVE OF ASSOCIA- 
CION MEXICANA DE IMPORTADORES DE MAQUINARIA, 
MEXICO CITY 


Mr. Grenas. No; Mr. Chairman, I do not. I have been engaged 
in banking for the past 20 years between the United States and Latin 
America. For7 years I was the executive director of the Panamerican 
Trade Committee, which was an organization dedicated to the study 
of economic problems i in South America. For the past 12 years I have 
been living in Mexico, engaged in banking and finance. 

I am assistant today to the Association of Importers of Machinery 
and the Association of Agricultures to create the necessary machinery 
to enable our rural population to develop production. 

I have the understanding that this hatin is to ascertain what 
deficiencies you have, and the basis upon which you can retain. the 
world trade which is indispensable to the economy of the United 
States. 

Senator Bennett. That is approximately accurate. The com- 
mittee feels that at this point at least the hearing should be limited 
largely to the part that the Export-Import Bank and the International 
Bank can play in that program, but we will welcome any comments 
you care to make. 

Mr. Grenas. The situation in Mexico is that we do not have the 
financial or banking machinery of private sources to enable the buyers 
to buy on long terms. 

The American manufacturer through the lack of a banking structure 
cannot extend credit, and they insist in their exports that they obtain 
irrevocable letters of credit or cash deliveries. On the other hand, 
Europe is extending credit between 2 and 8 years. The competition 
stands not on the basis of quality but facilities of payment and credit 
granted. 

Mexico’s imports every year average $100 million in machinery, 
which is divided into agricultural machinery, road-building machinery 
and electrical equipment. 

We cannot find the necessary finances to buy such machinery, 
extending the required credits, which run from 1 year to 3 years, 
according to the quality of the machinery. Farm machinery requires 
3 payments of 3 years each. 

I would like to make two suggestions. The first is that the Export- 
Import Bank be authorized to discount from United States banks 
long-term paper financing the exports of United States manufac- 








394 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


turers, with the proviso that in any application submitted by United 
States banks they will have to have the endorsement and recommenda- 
tion of Mexican banks, which are well-equipped to handle such matters. 

In previous hearings some of the persons who appeared suggested 
the convenience of a bank j insurance policy. That, in my estimation, 
will destroy the conception of banking and of credit. I would suggest 
the creation of an insurance to be paid by the buyer, by the user, 
providing every one of the operations or transactions will be in 
accordance with the conditions as stipulated by the importer and the 
bank as eligible paper. 

The other suggestion, for more immediate action, is that American 
manufacturers use the warehousing facilities existing in Mexico today 
as depots of distribution without assuming or having to assume the 
necessary risks of open credit operation by putting into effect the cus- 
tomary floor plan, warehousing plan which they use in America. 

They will extend and maintain at a very low bank rate their inven- 
tories and supply their distributors in such a way that demands will 
be met from hand to month at a very low cost and without taking any 
risk whatsoever. 

That suggestion will enable the American manufacturer to extend 
the necessary credit, not of course for 2, 3, or 4 years, but it will be 
enough to maintain such stocks on hand on a revolving basis up to 1 

ear. 
f T thank you for the opportunity to address the committee. 

Senator Bennerr. Thank you, Mr. Grenas. Are there enough 
responsible warehousing organizations already set up in Mexico? 

Mr. Grenas. In accordance with the banking legislation of Mexico, 
the warchouses form a part of the banking structure. They operate 
as an auxiliary banking organization. They must operate under a 
license issued by the Department of the Treasury, and they are under 
the supervision of the National Banking Commission. You can say 
in a very definite manner that the existing general warehousing com- 
panies answer completely to the requirements of law and to the re- 
quirements of financial needs. 

The country has one Government organization. They have bonded 
warehouses in Mexico City, general warehouses, cold storage, and they 
have the ability to establish fre ld warehouses in any part of the country. 
Besides that, they have warehouses serving 183 cities or trade centers, 
so that the American manufacturer could use that chain as a merchan- 
dising depot and distribute merchandise and keep his stocks in hand 
ready for immediate requirements, avoiding the risk of open credits, 
but, on the other hand, meeting the competition that you are finding 
today in Europe. 

As an illustration, we have received offers to buy warehouses on 
5-year terms, machinery on 3-year terms, and certain electrical equip- 
ment and factories on as much as 8 years. United States manufac- 
turers are not equipped to meet such terms. That is why I recommend 
and suggest that de Export-Import Bank use through the channel of 
established banks such credit, with certain insurance, maintaining the 
established conditions of banking and trade, so that the warehousing 
organizations throughout Mexcio will be given a more active part in 
credit extension ent will give more elasticity to the country. 


Are there any other questions? 
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Senator Bennetr. No. There is one other observation I have. 
We have been discussing over these past few days the idea of extending 
the activity of the Export-Import Bank in the field of credit guaranty. 
I think you are the first witness who has come up to suggest that they 
operate on the basis of credit discount. 

Mr. Grenas. If we have the Export-Import Bank as a bank of 
ready discount, establish the conditions where the American bank can 
discount the paper of their clients, but again I say, providing, however, 
that such condition bring the endorsement of the local banks, who 
know local conditions, to prevent bad loans. 

Senator Bennetrr. That might involve the development of a list of 
Mexican banks. 

Mr. Grenas. All of the important banks in the United States have 
correspondent banks in Mexico. The banking legislation of Mexico 
is one of the best in Latin America. They are quite capable and 
ready to accommodate and assist. 

Senator Bennerr. I will ask the question the other way around. 
Are there any banks in Mexico which, if the legislation is so effective, 
could not be used under that kind of an arrangement? In other words, 
is this a blanket suggestion, that any bank in Mexico could be used 
for that purpose? 

Mr. Grenas. The suggestion would be that way. Of course, we 
have small banks throughout the country. But we have banks such 
as the Bank of Monterrey, of which Mr. Garza is the chairman of the 
board. We have the Bank of Commerce. We have 4 or 5 large 
banks in Mexico City and 1 or 2 banks in each one of the important 
banking centers. They are well recognized, and they enjoy all the 
necessary credit rating and standing. 

Senator Bennerr. Then it still would come back to a selection by 
the Export-Import Bank of those banks in Mexico whose endorsement 
or whose approval 

Mr. Grenas. Your commercial attaché in Mexico could be the 
one to submit to you the names of the banks. On that basis you will 
have a disinterested party giving such a list. 

One thing is necessary, Senator, that you find ways and means of 
extending credit to enable your manufacturers to compete with the 
credit terms that exist today. 

Senator Bennett. Do you have any idea of the volume of such 
rediscount paper that would develop under this kind of program? 

Mr. Grenas. In machinery alone, if Mexico imports $100 million 
a year, the discounts should be for value of 70 percent of the value of 
the machinery. Therefore, the volume would represent an annual 
turnover of $70 million. But it would assure that you would be able 
to maintain the major part of your sales to Mexico which you are 
losing today. 

Senator Bennerr. Are there other fields in which you feel this 
same process could be used? 

Mr. Grenas. Definitely. You have the heavy industry, which the 
other gentlemen have referred to. You have the automobile industry, 
which has been hard hit by the imports of small cars from Europe. 
I have personally seen this. In the last month I have seen at least 
150 cars offered at terms of 2 years without any cash payment or 
monthly payments. I have been offered these. 

Senator Bennett. I am an automobile dealer. You interest me. 
There is no down payment and no monthly payments. 
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Mr. Grenas. Monthly payments, yes. But any other dealer will 
require at least one-third cash payment, or 20 percent, and the rest in 
monthly payments. Today a dealer offered a car to me with 24 pay- 
ments without any cash down. 

We have another situation which is of great importance. Agri- 
culture in Mexico by previous political situations has not developed. 
There is a great need of money for commodity loans to enable the 
farmer to market his produce in an orderly way and in such a way as 
to raise his standard of living and his capacity to buy goods. 

Senator Bennert. In this country that is done through a combina- 
tion of interests. The Government participates in some crops and 
private interests participate in other crops. 

Mr. Grenas. In any country you have the farm banks enabling 
the farmer to buy his ranch and pay for it in a number of years. They 
also have the farm banks making loans to the small credit unions, 
which you call cooperatives here, and then on that basis they have 
created the structure of financing the farmer. We have no such thing 
in Mexico. 

Today the commercial banks are used to handle part of such loans. 
There are two Government banks, the Agrarian Agriculture Bank and 
the National Agricultural Bank. They are not able to meet the re- 
quirements of the rural population of Mexico. The importer in his 
bank will fill an important gap by establishing credits that the bank 
in Mexico could produce in two types of loans. We have the develop- 
ment loan which will require 3 years. It has a first lien on the prop- 
erty and on the equipment. 

Then we have the loan to develop production. If those two types 
of loans were not there, the agricultural program of Mexico would 
disappear. 

Senator Bennett. Realizing that the Export-Import Bank exists 
primarily and almost completely to finance and encourage exports 
from the United States and imports into the United States, I can see 
an interest in the question of the financing of American exports of 
machinery. It is hard for me to visualize the use of the bank in this 
general agricultural financial problem. 

Mr. Grenas. I have heard many people in your country talk about 
a three-cornered hat, but I do not believe there is a use for it, with due 
respect to those who believe that way. I believe the development of 
agricultural production in Mexico would increase their capacity to 
buy from the United States in a very, very considerable manner. 
Today, Mexico is your third largest client. Mexico, by increasing 
its standard of living, will become a very important and most impor- 
tant factor in your exports. 

Senator Bennett. That would involve a completely different ap- 
proach to this problem, because I am one of those who doubt that 
the American people have the credit to supply that service to all the 
other free nations of the world. I do not know how we would dare 
to supply that service to Mexico without being prepared to supply it 
to all other South American countries and probably many countries 
on the Continent. 

Mr. Grenas. Mexico is the only country that I know of that does 
not have an agricultural mortgage bank or private agricultural banks 
to meet the requirements of agriculture. The reason I have gone 
into agriculture, answering the questions from you, is that this com- 
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mittee looks into the need of providing the necessary power to the 
Export-Import Bank to grant credits to the American manufacturers 
through the United States banks to enable them to sell on the same 
terms and conditions that Europe is selling in Mexico. 

Senator Bennett. Earlier in the discussion the general question 
was raised whether that whole burden should be thrown on the 
governmental agency or whether the manufacturers involved should 
not be concerned with that problem. 

Mr. Grenas. The manufacturers will assume part of the insurance 
guaranteeing the repayment of the loan. But as far as my under- 
standing of banking legislation and banking structure in the United 
States is concerned, the commercial banks are not qualified to grant 
trade for more than 90 days with renewals, and no time for more than 
2 or 3 years. 

As long as the private banks lack that capacity they will not be 
able to extend that credit facility to the manufacturer, and the 
manufacturer will not be able, in turn, to meet the credit require- 
ments created by the competition from Europe. 

Senator Bennett. Which is created largely on the basis of Ameri- 
can money which has been supplied to Europe. 

Mr. Grenas. Correct. 

Senator Bennett. Do you believe that the Export-Import Bank 
should finance consumer goods? 

Mr. Grenas. I believe the Export-Import Bank was created for 
that very definite purpose. 

Senator Bennett. To finance the exportation of consumer goods? 

Mr. Grenas. Yes, sir. 

Senator Bennett. Rather than of durable goods or productive 
goods? 

Mr. Grenas. You have the International Bank financing the 
requirements for the development of backward countries or asso- 
ciated governments, to provide the credit necessary to enable those 
people to develop their large industries and resources. But what we 
need is a banking organization capable of granting the American 
manufacturer and exporter, in all the number of items exported, 
the facilities to handle that trade. 

Senator Bennert. Should we not look forward to the time when 
the Republic of Mexico develops a banking system to take care of 
its own consumption problems? 

Mr. Grenas. Mexico is a very wealthy and very rich country which 
is in the midst of development. It has an ever-growing demand for 
money. Mexico up to the past 4 or 5 years had not borrowed from 
the time of the confiscation of oil, had not borrowed in the international 
market. They have developed the country to a tremendous pro- 
portion out of their own earnings. But the time has come when 
Mexico cannot continue to grow in industry and agricultural produc- 
tion without looking to the foreign markets for additional credit. 

Senator Bennett. Unfortunately I have just been reminded that 
I have another meeting at 4 o’clock. I had forgotten about it. Much 
as I would like to discuss this further, Mr. Grenas, I must go to 
another meeting. 

I appreciate your coming. ‘Thank you very much. 

With this testimony we will bring to a close this part of the -hear- 
ings. We will recess the hearings, to meet again at the call of the 
chairman. 
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As you know, Senator Capehart has not been well. His personal 
physical requirements impose some limits on the continuation of 
these hearings. 

Tomorrow morning at 10 o’clock the Subcommittee on Banking and 
Securities will begin a series of hearings on proposed amendments to 
the Securities and Exchange Act, under the chairmanship of Senator 
Bush of Connecticut. 

If there are any additional statements or if there is additional 
evidence that anyone feels should be added to the material that we 
have been able to develop in the last week, that material may be 
submitted to the staff of the committee, and if satisfactory, will be 
included in the record. 

At this moment, then, I will recess the hearings, to be continued 
again at the call of the chairman. I appreciate the contributions all 
of you have made. 

(Whereupon, at 3:55 p.m., the hearings were recessed, subject to 
the call of the chairman.) 
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APPENDIX 


— 


The following documents were inserted in the record as referred to 
in the testimony of E. V. Huggins, page 76. 


THE UNITED STATES AND ITS FOREIGN TRADE POSITION 


A special study prepared by the National Industrial Conference Board, Inc., 
for the National Electrical Manufacturers Association 


SuMMARY OF FINDINGS 


The highlights of the factual data, charts, and tables of this report—a large 
portion of which has never before been available for general public use—may be 
summarized as follows: 

1, The dollar value of total sales of United States corporations manufacturing 
electrical products, as well as the dollar value of both exports and imports of such 
products, have risen sharply in the postwar years, 1946 to 1953, inclusive, but at 
widely varying rates. 

(a) Total sales during the postwar years have averaged 6.6 times their average 
for the prewar years (1935 to 1939, inclusive). 

(b) Exports have averaged in the postwar years 4.9 times their prewar average. 

(c) Imports have averaged in the postwar years 4.6 times their prewar average. 
(Details in sees. I and II.) 

2. While total sales in 1952 were 9 times their prewar average, imports in 1952 
were 12 times their prewar average. In contrast export sales in 1952 were only 
6 times higher than their prewar level. 

The foregoing data are expressed in tabular form below: 


Average annual sales value 








(1935-39 = 100) 
| 1946-52 1952 
ial “ | . ie - 
Ulee® Gate Gam ente ss wks « db ddb den dktdd news Addsaibte edn cndts <chidndds itnaben | 455 1, 210 
United States exports........... so Scannell ean iieenaie | 490 630 
United States manufacturers’ total sales. ...................----.-. | 660 900 


Details in secs. I and II. 


3. The rate of increase of imports of electrical equipment reflects the rehabilita- 
tion of foreign industry and its approach toward a surplus position. 
The rate of increase in imports has accelerated significantly in more recent 
years, as compared with a slowing down in the growth of exports. 
This divergence in trends became far more marked in 1953, as is shown by the 
following table: 
First half of 1958 over 
first half of 1962, 
percent increase 
United States imports_.........-.----- iia Heldliie doit wine aanba weet ali baie 50 
United States iexuneetes ou ux lida bog sweelne selwel iuselel 9 


Excluding Canada, exports for the first 6 months of 1953 were 7 percent below 
those of the first 6 months of 1952 (sees. I and IT). 

4. Competition from foreign countries for third markets has also grown much 
keener, especially during the past 2 years, and is now threatening further inroads 
upon United States exports of electrical equipment, particularly in South America. 


399 








400 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


For example, a comparison of European and United States price quotations of 
heavy electrical equipment, publicly opened within the past 18 months in Latin 
American and Asian countries, shows that of 124 different quotations 80 percent 
were less than the United States bid (sec. IV, exhibits B, C, D). 

5. Foreign manufacturers of electrical products have very large labor cost 
advantages over United States competitors. These advantages are greater now 
than ever before. 

(a) In 1952 total monetary hourly wages and wage supplements (converted 
into United States dollars at official exchange rates) of the 9 nations covered by 
the survey ranged between only 10 percent of United States wages (and supple- 
ments) in Japan to 33 percent in Belgium and Sweden. In 1938, the range was 
from 7.3 percent in Japan to 46.6 in Germany. 

Wage supplements have now become a significant factor in any wage com- 
parisons among nations. For example, in France and Italy such supplements 
exceed one-third of the cash wages of their workers. 

The wage ranges for 1938 and 1952 in the 9 countries were as follows: 


| 
1952 1938 1952 | 1938 
United States... ........... ks 100. 0 100.0 || Switzerland. _..._..........- 23.8 33.9 
ee ooo 5 St. id 33.0 34.5 || Germany............-....-.. 22.0 46. 6 
rrr 33.0 44.1 || Netherlands__..-............- 20.7 41.0 
France..... 30.9 SA Oe MCS steutionbecemetieananaae 19.6 22.7 
28.0 Oe bt Ss casendgntancagete eee 9.9 7.3 


United Kingdom ____- 
| 





The wage differentials between the United States and these 9 countries have 
widened substantially in the postwar years. Only Japan, of the nine countries, 
has increased its wage rates relative to the United States since 1938. Germany, 
as shown by the above table, has moved from her prewar position of the highest 
wage country among the 9 nations to the fourth lowest in 1952. 

(6) By 1952 industrial production in 7 of the 9 countries had recovered to 
levels which were 3344 percent or more above their 1938 levels. Japan was only 
1 percent above her 1938 level. 

West Germany’s production in 1952 was 44 percent higher than in 1936, while 
her production of electrical machinery and equipment was 188 percent above 
1936, but a substantial portion of these gains has been the result of transfers of 
industrial capacity from East to West Germany rather than overall increases in 
West German production. 

(c) The legal work week (before overtime payments become due) ranges between 
44 and 48 hours in most European countries. Overtime payments are not gen- 
erally more than 25 percent above regular wages. 

(d) During the postwar period, labor costs as a percentage of production value 
have decreased considerably more in the various foreign countries than they have 
in the United States. Three of the 4 countries for which comparison with a 
prewar year is possible also show a much steeper decline for that period than does 
the United States. The reason for the more rapid postwar decrease in labor costs 
abroad is a combination of increases in productivity, which was very low at the 
beginning of the postwar period, and in value of production both rising consider- 
ably faster than wage rates (including wage supplements). In the United States, 
on the other hand, money wages and wage supplements approximately kept pace 
with increases in productivity and in value of output. These factors are mainly 
responsible for the increased disparity in labor costs between the United States 
and the various European countries. 

(e) Statistical limitations make it impossible accurately to compare the output 
per man-hour between particular industries of various nations. However, it is 
both proper and possible to compare trends in productivity of particular industries 
of various countries, since substantiating data are available for certain nations 
over certain periods. 

The following table shows changes in productivity of the electrical manufactur- 
ing indsutries in 6 nations over certain years for which comparable data are avail- 
able 
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Output per man-hour 


Country tt pepe bee —penermneeeteniine 

| Base year = 100 1952 level 
United States_..........-. ‘snide ; “ 1939 154 
Germany -.-. Se saaeeneee se 1936 117 
NE ith ano éninbedimin so dadabnbscain 5 . | 1938 126 
Belgium _. ln la aliteteead So mecnel lethal aioe ; sha 1947 130 
ideo: ch ntieean> enedelnse : ; Si hadi ahceelin 1939 | 1123 
Japamy...-... Gevdiewssaqautecccs i ; aeee 1948 2187 


1 For 1950. 
1 For 1951. 


Qualified representatives of a United States manufacturer of electrical equip- 
ment recently made a study of prevailing labor rates and general efficiency in 
the use of labor and materials in that industry in seven foreign countries. This 
study concluded that labor costs of various electrical products in the countries 
ranged between 20 and 78 percent of United States labor costs of the same products. 
In Germany, where there is a combination of low wage rates, a high workweek, 
and efficiency of both labor and equipment, labor costs excluding relatively 
moderate supplements in the industry are shown to be only about one-third of 
United States labor costs. (Details in sec. IV.) 

6. Foreign exporters almost universally enjoy the benefits of many and varied 
kinds of both domestic and export subsidies, as well as a rather wide variety of 
other types of aid from their government. United States industrial producers 
enjoy much less assistance of this sort. (Details in sec. V.) 

7. Postwar conditions have led to the establishment (or intensification where 
they already existed) of numerous import restrictions and exchange controls 
abroad. Many of these restraints on international trade are far more effective 
barriers to its expansion than are protective tariffs. Most such restraints are 
not practiced by the United States Government and, where practiced, are not 
generally applied to the electrical equipment industry. 

Since dollars in the postwar years have been, and still are, scarce in most foreign 
countries, such restrictions have fallen more heavily on goods offered abroad for 
dollars and upon United States exporters selling for dollars than upon foreign 
exporters who can sell for their soft (nondollar) currencies. There has been a very 
considerable relaxation of many such controls and restrictions, as they apply to 
other currencies, but relatively little as they apply to the United States dollar. 
(Details in sec. VI.) 

8. Substantial losses of foreign investment income and smaller profits from 
various services since World War II have tended in the postwar years to create 
heavily adverse balance-of-payment positions among European countries and 
Japan, particularly with respect to the United States. This state of affairs, due 
primarily to lack of multilateral convertibility of most foreign currencies, and the 
need for goods often available only in the United States, has led to dollar drives 
and other efforts by foreign governments to subsidize and otherwise stimulate 
their exports to the United States. (Details in sec. III.) 

9. There has been a dramatic improvement, however, in almost all foreign 
countries over the last year and a half toward balancing off their respective dollar 
sales with their dollar purchases. Figures for France for 1952 were not available 
in time for inclusion in the report. Except for Italy and France all other seven 
countries (covered in the survey) whose payment balances have been causes of 
concern show substantial credit balances in their current accounts for 1952 and to 
date in 1953. 

If the dollar gap be defined as the excess of the dollar value of United States 
exports of goods and services over United States imports of goods and services, then 
the gap has vanished, at least for the time being. During the year ended June 30, 
1953, United States imports for the first time since prewar days substantially 
exceeded United States exports for which we were paid. The United States has 
been called upon in this 12-month period to settle these adverse accounts by 
deliveries of gold bullion and transfers of United States (dollar) bank balances 
and Federal Government bonds or other obligations. 

Foreign nations nonetheless, during this 12-month period, received economic 
and military aid from the United States in larger sums than during any previous 
12-month period since the war. 

This general reversal of the world’s balance-of-payment position with the 
United States was even more remarkable during the first half of 1953, when 
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United States gold, bank balances, and government securities—earned net by 
other nations—would have more than paid for all economic aid extended by the 
United States in the period. (Details in see. III.) 

10. Qualified opinion differs as to the probable durability of this dramatic 
change, but there is substantial support for the view that this improvement in 
balance-of-payment positions now rests on more solid foundations than did a 
similar improvement in 1950, after which conditions were rendered highly abnor- 
mal by the outbreak of war in Korea. (Details in sec. IIT.) 

11. To a major degree the postwar progress abroad has been due to United 
States aid, but full credit should be given to those nations which have adopted 
policies that have been successful in ending inflation, expanding production, and 
reducing restraints on domestic and foreign trade. 

Germany is now outstripping all others in return to normal peacetime operations 
despite loss of East Germany. 

Keplacement of bombed-out and dismantled machinery and equipment in 
Germany and Japan has given these countries more technologically efficient 
industrial plants than they had prewar. Because of their more efficient industrial 
plants, trade taking the place of aid might well benefit Germany more than any 
of our World II allies. owever, both Germany and Japan must expand their 
exports outside the lron Curtain or they will be forced to do so inside that curtain 
to support normal employment and feed their peoples. (Details in sec. III.) 

12. In all foreign countries, duties on imports produce much larger percentages 
of their respective total revenues than they do in the United States, where cus- 
toms duties produce approximately 1 percent of total Federal revenues, compared 
with sharply higher percentages of total revenues produced by import duties in 
most foreign nations. In 1951 the combined individual and corporate income 
taxes produced 71 percent of total Federal revenues in the Uni States, while 
dauead no nation collected more than 49 percent and the majority collected not 
more than 35 percent on an average from their income taxes— France only 25.6 
percent; West Germany, 23.3 percent; Italy, 11.9 percent; Switzerland, 31.0 
percent; and the United Kingdom, 49.0 percent. All National, State, and local 
government receipts in the United States (mostly taxes arising directly or indi- 
rectly from the domestic operation of the economy) come to about 26 percent of 
gross national product. 

Foreign nations, therefore, make up this difference in income tax receipts 
primarily from general sales taxes or excises which importers into these countries 
must absorb in addition to their own income tax costs. The general sales tax 
ranges from 26.4 percent in France to 7.3 percent in the United Kingdom. 

Consequently, foreign competitors selling into the United States or third 
markets have sharply lower tax costs than American competitors selling into their 
own or foreign markets. (Details in sec. VII.) 

13. In summing up: 

(a) The wage differentials in postwar years between United States electrical 
equipment manufacturers and their foreign competitors have broadened compared 
to prewar years. 

(6) Domestic and export subsidies and aids by foreign nations exceed those 
enjoyed by their United States competitors. In the postwar years, the differen- 
tials in this respect have substantially increased. 

(c) There has been an increase in the number, and intensification in the use, of 
various types of exchange controls and other restraints on foreign trade since 
World War II which discriminate against the United States. 

(d) The so-called dollar gap in foreign balance-of-payment positions has dis- 
appeared in the last 18 months. It has been replaced by a dollar surplus. 

(e) Because of Germany’s more efficient industrial pina, trade taking the 
place of aid might well benefit Germany more than our World War II allies. 

(f) Foreign competitors selling into their own, United States, or third markets 
have sharply lowered tax costs than United States manufacturers selling in their 
own or any foreign market, 


SECTION I. UNITED STATES IMPORTS OF ELECTRICAL PRODUCTS 
FROM PRINCIPAL COUNTRIES IN WESTERN EUROPE AND JAPAN, 
PREWAR AND POSTWAR 

SUMMARY 


Imports of electrical machinery and equipment are small relative to both 
United States domestic production and United States exports of this equipment. 
For the postwar years, they have averaged 4.6 times higher than their prewar level. 

In the last 2 years, however, imports of electrical machinery and equipment 
have been increasing rapidly, doubling in value in 1951, and increasing an addi- 
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tional 45 percent in 1952. For the first 6 months of 1953, they were 50 percent 
higher than the same period of 1952. 

Although imports from Canada are today the largest of any country, the 8 
European countries and Japan are showing an increase of 116 percent in the first 
6 months of 1953 over the same period for 1952, compared to only 7 percent for 
Canada. 

Japan, which prewar accounted for 40 percent of the imports of electrical 
equipment, has not yet recovered to its prewar level. In 1951-52, it represented 
only 4.5 percent of the total. 

The following two sections contain value data on the imports and exports of 
electrical manufactures from the United States. In the immediately succeeding 
section imports into the United States of electrical machinery from the principal 
Western European nations and Japan for 1935-39, 1946-52 are shown. Although 
these nations shipped us over 96 percent of our total electric imports in 1939, 
they account for only about 50 percent of total electrical imports in 1952, Canada 
emerging as the supplier of about 47 percent of the remainder. 

The table of United States imports of electrical machinery, etc., compared with 
all imports for consumption, points up the fact that the former have remained in 
a fairly constant relationship to the latter. Were it not for the growing importance 
of Canada as a supplier (mentioned above), our imports of electrical products 
would still constitute nearly the same percentage of all imports (rougbly 0.12 
percent) that they did in 1938. 

Since the heading ‘Special machinery,’’ which is shown with other types of 
electrical products on all detailed import tables, includes such items as ‘‘Cigarette 
making,” and “Candy wrapping machinery,” it might well be argued that the 
entire group should not be shown on a table of imports of electrical products. 
However, it was decided to show this group together with other electrical imports 
in view of the fact that the Census Bureau publication, Schedule A, Classification 
of United States Commodity Imports, does include it under the general title of 
“Electrical machinery and apparatus.’’ Secondly, the Census Bureau’s foreign 
trade statistical annual, Foreign Commerce and Navigation of the United States, 
declares that this class of imports is made up of ‘“‘Machines having as an essential 
feature an electrical element or device, n.e.s.’”’ (A similar policy of showing every 
item listed as electrical by the Census Bureau was followed on the export tables.) 
For the convenience of those who believe that figures for total United States 
imports of electrical products would be more meaningful without the ‘Special 
machinery” group, the summary table of United States imports shows totals 
both including and excluding this group. In the postwar years, we observe that 
“Special machinery”’ has grown in importance relative to other types of electrical 
machinery. On the average it constituted 35.5 percent of our electrical imports 
from the Western European nations and Japan, while it only accounted for 10.1 
percent in the prewar years. 

In 1952 the United Kingdom was far out in front as our largest supplier of 
electrical products among the countries under study. Even excluding ‘‘Special 
machinery,” the United Kingdom shipped to us about $2.8 million of electrical 
machinery, or about two and a half times as much as her nearest rival, Belgium- 
Luxembourg, with $1.1 million. When including “Special machinery,” we find 
the United Kingdom even further in the lead, with $5.6 million as against $1.8 
million for Belgium-Luxembourg. In fact, the United Kingdom has remained 
in the lead for all postwar years with the exception of 1948, in which year our 
unusually large imports of light bulbs from Japan made that country our main 
supplier of electrical products. Japan also held this position, and for the same 
reason, throughout the years 1935-39. In 1939 Japan shipped us $808,600 of 
electrical goods; Germany and the United Kingdom followed with $584,600 and 
$202,700, respectively. 
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United States imports of electrical machinery and apparatus, turbines and parts, 
and total United States imports for consumption, 1935-39, 1946-52 


[Thousands of dollars] 
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Electrical machinery industry total sales, and United States domestic exports and 
and imports for consumption of electrical machinery and apparatus, comparison 
of recent trends 


Source: Bureau of the Census. 


{Millions of dollars] 





United United 

States States 
domestic imports for 

exports consumption 





1935-39 average 
1946-50 average - _- 


1 Forecast. 
3 Figure is for first 6 months of 1953. 


Source: Bureau of Census. 


It is apparent from the table of index numbers that imports from the United 
Kingdom, although more than those from any other country, did not grow as 
fast as those from several other countries, notably Belgium and Italy. If 1948, 
the first year in which the war-ravaged European national economies made any 
substantial recovery, is taken as a base, then we see that 1952 imports from 
Germany, although less than one-third the value of those from the United 
Kingdom, had grown about 20 times since 1948, while imports from the United 
Kingdom increased less than 5 times over the same period. Again with 1948 
as a base, imports from Belgium increased in value more than 13 times, imports 
from Italy nearly 12, while those from other European nations grew at a pace 
similar to the United Kingdom one. 

The summary import charts in section I reveal that United States imports of 
certain of the broad groups reached a decided peak, generally in 1951. Belgium, 
West Germany, Sweden, Italy, and Japan show such peaks for ‘Electrical 
apparatus.” United Kingdom, Belgium, Netherlands, France, Italy, and Japan 
exhibit similar peaks for “Signal and communications devices.” The chart on 
imports from Switzerland shows a very marked peak for turbines. These peaks 
are due to large increases in the imports of one item within the group and this 
item is not necessarily the same from country to country. In the case of ‘‘Elec- 
trical apparatus,’’ more than 90 percent of the 1951 Belgium peak is caused by a 
quadrupling of imports of ‘‘Motors’”’ over 1950, while a large part of the Swedish 
peak comes from an eightfold increase in the imports of ‘‘Batteries” from that 
country over the preceding year. When looking at “Signal and communications 
devices,’”’ we find that the 1951 peak is caused more often than not by steep rises 
in the imprts of “Radio apparatus,” but in Belgium and, to some extent, the 
United Kingdom, the explanation lies rather in the imports of ““Telephone appara- 
tus.”” The wave of stockpiling in the United States after the onset of the Korean 
war in 1950 would appear to be major reason for the import peaks established in 
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1951, the time lag being due to delay in the filling and shipping of the unusual 
volume of American orders in the countries of origin. 

The commodity groupings used in prewar tables are chiefly those which are 
found in the 1939 edition of Foreign Commerce and Navigation of the United 
States, of which the 1946 edition is the most recent. After 1946, although an 
important change took place in the commodity code system, no attempt is made 
in the statistical annuals to group the various types of electrical products. There- 
fore, the postwar commodity groupings were arranged in a form as similar as 
possible to the prewar ones with the aid of the latest editions of two Census 
Bureau publications: Schedule A (already referred to above) and Schedule B, 
Classification of United States Commodity Exports. In other words, although 
postwar commodity code numbers are different from prewar, the content of both 
yrewar and postwar import commodity groupings is approximately the same. 

‘his applies equally well to prewar and postwar export groupings. For easy 
reference, the specific code numbers of the Bureau of the Census follow each 
electrical machinery grouping in the tables. 

The data as contained in the two sections do not appear in their present form 
anywhere else. That is, although figures for the exports and imports of individual 
electric items were most certainly available for all years under consideration, 
these figures had never been worked up on an industrywide basis: selected coun- 
tries of origin by main commodity groups for imports; for the export side, geo- 
graphic areas of destination by main commodity groups on the one hand, and total 
exports to the principal countries of the world on the other. Personal inquiries 
were made to the Division of Foreign Trade Statistics of the Bureau of the Census 
and of the International Economic Analysis Division of the Department of Com- 
merce in Washington as well as the Statistical Office of the United Nations in New 
York. All of these organizations replied that they neither prepare the figures in 
the desired form themselves nor know of any organization which does so. The 
Bureau of the Census added that they were willing to undertake the job, but due 
to lack of facilities would not be able to finish it before next February. Therefore, 
the compilation of the tables was undertaken by the Conference Board, since it 
was felt that the data would be of sufficient value to warrant the time and effort 
needed to compile them. 

For additional comments with regard to the export tables, see section IT. 


United States imports of electrical machinery from selected western European countries 
and Japan, 1935-89, 1946-52 


{In thousands of dollars] 
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4 =Includes ‘‘special machinery.” 
B=Excludes “special machinery.” 


Source: Bureau of the Census. 
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Index numbers of the value of United States imports from selected western European 
nations and Japan, 1935-39, 1946-62 
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IMPORTS FROM UNITED KINGDOM 


DOLLAR FIGURES IN THOUSANDS 


PREWAR: 1936 - 1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 
ELECTRICAL SIGNAL & COMMU- SPECIAL 
APPARATUS NICATION DEVICES MACHINERY TURBINES 
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IMPORTS FROM BELGIUM 


DOLLAR FIGURES IN THOUSANDS 
PREWAR: 1936-1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 
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cleaners, hevschold wtensite, end ether iteme bearing the For details, see text of Section # I. 
following Schedule A code numbers: 709.45-709.49, Price increose prewor-postwor roughly 75%. 
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IMPORTS FROM NETHERLANDS 


DOLLAR FIGURES IN THOUSANDS 
PREWAR: 1936-1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 


ELECTRICAL SIGNAL & COMMU- SPECIAL 
APPARATUS NICATION DEVICES MACHINERY TURBINES 





PRE - POST- PRE- POSsT- PRE- POST- PRE- POST- 


WAR wAaR WAR WAR WAR WAR WAR WAR 
INCREASE: 12.0% /4,800.0% 3,208./% 


SIGNAL & COMMU- 
NICATION DEVICES 


709.75, 709.82, 709.98-709.99. Special Mochinery: 
Strength testing epperctus, cigarette making machinery, 
candy wrapping mochinery, and other types beer! 
Schedule A code numbers 7160.8, 7100.0, 7160.9 in 1939, 
For detoils, see text of Section #1. 

Price increose prewor-postwor roughly 75%. 








410 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


DOLLAR FIGURES IN THOUSANDS 
PREWAR: 1936-1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 





ELECTRICAL SIGNAL & COMMU- SPECIAL 
APPARATUS NICATION DEVICES MACHINERY TURBINES 
$207.2 

\4 
} 
. $41 
PRE- POSsT- PRE- PosT- PRE- POST- PRE- POST- ; 
WAR WAR WAR WAR WAR WAR WAR warR ; 
INCREASE: 6,859.3%e 12.4% $,053.7% 120.7% : 
3 
4 


ELECTRICAL SIGNAL & 
APPARATUS /__ COMMUNICATION 
DEVICES 





a Rett ef en ceimeecn: TON ices oem 


cleoners, household utensils, 
following Schedule A code 





es 


j 
t 
| 





INCRE 


$600 


400 


100 


-—ae rem 
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411 


IMPORTS FROM SWEDEN 


DOLLAR FIGURES IN THOUSANDS 


PREWAR: 1936-1939 AVERAGE 


SIGNAL & COMMU- 
NICATION DEVICES 


ELECTRICAL 
APPARATUS 





PRE- POST- PRE- POST- 
WAR WAR WAR WAR 
INCREASE: 4474% 3I73% 


Electrical Apparatus: Generators, botteries, translormers 
end converters, switches and sockets, motors, lamps, 


loundry Sve cooking stoves, Industrie! heeting 
therapeutic apporctus, vocuum 


equipment 
temmund, eceskead'om utensils, ond other items ne boone SO? 
following Schedule A code numbers: 49, 


42493—54—pt. 1——27 





POSTWAR: 1946-1952 AVERAGE 


SPECIAL 
MACHINERY TURBINES 
Wd 
PRE- POST- PRE- POST- 
WAR WAR WAR WAR 


804.3% 


ELECTRICAL 
APPARATUS 


SIGNAL & COMMU- 
NICATION DEVICES 


709.7: 709,82, 709.98-709.99. Speciol Mochinery: 
~~. testing eapmstnts *, alquagtte ant moking —— 
condy wre; i 

SThadule A code nombers 7760.6, 7100-0, 7160.9 in 193% 

Fer detoils, see text of Section # I. 

Price increose prewor-postwor roughly 75%. 
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IMPORTS FROM FRANCE 


DOLLAR FIGURES IN THOUSANDS 


PREWAR : 1936 ~ 1939 AVERAGE POSTWAR: 1946 ~ 1952 AVERAGE 
ELECTRICAL SIGNAL & COMMU- SPECIAL 
APPARATUS NICATION DEVICES MACHINERY TURBINES 





PRE- POST- PRE-  POST- PRE-  POST- PRE- POST- 





WAR WAR WAR WwaR WAR WAR WAR WAR 
INCREASE: ~46.0% 22,045.5% 413.7 % 
$1,400 





SPECIAL 
MACHINERY 


Electricol Apporetus: Generotors, botteries, transformers 709.75, 709.82, 709.98-709.99. Special Mochinery: 
and converters, switches ond sockets, motors, lamps, Strength testing apparatus, cigarette making machinery, 


ond Rinety, aad ether types beer! 
Schedule A cose numbers 7700.8, 7100.0, 7100.9 in 193%. 


lowndry equi it, cooking stoves, industrial heating 
equipment y therapevti 

cleoners, household utensils, For details, see text of Section #1. 
following Schedule A code numbers: 709.45-709.49, Price increose prewor-postwar roughly 75%. 





i 


bt i a cna ai hice 





Maan. SAO. nha ia Lac SNS» 


ad 


7 MMe 


{ 
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IN 


$3 





1952 


Resciattgest 
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IMPORTS FROM ITALY 


DOLLAR FIGURES IN THOUSANDS 
PREWAR: 1936-1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 





ELECTRICAL SIGNAL & COMMU- SPECIAL 
APPARATUS NICATION DEVICES MACHINERY TURBINES 
PRE- POST- PRE- POST- PRE- POST- oa a: 
WAR WAR WAR WAR WAR WAR 
INCREASE: 9/1.4% 
$300 


SPECIAL 
MACHINERY / 


200 


100 — —— 


SIGNAL & ree 
COMMUNICATION DEVICES 


7 [ELECTRICAL 
APPARATUS 





1946 1947 1948 1949 1950 Zanes 


Electrics! Apperetus: Generators, batteries, transformers 709.75, 709.82, 709.98-709.99. Special Mochinery: 
ond converters, switches end sockets, motors, lomps, Strength testing apporctus, ee making machinery, 
loundry equipment, cooking stoves, industrial heating condy wrapping mochiner 


000, 7760.9 in 199% 
equipment, Mray and therapeutic epparctus, vocuum Schedule A code numbers wrtben? 8, 7100.0, 7' 9 in 1939. 
cleaners, household utensils, and other items bearing the For detatls, see text of Section ‘et. 

following Schedule A code numbers: 709.45-709.49, Price increase prewor-post wor roughly 75%. 
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IMPORTS FROM JAPAN 


DOLLAR FIGURES IN THOUSANDS 
PRE WAR: (936-1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 


ELECTRICAL SIGNAL & COMMU- SPECIAL 
APPARATUS NICATION DEVICES MACHINERY TURBINES 





PRE- PosT- PRE- POST- PRE - POST- PRE- POST- 
WAR WAR WAR WAR WAR WAR WAR WAR 
INCREASE: - 35.9% 692.1% 


ELECTRICAL 
APPARATUS 


SIGNAL & COMMU- 
NICATION DEVICES 





Eleetricel Apperetus: Generators, betreries, tronstormers 

Sal Eee eltghan cand mniisaios anoienay: Nani moh 

loundry cooking stoves, industrial hecting end other ae beoring 
i¢ apperctus, 8, 7100.0, 9 in 1939. 


equipment and therapeutic vocuum . 60. 
cleoners, household utensils, ond other items the Fer details, see text of Section #1. 
following Schedule A code numbers: 709.45-709.49, Price increose prewer-postwor roughly 75%. 
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Total United States imports of electrical machinery and apparatus, 1946-52 


(Thousands of dollars} 

















Items and schedule A commodity numbers 1952 1951 1950 | 1949 1948 1946 
| 
Electrical apparatus................- ~----------| 9,308. 2} 7,329, 9)3, 647. 1/2, 2, 283. 1/3, 519. 8/1, 987. 9}1, 187.0 0 
Generators (7090000) - ee | LT $5.6] 49.3 78.3 
Batteries (7090800-7090810) . . - - 145.6} 251.4) 387.0) 22.9) 21.1 34.3 
Transformers and converters (7090010-7090020).| 565.1 278.5) 183.4) 97.0) 165. 27.1 
Switches and sockets = 9 shia aeeada be awwe 490.2} 171.0) 83.9) 84.5 56. 5. 51.8 
Motors (7090400-7090430) . ......- -----..| 2,527.4} 2,334.1) 810.7| 672.4 202.9] 422.0) 88.1 
Lamps (7063000-7067000) : siti 591.9} 597.3) 371.3) 439. 2/1, 987.0) f 141.9 
Laundry equipment (7090580, 7100700) : 85.3 59.9 71.6 24.3) 318.6) 485.8 11,7 
Cooking stoves (7090850) bcwwektbbeosne 13.1 9.7) 7.0 3.0 1.9 1.4 
Industrial heating (7090890, 7100200) - 276.6; 642.0) 202.1) 177.2) 89.7 28.8 
X-ray and therapeutic apparatus aed 
7090700-7090710) 626. 0 322.6) 234.4) 163.9 83.5 41.5 7.9 
Vacuum cleaners (7069000-7 069100) . . 71.1 158.4} 233.9} 44.9) 68.6) 24.3) 141.8 
Household utensils (7090510-7090560, 7 090590) . 23. 5 72.4 16.0 8.5 15.8 9.4 23.6 


Other (709450-7000490, 7090750, 7090820, 7090990) _| 3, 562.0} 2,033. 4/1, 213.2) 479.8] 459.2) 320.4) 550.8 


—— 


{=== Sass |e 
| 


Signal and communication devices. ..... --.---| 7,851.8} 6, 502, 2)3,654.8| 992.0) 747.6) 536. 5)1,040.4 




















Radio apparatus (7090660) ............-. .....-| 6,085.1) 5, 041. 9/2, 896. 






































9} 771.2) 637.7} 296.1] 985.5 
Television apparatus (7090680) . . .....- suse 295.8 257.4; 128.3)... ins ‘ ee 
Telephone apparatus (7090690) ........... 1, 423.5) 1,113.2) 504.8} 101.6) 85.0) 164.3) 35,6 
Telegraph apparatus (7090670) ......-.. waned 97.4 70.8} 39.8) 49,2) 24.9) 76.2) 10,2 
Special machinery --............-..-- --+----------| 9,976.4) 4, 199.3 | 140. 6/1, 117, 3)1, 079.1} 963. 1/1, 252.8 
Strength-testing (7100100) ..................-.- 181.6 70.7| 787} 87.1) 27.2 6.0} 24.2 
Cigarette-making (7100400)_.............--..-- 26.9 9. 1}... 23.1 6.1 .3] 273.6 
Candy-wrapping (7100600) ...............-.. 3.6 28.6; 22.2) 51.8} 31.4) 44.9) 118.3 

Machinery that could be designed to work | 
with or without electricity (7100800) _- 3, 360. 3| 1,410.6) 686.6) 388.3] 528.7) 476.5) 650.0 
Other (7100300, 7100900) . .........-...-..--.-. .| 6, 404.0 2) 680, 2/1, 358.2} 597.0) 485.7) 435.4) 186.7 
= ————==_= —— SS 

Turbines, steam engines, and water wheels 
(7110000-71 10010, 7110090, 7800950) ............. 306 





.3} 791.3) 56. 1} 72.1 70.2} 49.5 57.4 
Grand total. ........ premisenesebensadsusanin 27, 442.7 18, 822.610, 4 498. 64 304. 515, 416. 7 3, 537. 113, 53 587.5 5 


m 














Nore.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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Total United States imports of electrical machinery and apparatus, 1935-39 
{Thousands of dollars} 


Iter 


| 


. l ] 
Items and schedule A commodity numbers ! | 1939 1938 | 1937 
meme: 
| 


Electrical apparatus... .... ..- - - | . 657. 9) 1, 467. 4)1, 988. 3) a 2, 022. 


a 


Electric 


Ger 
Bat 
Tra 
Sw! 
Mo 
Lal 


J i 


Generators (709.00) . 4.2 
Batteries (709,80-709.81) . _._- : | 2. 3 8. 6 
Transformers and converters (709. 01-709.02) ) 
Switches and sockets (709.30-709.31) 

Motors (709.40-709.43) 

Lamps (7063.1-7067.0)_..__- 

Laundry equipment (709. 50, 7100. 7). 

Cooking stoves (709.85) J 

Industrial heating (709.89) _ __ 

X-ray and therapeutic apparatus (700.6 60, '709.70-709.7 71)-. 
Vacuum cleaners (7069.0-7069.1) a ee 
Household utensils (709.51-709.59) 

Other (709.45 709.49, 709.75, 709.82, 709.98-709.99) 


Be. | 
ren 


Cc 
~s8S 


Srnwworna 
> 
b to 
— — 
Reece || 


Lbs 4 
Re OOoww 


wr e's 
. «as 
#2 3B. 
on Prue aanwanwe® | 
uo nw. 


Signal and communication devices 


Radio apparatus (709.71-709.76)....-......-..-...--.- ; 
Telephone apparatus (709.69) _._...-.._. hes 
Telegraph apparatus (709.67). . _- 


— com 


Special machinery 


Strength-testing (7100.1) . 

Cigarette-making (7100.4) _- 

Candy- -wrapping (7100.6)... 

Machinery that could be designed to work with or without 
eerily CHOON 54-5 G8 2 9c fal on Bho enn nd - oe coves ncens 

CEE COM, SD coccchn ciewceb cen ncacducnssccess Sai. Gs. ies 








Turbines, steam engines, and water wheels (711.00-711.01, 711.04- 





Grand total 





"1 Schedule A in effect 1939. 
* Less than $50: 


Note.—Parts and accessories are included in above data. 
Source: Bureau of the Census, 
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United States imports of electrical machinery from Canada (including Newfoundland 
and Labrador), 1946-52 


{Thousands of dollars] 


Items and schedule A commodity numbers |} 1952 1951 1950 | 1949 1948 1947 1946 
Electrical apparatus. ._. hs 3. 547.01. 778.5) 854.2) 647.4) 641.01,303.7| 599.2 
Generators (7090000) ‘ : 187.5; 119.3 35.9 32.9 9.8 78.9} 67.0 
Batteries (7090800-7090810) 32.0 16.7 8.6 3.1 8.2 98.4) 26.6 
Transformers and converters (7090010-7090020) 244.8 34.7 38. 7 2.3 70.0 15.0 23.6 
Switches and sockets (7090300-7090330) ; 53.0 21.1 5.1 8.9 11.9 56.8 8.2 
Motors (7090400-7090430) _ _ - 790.5, 495.8) 383.4) 383.0) 112.9) 385.8 63. 6 
Lamps (7063000-7067000) | 1.4 5.0 1.5 11.3 48.7 17.9} 10.8 
Laundry equipment (7090580, 7100700) ___- 12.4 15.4 6.6 2.0} 313.4) 482.1) 10.9 
Cooking stoves (7090850) | 10.9 8.5 6.4 1.5 7, 90.4) 1.4 
Industrial heating (7090890, 7100200) | 106.9) 576.3) 258.3) 89.8 39.0 91.3) 23.5 
X-ray and therapeutic apparatus (7090600, | 
7090700-7090710) 54.6 7.0 11.0 5.1 3. 2) 2.8 9 
Vacuum Cleaners (7069000-7069100) 5 1. 3} 7 1.2 8 1.1 2.2 
Household utensils (7090510-7090560, 7090590) 2.8 5 4 5 7 3.4 14.0 
Other (7090450-7090490, 7090750, 7090820, 7090990) .| 2,049.7, 476.9 97.6 65.9 21.8 39.8) 346.5 


Signal and communication devices : 6. 172. 8 2,178.5 1, 635.3) 229.8) 268.0) 206.6) 874.7 


Radio apparatus (7090660) __........ ; 5, 088 1,154.0) 216.0) 260.7 85.6) 869.9 


8 1,471.5 

Television apparatus (7090680) 4.5 2.3 45.0)... . = 7 

Telephone apparatus (7090690) : f | 1,075.4) 698.9) 429.1 12.0 3.5 60. 0) 4.0 

Telegraph apparatus (7090670) -.-- 4.1 8 7.2 1.7 3.7) 61.0 0 
Special machinery ieee 2 3. O80. 5.1. 683.1) 650.6) 201.6) 247.4) 406.0) 563.0 

Strength-testing (7100100). .._-- ERs 5 116.4 1.6) (‘) tea | 3.5 

Cigarette-making (7100400) _..-- | a Ea a = se alae 

Candy-wrapping (7100600) ‘ ; ape R tts . . be ; & F-. | 5.1 

Machinery that could be designed to work with | | 

or without electricity (7100800) - _- | $01.4) 348.1) 219.5 97.2 5.2) 266.3! 627.7 
; ; : 


Other (7100300, 7100900) still : 2, 572.5 1,335.0) 429.6) 104. 138.0) 139.6 26.6 


| 
| 
| 
\ 


| { | } 


Turbines, steam engines, and water wheels (7110000- | } 
. eee 14.1 24.6 1.0 5.3 5.1) 7.7 


7110010, 7110090, 7800950) 
Grand total..-....--. seseenenennes ---------|12, 814. 4 5, 659. 7/3, 141. 0/1, 084. 0.1, 161 5/1, 923 9/2, 037 
| | | | 


oun 


1 Less than $50, 
Note.—Parts and accessories are included in the above data. 


Source: Bureau of the Census. 
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United States imports of electrical machinery from Canada, 1935-39 








(Thousands of dollars] 
Items and schedule A commodity numbers ! 1939 | 1938 | 1937 | 1936 

eo casubeanisanre nanan enmea ean auanaeamnas pani 20.1} 18.9) 31.4) 15.4) 28.0 

ca dnmishnseeoatmesnennetibhe 1 4% @) 4 

Batteries (709.80-709.81) .............-...-..-.-- chietahiahatinnieadiand 4 1,2} 4.3 4 

Transformers and eonverters (709.01-709.02)............-----.------- 1.7 8 16) 20 

Switches and sockets (709.30-709.31)......-...----------..------.-.-- 8 1.1 -6} @) 

os chcnakelinacetsGenunndgenwencenndeuwnaened 4.5 1.3 1.0 1.7 

a tie. iat en densennewenereeesbecteus | ou ot om 

Laundry equipment (709.50, 7100.7).............-.-------------- inal slaved Detaled dhnataes 

Cooking stoves (709.85) .............--------- aaa ene ne cncineena 2.5, 18 on ‘ 

nn nltndbnnawin defen vedearacorsoneneneoie ited inde ncaknstbentiteene 

X-ray and therapeutic apparatus (709.60, 709.70-709.71).............. 6 4 -3 6 

I CRED ob vn ccncencuccecescauennuewec asunnmes 13} 28 7.8] 23 

itis dks ongcowcrncnccocsnoednstsnnens Sih Seteeloernaad 

Other (709.45-709.49, 709.75, 709.82, 709.98-709.99) ..........-.-----.-.- 7.3 9.2) 15.5 7.6 
Signal and communication devices. .... —itilky «chin Gig incre oneitinienindth tinteienadaiael 6.0) 4.0) 22) 1.5 

Ne 5.2) 3.3] 1.5 8 

ee eniobeneechs om oaemelaaee 8 od of 

RIND SEIT Dos 66. oie write oe weer tn en s+ <cconcns~cunncuchensamaleelineleasncs () 





os cam cabadibadtn dtl thbccececcesnonsnwoiel 20.6, 4.6) 6.8 -2 





eke shape nhineesbeneiceniel OT Licuaculindbesicadnon 
ee di ehuarneneibarminneteininciLawiind cicdindes tnedikel rpms diamadet> 
a bnbeesns wabeneodssanks ti eeeeeheaanal<enhaiessah lesion? 
a that could be designed to work with or without electricity “'e d 
other nspuanar <=onreer*wath renner nn wren nnn rae te A none 
Turbines, steam engines, and water wheels (711.00-711.01, 711.04-711.05)..|.6| .1) 19.9 5.3 
—SS—I_™_—_s oP _ SS 
a oceesthaebeiaiea eam uarwmnve ebaitinmaidl 47.2) 27.7 3 4 


1 Schedule A in effect 1939, 
3 Less than $50. 


Norte.—Part and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States Imports of Electrical Machinery from the United Kingdom, 1946-52 





[Thousands of dollars] 














Items and schedule A commodity numbers | 1952 | 1951 1950 | 1949 1948 | 1947 | 1946 
i ena ing wis fo ltt * 
Electrical apparatus. oad bases 1,814, 9/1, 702.0) 990.7) 409.8) 588.1325. 5 304.6 

Generators (7090000) amadanet ------| 26.2) 96.4) 52.4) 82.4) 37.7) 5.1 v 
Batteries (7090800-7090810) 32.9 72.1 6.5 9.8 8.7) 1.6) 1.5 
Transformers and con verters (7090010-7090020) 126.0} 156.2 90. 8 45.0 88.6 43.9 8 
Switches and sockets (7090300-7090330) 160. 7 46.9 4.2 4.2 18.1; 7.9) 2.0 
Motors (7090400-7090430) |} 619.5) 470.5 46.2 47.9) 24.5) 18.0) 4.1 
Lamps (7063000-7067000) =a 7.8 1.7 2,9 9.8} 5.5) 1 
Laundry equipment (7090580, 7100700) | 52.3 9 60.4) 22.0 5.2 6 
Cooking stoves (7090850) ; 7 .6) 13) (4) .9 
Industrial heating (7090890, 7100200) tal 11,3) 6.8) 4.4) 24.9) 1.7 
X-ray and therapeutic apparatus (7090600, 7090700- | 
7090710) } 31.7 14.9 9.8) 11.0) 3.3 
Vacuum cleaners (7069000- 7069100) . a 232.0 42.8 66.6) 18, 9/136. 1 
Household utensils (7090510-7090560, 7090590) 7 13.9 5.2) 4.4) 1.7) 5.7 
Other (7090450-7060 190, 7090750, 7090820, 7090990) 439.0) 175.5) 309, 2)186, 2)147.4 
Signal and communication devices---. - ‘ 928, 6|1, 260.4| 818.7 134, 4| 59.5) 29.4) 43.9 
heen ~ See erase ee 
Radio apparatus (7090660) - .. | 801.1) 875.4) 714.4 97.5}  36.7| 14.1) 30.6 
Television apparatus (7090680) | 288.5) 224.5 28. 9 
Telephone apparatus (7090690) .. | 120.2} 157.8} 88.6] 224) 3.4) 20) 7 
Telegraph apparatus (7090670) --- 9.8} 2.7; 16.9] 14.6) 19.4] 13.3) 12.6 
Special machinery.........------------ ...---|2, 700, 6]1, 110.2} 734.3] 430.3] 514. 2/477, 0/594. 4 
Strength-testing (7100100)_......-......-..---- — 30. 2) 28. 8) 21, 4) 15. 9} 11.6; 1.5) 19.4 
amet ees CEs dmmawyeovan 15.5 1.7". Swe | 6.1) 3/273.6 
Candy-wrapping (7100600). _._--- ; 22.6} 21.2} 51.8) 28.8) 44.9) 99.0 
Machinery that could be designed to work with or 
without electricity (7100800) . ...... — 935.1) 357.1) 203. 8 102. 4 230. 9/150. 7| 72.3 
Other (7100300, Se csmansense Deuenasio chaaaiieesae Gee Tt 487.9 260. 2} 236. 9/279. 7/130. 1 
Turbines, steam engines, and water wheels (7110000- | od 
7110010, 7110090, 7800950) ............-.-.-.-...... ow 129. 1} 67, 6 3 2) 35.2 48.9) 30.9) 9.0 
od, od seinnmestimininitihenatigttiiae a 573. 214 "140. 2/2, 577. 911, 0 7/1, 210. 7 862. 9/951. 9 
| 1 
1 Less than $50, 


Norg.—Parts and accessories are included in the above data, 
Source: Bureau of the Census; 
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United States imports of electrical machinery from the United Kingdom, 1935-39 


[Thousands of dollars] 


Items and schedule A commodity numbers ! 


Electrical apparatus 
Generators (709.00) 





Batteries (709.80-709.81) -__. 
Transformers and converters (709.01-709.02) -- 


Switches and sockets _— 30-709.31) 
Motors (709.40-709.43) _ __. 
7067.0) 


Lamps (7063.1- 






Laundry equipment (709.50, 7100.7)....---__- 


Cooking stoves (709.85) 


Industrial heating (709.89) 
X-ray and therapeutic apparatus (709. 60, 700.70-700.71) .........--. 


Vacuum cleaners (7069.0-7069. 
Household utensils (709.51-709.59) 
Other (709.45-709.49, 709.75, 709.82, 709.98-709.99) 


Signal and communication devices_............._- 


Radio apparatus (709.71-709.76) 
Telephone apparatus (709.69) 
Telegraph apparatus (709.67) 


Spectal machinery 





Strength testing (7100.1)_..........-. 
Cigarette making (7100.4) 
Candy wrapping (7100.6) 


Machinery that could be designed to work with or without elec- 


tricity (7100.8) 


1 Schedule A in effect 1939 


"? Less than $50. 


Other (7100.0, 7100.9) 


Nore.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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23. 5 


on 
| Ommon: 





























127.4) 237.8) 174.1) 162.9 
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United States imports of electrical machinery from Belgium, 1946-52 


[Thousands of dollars} 














| 
Items and schedule A commodity numbers 1952 | 1951 E 1950 | 0 | 040 1948 | 1947 |1946 
- adnan ae a seiapmanaiiees - - a eed aati 
| 
Electrical apparatus... --- ; an | 943. 3/1, eA. 5/390 3 ‘a17. 9| 49.7) 0. | (‘) 
Generators (7090000) aseiina ll | | 
Batteries (7090800-7090810) - } 2 0) 1H 
Transformers and converters (7090010-7090020) - | 6. 8) 5. 9) 
Switches and sockets (7090300-7090330) . . . .... | 4] 2) 3 a 
Motors (7090400-7090430) - ae 2 | Q07. 1/1, 244, 2\304. 9/204. 1) 44.9 2 0) 
Lamps (7063000-7067000) 4.7 7.65 86 3.1 S 
Laundry equipment (7090580, 7100700) .. (‘) 3) 2.0 
Cooking stoves (7090850) eee ieee | ‘ 
Industrial heating (7090890, 7100200) | oMiaee |--- 
X-ray and therapeutic apparatus (7090600, 7090700- anon | 6.3 oT. cc é 
Vacuum cleaners (7069000-7069100) - | = 
Household utensils (7090510- 7090560, 7090590) os a } ; (!) 
Other (7090450-7090490, 7090750, 7090820, 7090990) ..... 7.0; 15.9) 14 5 10 8) _3. 9 2 


Signal and communication devices - - 1104. 9 68. 5 74 2| 02. 0/24. 5 
































Radio apparatus (7090660) ...............- ' - 1. 3 58.1 “31. 0 (4) .4 
Television apparatus (7090680) ..........- : . . : . 
Telephone apparatus (7090690) - - . . - ; 5 130.4) 217.3) 73.8) 59.3) 74.2) 92.0/24.2 
Telegraph apparatus (7090670) -.. 2. 7| 21.9 -l} 2) : 
Special machinery-............--------- ; sat 678.1} 96.3) 36.5)... | 69 28) 1.0 
} —— Ee ee es Se 
Strength-testing (7100100) ...............-.-... ‘ . er an 2.6 
Cigarette-making (7100400) .................... ‘ 3 ase boned oy. NS sé isnt ladeests tae leoe 
Candy-wrapping (7100600) - a 
Machinery that could be designed t to work with or without 
ee... an cnennemenennsennn ‘ 533.8) 85.3) 36.3 COE. .cplenee 
Other (7100300, 7100000) . . ....-22222.-. 00-0 5-04---- wie 144. 3} NG Bec ‘ 2) 1.0 
—- —_——_—— eS =——— |__| — 
Turbines, steam engines, and water wheels (7110000-7110010, 
PE CE cdccatenkcconvebnaccaneccheunesnanares 2 ‘ 2.5 al 
————SS._ OOSS.$WOODSE=_-_ DOSESEE=_ aX ee 
I eee etccaeas 1, 755. 7\1, 678.1)471. 1. 7/986. 4188. 3| 95. 2}26. 6 
| 





1 Less than $50. 
Norte.—Parts and. aceessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from Belgium, 1935-39 
(Thousands of dollars} 


















Items and schedule A commodity numbers ! 


i I. 6 ind DRG cE Bb <teinec cen wncencesnnecenssceneoes 14.5) 3.4) 17) 2.0) 0.9 





OE ES ee aw ee 
I ai i ol ate eniertin teeta nememnnmenianeaanll @) i ae ere! @) 
Transformers and converters (709.01-709.02)..........-.-..----.-...-.-].-. eRe LUE SSL ccne 
Switches and sockets (709.30-709,31)................--.-------------- () Bie. Saas hie. sca 
ND CS BAG 808 0100 . . aanamaignnanmamnnananmmansninmedha Rie, Seale. we 
I Ed rere samcneeneneneneinom sites 13.8) 2.6) ( 1 ® 
Laundry equipment (709.50, 7100.7)...............-..-.---.--.--s2..- Oe cas cae... 
OE CE a sre nchiiangadnnasennnaansanqnunnnanasinammntntces ol Oe: hers eUA2 one 
Industrial heating (700.80) en a, EST ee ane) Se ae 
X-ray and therapeutic papecnine (709. 60, WOOF0-3O. Fs cee abo ablo es. é Heats sccne 
eR RNIN COT ED on, nnn ncannanaencannneeonansnaanssune OF) ieee CIE. cas 
Household utemsils (709.51-709.59) _. wa cblhtilen detada at. ideale Se —- 
Other (709.45-709.49, 709.75, 709.82, 709.98-709,99) ...............------ 6 6 7) 1.9 9 
Signel.end commampleation devices... -~.....~.-.-------0-----0--20558 33.7| 21.2); 187) 96) 2.0 
a ROI on cmemmmemomammnminiiian SQ czas 2 
‘Telephone apparatus (709.69).....................-.---.-- insieminaeaiaial 33.4) 21.0) 17.4) 9.6) 1.8 
ED GURNEE COINOND «6b dino nn nwo nnnnnnnnnananseenaancnncsHpeudeual-sudeetis SiURUSEL - <n 


Special machinery-..._..__. 
Ce eens (7100.1) 
igarette-making (7100.4). = 
Gandy-wrap ping (7100.6) - — 

ery that could be designed to work with or without elec- 
A stad. Ln alntehinisisinianlltendsie sini nciisintdlliimiiidiatatiaiitiod poh Teli SAULT SEINE donee 
Othee (ItUNe, TUNOD)..---- 5. no daeasbncociabe dso Dues ei Be) Bho 2% 


Turbines, steam engines, and water wheels (711.00-711.01, 711.04-711.05) - 











‘ Schedule A in effect 1939. 
? Less than $50. 


Notg.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from West Germany, 1946-52 


(Thousands of dollars] 














Items and schedule A commodity numbers | 1052 | 1051 | 1950 | 1949 |1048/1947|1046 
Tec ; catpeniciiemenattnendtaidiienediieiedinenmliniein 
Electrical apparatus..--. sone |} 528.3) 483. 6/248. 5! 53.6! 6. Bit. 1 0.8 
Generators (7090000) ane | 5.0) 180) 3.3 a: 
Batteries (7090800-7090810) - _- | 12. .ue oO...) 
Transformers and converters (7090010-7090020) -__. | 38.7 56.7) 42.7 7 } 8 
Switches and sockets (7090300-7090330) 35.8 19.9| 1.8) 2.3) .7 | 
Motors (7090400-7090430) - 75.2) 21.9) 8.7) 1.2) 21) .1] 
Lamps (7063000-7067000) _ _ - | 8.2 6.6) 4.3) 2.1) .7| i 
Laundry equipment (7090580, 7100700) __.. _. | 8.5 15) .2 | | | 
Cooking stoves (7090850) _ _ . ; lu @ | | } 
Industrial heating (7090890, 7100200) | 90.7 7.44 1.71 13.2) .6} 
X-ray and therepeutic apparatus (7090600, 7090700-7090710) . 122. § 7. 2) 38. 5) 26.1 3/10. 1 2 
Vacuum cleaners (7069000-7069100) 8.1 | 2 | iQ} .1 
Household utensils (7090510-7090560, 7090590) - 1. 0) 7| Pr } 
Other (7090450-7090490, 7090750, 7090820, 7090990) . ... | 124.3) 232.3)135.4) 7.6) 2.0) .1) (4) 
=} = == 
Signal and communication devices 123.8} 626. 6/265.6) 1.9) .1) .2) 11 


Radio apparatus (7090660) ° | 94.0) 616. 6/240. 











BS omer 2 1 
Television apparatus (7090680) _ _. . 4 4.3) 25. 2) | | 
Telephone apparatus (7090690) . .... | 13.6 5.6 . 2} 
Telegraph apparatus (7090670) _..._. : 5.8 a 
Special machinery. ......................-- | 940.8 291, 2 81, 2 , 
Strength-testing (7100100) _. _- 24.9 2.2] 15.6) 5.3} 
Cigarette-making (7100400) - -™ 9 iat 
Candy-wrapping (7100600) | 3.6 ese 
Machinery that could be designed to work with or without | | | | 
electricity (7100800) __. 641.5) 171.2) 48.8) 35.8/72.9 Pd 
Other (7100300, 7100900) . . .. |} 270.7) 117.0) 16.0) 4.1 1 I: 1 
— se | se | | 
Turbines, steam engines, and water wheels (7110000—-7110010, | 
7110090, 7800950) i | 18.7) 5.0 2.44 (4) | 
Grand total. 1, 611. 6 1, 356. 4/595. 4,103. 0/79. 6 11. 4) 1.2 
} | | 





1 Less than $50. 
NorTe.—Parts and accessories are included in the above data. 


Source: Bureau of the Census. 
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United States imports of electrical machinery from Germany, 1935-39 



























(Thousands of dollars} 
Items and schedule A commodity numbers ! 1939 | 1938 | 1937 | 1936 | 1935 
in iit a a Bids a hececncccecosenccnssciwesaseseses 484. 7) 293. 5| 342.2) 362.3) 358.1 
Generators (709.00) - - bacctiesas Gutnsascsbtwosceneneesnnennacons 45.3) 3.7 .4 
Batteries (709.80-709. 81). how wtiadle sabétbretoiemibneseemagepal .6 J 9 
Transformers and converters (709. 0 PD ocossnswesticldcsediuaees 3.4 SH 28 
Switches and sockets _ PD thtteguaczeesescnceesesesbeebed 22.7; 36.8) 27.3 
Se I 2s cll, BE. don penuceccesacaccasssucsscescees 19.4 7.0 7.7 
io 2 Ms i vainin in ceanobeneedneunasechos 3.9) 7.1 6.6 
Laundry equipment (709. sud 2 R @ 
ED Si cn dl dicks phneneniadcinebownnsancowsesaeee Q) 2) ol 
Industrial heating (709. 89) . 2.44 2.8 é 
X-ray and therapeutic apparatus (709 709.70-709.71 36.0) 74.1) 95.1 
Vacuum cleaners (7069.0-7069.1) _ ---| 67] 16.2) 54.9 
Household utensils (709.51-709.59) - dn cil cb hand 
Other (709.45-709.49, 709.75, 709.82, 709.98-700.99)..........-..--..---- 344.2) 144.7) 147.5 
Signal and communication devices......................-...-.-----..---- 22.1) 20.2) 5.4 “1L3 
Ee TON CU TEI TOD oil oo niin nnn none cnnncccnneeceensee 20.4; 29.0) 3.0 
> ST 1.7 -l} 26 
ee IS GRIT BE sehen snnnnne nnnccccasescnscscnnnsflediedsealiaed 
I i crete cstacenwasiesecccwccc cess ncccecentccesecessee 77.7| 138.2) 157.4 


Strength-testing (7100.1) _- 
Cigarette-making (7100. 4)... =e 











Candy-wrapping (7100.6) - a ae eget be 
ea that could be designed to work with or without electricity anal 
55. 4| 136.7) 155.0] 164.6] 11.0 
—— Se =o 
‘Turbines, steam engines, and water wheels (711.00-711.01, 711.04~-711.05) _- si -71 @ -1| a 


1 Schedule A in effect 1939. 
* Less than $50. 


Norts.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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ae & 


United States imports of electrical machinery from the Netherlands, 1946-52 


[Thousands of dollars} 














} | | 
Items and schedule A commodity numbers | 1952 | 1951 | 1950 | 1949 | 1948 | 1947 |1946 
I So iret eedittsccccdntcmanene sthcnneastaaet aa 146. 3/287. 6|128. 3| 38. 4| 5.8) 4.6 
Generators (7090000) desi Sideline dicta : : A wT sieal 1| (4) * 
Batteries (7 I on an Be ee ; } “ 
Transformers and converters (7 7090010-7090020) 2 S 4 (') 1.8} 1.0) 28) () 1.0 
Switches and sockets (7090300-7090330) - . - Fae : sat 2.8) 1.1) 1.0) i cenekin tiie 
Motors (7090400-7090430) edetdaiaind ita dakean diana oan 16. 5 3 Senet -| (4) 
Lamps (7063000-7067000) .............................- ‘ | 1.6; 13 7 4; 2.3 .9 ©) 
Laundry equipment (7090580, 7100700) EST SSSI .3} 1.2 noah |-----]- 
Cooking stoves (7090850). ___.....-.-....--. ESTES Sts on oe a 
Industrial heating (7090890, 7100200) _ _ . | 7. 1 4) () ee 
X-ray and therapeutic apparatus (7090600, 7090700-7090710)...| 205.8 90.7} 73.6) 28.8} 5.1) 1.3) .6 
Vacuum cleaners (7069000—7069100) ee eer es - 3 3) . 8} 2) J 1) a a 
Household utensils (7090510-7090560, 7090590) . Sse =” De ee | a 26 
Other (7090450-7090490, 7090750, 7090820, 7090990). ........... 162. 1} 48, 6/209. 3) 95 9 30. 8 1.1] .8 
— = = — — —=_ = = 


Signal and communication devices. ....................-...------ | 256.2 304, 9297 0) 457 57 14 205 5/179. 8 86. 5 
Radio apparatus (7090660) 4 194. 3/236. 2 264. 5| 434, 4 295. 0) 179. 7,80. 6 
Television apparatus (7090680)... ............ Se J .| 1.2) 24.1) 17. 3} 7 
Telephone apparatus (7090690) 


Sted wecunenat’t* 723 Wtasel 
Telegraph apparatus (7090670) pesccosequcsrenvecnal GG Cha 15. 0 22. 











i 
I tancn ab ctoniadnsmrccinnedsasanemeasaneseube "663 0} 72.3) 60. 6| 39.2] 15.3) 6.2) .4 
Strength-testing (7100100) . ....-.--..-.--. pla ae ie fe a === 6) 9} 1 
Cigarette-making (7100000). .................................. ae -+-|- = . 
Candy-wrapping (7100600) . . ...............-.-.--... eau a a celiepiaidains 
Machinery that could be designed to work with or without | a ee 
ST has sp ccucuuiieidddvcuddvened -| 158, Ml 23.3} 43.7; 2.3) 4.7] 2.4) .3 
Other (7100300, 7100900) aha ghia diated ieee Titel _ 505 | 49 9) 16. 9 36. 9} 10. 1| 2.9 - 
Turbines, steam engines, and water wheels (7110000-7110010, si = eee 
TAMNIND, TOMO. oo cscc =. icaccwesceeswccccucsececuccsceceves &M.<.2: 4 ag 
einadtnctincaadamsuncsenantegimseinginencchadancndlll 1, 319. 7|523. cone) 4 se 4| a aa 4 
| 


1 Less than $50. 
Nots.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from the Netherlands, 1985-39 


[Thousands of dollars} 





Items and schedule A commodity numbers ! 





IE II on rere entra case ccc nccnenn scence csesns- 


Generators (709.00) - aie Rie entadt ts Aeenaeealbdsien <ipseen: 
Batteries (709.80-709. ‘81)_ alg anraiat tele tactic iitscceliiainiad 
Transformers and converters (709.01-709. en: 

Switches and sockets (709.30-709.31) _ - 
tee cen tial is deen antnocanncesssnenccoeoanenes 
Lamps (7063.1-7067.0) _ _. eee 

Laundry equipment (709. 50, 7100. a. : 

Cooking stoves (709.85) 
Industrial heating (709.89) 
X-ray and therapeutic apparatus (709. 60, '709.70-709. 71) 
Vacuum cleaners (7069.0-7069. 1) 
Household utensils (709,51-700.59) ._.._.....-.-.-..-----.--------.--- 
Other (709.45-709.49, 709.75, 709.82, 709.98-709.99) 


Signal and communication devices................-....-----.--------.-- 


Radio apparatus (709.71-709.76) ................-- 
nos wana nucnscscavacuaccencusencoswees 
ots con ccnowennecenswowereseanbenh 


Special machinery -........- Seca taiiaineieaisitecs msternecesscoiyecaacines ts taesnrcnnkitns pneoaegapegoie 


Strength-testing (7100.1)... 
Cigarette-making (7100.4) -. 
Candy-wrapping (7100.6). _-......-.-.- 
ae that could be designed to wo 


(71 Sis 
Other | (700. 0, 7100.9) - 







ith or without electricity 


Turbines, steam engines, and water wheels (711.00-711.01, 711.04-711.05) __| _. 








T Schedule A in effect 1939. 
2 Less than $50. 


Norr.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from Switzerland, 1946-62 


(Thousands of dollars] 





Items and schedule A commodity numbers 1952 1951 | 1950 |1949 | 1948 | 1947 | 1946 
oun: cena See — ENTER paceman pon) ay — Se 
Electrical apparatus j ee eaaaw-e~| 501.4) 408. 5)137. 1/104. 5} 80.7) 48.4) 34.5 

a 
Generators (7090000) ani - | 17.9} 153.0 1.5 6.6 
Batteries (7090800-7090810) (') 9 } (1) a, gf 
Transformers and converters (7090010-7090020) . 104, 6 2.41 4.9) 2.5 5 1.0 9 
Switches and sockets (7090300-7090330) } 190.0 60. 6) 54.1) 43.0) 6.8) 2.3) 1.9 
Motors (7090400-7090430) | 64.8) 37.9) 26.1) 4.6) 10.5) 4.6) 10.5 
Lamps (7063000-7067000) ie | 1.4 1.8 3| 1.1 -8 1.9) 6 
Laundry equipment (7090580, 7100700) : 1 | } | 
Cooking stoves (7090850) ee" 1} (it) | | fe wih } (1) 
Industrial heating (7090890, 7100200) & 20.9) 17.9) 1.1) 21.2) 32.0) 2.3 
X-ray and therane''tic a»parats (7090600, 7090700-7090710) 10. 5 2.0 1.9) 3.7 5 
Vactuium cleaners (7069000-7069100) sa 2 
Household utensils (7090510-7090560, 7090590) . 1 6.5 6.7) () 5 
Other (7000450-7090490, 7090750, 7090820, 7090900) _......... 121.2) 122.8) 33.8) 50.2) 28.6) 6.5) 10.7 
Signal and communication devices. .__.. i acelin asi 50.5) 44.1) 4.2) 12.0) 30.9) 2.4 l 
Radio apparatus (7090660) 4 é 38 9 47.8) 3.3) 11.9) 20.9 8 1 
Television apparatus (7090680) 1.2 1.0 | | | 
Telephone apparatus (7090690) . 10.4 5.0) 1.0 1 .6 | 
Telegraph apparatus (7090670) : 2 4) 1.6 


Special machinery. ........-.-.- biaieicialale qendibietie 621.6) 343. 4/223. 8/117. 1) 61.9) 27.3) 55.2 


Strength-testing (7100100). ........_- 2 5.4 15.3) 26.4) 14.7| 11.2 8 7 
Cigarette-making (7100400) . | 2 





. } o 

Candy-wranping (7100600) : ve . | of «Be. | | 14.2 

Machinery that could be designed to work with or without | | | 
electricity (7100800) | 87.4) 150.7) 48.4) 16.3) 24.0) 18.3) 15.5 
Other (7100300, 7100900) . . ... ine | 528.8) 77. 1/148. 8} 85.9) 26.7) 8.3) 24.7 

Turbines, steam engines, and water wheels (7110000-7110010, | ‘ —o = eT 

7110090, 7800950)... . . ‘ | 123.2) 682.2) 16.0) 26.7) 10.3) 10.9) 48.1 
CQeek Ol eccccccascewenees m = }1, 206. 7 1, 478. 2\381. 2|260. 3 183. 8) 89. 1/137.9 


| | 


1 Less than $50. 
Norts.—Parts and accessories are included in the above data. 
Source: Bureau of the Census, 


42493—54—pt. 128 
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United States imports of electrical machinery from Switzerland, 1935-39 


(Thousands of dollars] 











Items and schedule A commodity numbers ! 1939 | 1938 | 1937 | 1936 | 1935 
* 


a Ee oo et ciiswesninonnnananandas 13.8| 15.8) 33.8) 










Generators (709.00) ...............------- 
Batteries (709.80-709.81) 
Transformers and converters (709.01-709.02) 
Switches and sockets (709.30-709.31) - ..........-...-.---- ewoungtdeeals 
ED, 28S. 0 edu ceiwenusinhnereewter coneel 
Lamps (7063.1-7067.0)..........--.----.-- 
Laundry equipment (709.50, 7100.7)_...-- 
Cooking stoves (709.85) ............--. mend 
a lca ian Sets nee tiene ine 
X-ray and therapeutic apparatus (709.60, 709.70-709.71) - - . 

Vacuum cleaners (7069.0-7069. 1) 
Household utensils (709.51-709.59) . . . .... owgute seukohlsndshidenchiigannpdlintacs 
Other (709.45-709.49, 709.75, 709.82, 900.08-900.00)........ 5.0 -cccecke 10.5) 11.5) 12.1 4.6; 17.0 





Signal and communication devices 








NI oii os owner diwiscnccnsesducwcoceuse 
Telephone apparatus (709.69) 2 
Telegraph apparatus (709.67) 


eee depnd oobsenauneraoeineenorerseneene 


IE CII ang oon cers escccenseces= Sadhipiiomeg creates tn 
Cigarette-making (7100.4) .__- 
I CS onc tb ce cas tenpawsdendvercdemennersemiies 
“oen that could be designed to work with or without electricity 

i cneereniiaaeabnetnebhaecss meer acest 





Other (7100.6, 7100.9) . 2. 6} 3.7 4.7) 5.0 
Ses |e | ee | eee ee 


Turbines, steam engines, and water wheels (711.00-711.01, 711.04-711.05) - - 5.8) 104.9) 3.3) 43.5 43.8, 























eRe Se) cease oasis 101.6| 123.3] 41.1] 95.2| 84.4 








1 Schedule A in effect 1939. 
2 Less than $50. 


Note.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 


Vie aes 


se ent ican tahoe bikes 


| 
! 
| 
| 
| 
| 
| 
| 





Elec 


Sig 


Spe 


‘Tu 
7 


ih ey 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 429 


United States imports of electrical machinery from Sweden, 1946-195 


(Thousands of dollars) 














Items and schedule A commodity numbers | 1952 | 1951 | 1950 | 1949 | 1948 | 1947/1946 
pT EE SS a eS 167. 0| 90. 9/38. 4/15. 5 
Generators (7090000). ......-.-.--...----.-- ae 6.9) iia tah... 
Batteries (7090800- 7090810). ....--------- ea ce 66. 3137.3) 18.4) 7.5)  .2I- (4) 
Transformers and converters (7 7090010-7090020) i 10.6) 3. 9] ag 1.9} 4)@)] .4 
Switches and sockets (7090300-7090330) - - ..........- ~-----------| 10.8] 3.9) 10.6) 8.0) 4.8) 3.6) (!) 
Motors (7090400-7090430) ............ aoa ibreeiaian -| 20.5) 7.5) 32.5) 28.7) 2 3} 6.7) 7.9 
Lamps (7063000-7067000).__............- bidiiaianennanonuas Ee a soy ie es 
Laundry equipment (7090580, 7100700). _........-......-....-.-- of | sObcesey (Spr Ge. 3.1) . 7 
Cooking stoves (7090850) ..............- SALE TTA RIE: 1.0 Bee ely ee | () tats . 
Industrial heating (7090890, 7100200) _ . __- .| 45) 6.6) .6) 10.5) 24.5) .9) 1.1 
X-ray and therapeutic apparatus (7090600, 70907 (00-7090710) _ - lasie }129. 1} 99 0) 54.4) 77.8) 54.3)16.0) 2.4 
Vacuum cleaners (7069000-7069100) _ ____- tien geen’ .7| 22.3) .4 6| .8| 2.8) 2.6 
Household utensils (7090510-7090560, 7090590). __.........-----.--|-----] 55. 8| 2) LY 1.8) @ }.- 
Other (7090450-7090490, 7090750, 7090820, 7090990) - eusectecco} 62. 0/163. 5} 89.2) 26.8) 1.8) 1.3) .3 
Signal and communication devices.-................-..--...-.---- .--| 30.6} 38.4) 72.8) 5.1) 1.4) 6.5) 14 
I dn wnnuncnwnnesetnonsenetanten | 1.2) 24 4] 56.8] 1.6] 7 $5) .1 
Television apparatus (7090680). ................--..--.----.---- ie cee UE RL 
Telephone apparatus (7090690) _..... .........-..-.-..---.--.---- | 28.9) 14.0) 15.9] 3.6) .7| .8) 1.2 
Telegraph apparatus (7090670) _................-.---- ‘aol 4 al 1 I 2| 
= —— —--|= a 
ee ibeietadediiemeiiniad _....|486. 1/272. 2/228. 6] 98.9) 72. 9/23. 6) 8.0 
1 1 
' 1 — - — _— ——— 
Strength-testing (7100100) - .. .- alana en ee 1 17.0] 5.7] 20.0) 1.2]. 4 
Cigarette-making (7100400)... __- acnaiaainiaiesitiid r ----| 11.2} 6.4 | 17.9). Riu 
Candy-wrapping (7100600) k Ba Vers Ec leecl Bose ¢ 
Machinery that could be designed to work with or “without | | | | | 
TTD. ((0..>.. . .). .. sendibedtedpeeeaetiowsed _-.--~--|266. 8} 25.6) 60.6) 25.8) 58. 1/21. 9) 5.2 
RE atin 208. 1/223. 1)162. 35. 2) 13.7) 1.7) 2.4 
| a ee | 
Turbines, steam engines, and water wheels (7110000-7110010, 7110090, | | | | 
PU clidcvcedieds.ntnddsod ST and cide hdbestadaie armddeabiedihaiaeada | 28) 6.5} 1.3)..... | 1.5 bs 
Gi nccwsseeecenecescensnebasnteeewiiesonnin a 839. 3|827 5|509. s\271. 0166. 7 enh 5)24.9 


1 Less than $50. 
Note.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from Sweden, 1935-39 
(Thousands of dollars] 


Items and schedule A commodity numbers! 1939 | 1938 | 1937 | 1936 | 1935 
ee DURA ARIA ccccttictncnnncceconcseccsctueccecss 22.1 34. 9) 44.5) 39. 4) 172.9 
I cok AI nn cea sbeob aiieenueinsncneuelnannaeiieeeel bSoresye... 
eine icin nnincinoneanennmenstianteadeas @ Reese eA sai (@) 
Transformers and converters (709.01-709.02) ...._..............---..-- ire ete MEAs... 
Switches and sockets (709.30-709.31) . ..............--.------------.-- (®) -1) @ -9} (3) 
Motors (709.40-700.43) . ............-...-----..- pieiccuubieesianieocae: 4 “LL Sh 
Lamps (7063.1-7067.0) ___- ehenineinntae ee nnaiaaaae .8 oll sHéd.... 
Laundry equipment ee. I CUOO TD sree cde noone anv n on UL LA SOA. 
ii ES LTT LTTE ofecUelel aciul Pe Rekoce 
Sere Me TVONIODD.. 3. oo a ons o nn dee ke DUR sd btw evecwtecloclih no. 
X-ray and therapeutic apparatus (709.60, 709.70-709.71)........----_- 17.2; 17.0) 11.4) 10.2) 5.5 
bo 8 een te -4 14.1) 17.9) 21.5) 31.8 
pT eS 7) ee OE a? Ae ae Se ee? ee 
Other (709.45-709.49, 709.75, 709.82, 709.98-709.99) .__........-..-.----- 2.3) 2.4, 136) 67) 1 












Radio apparatus (709.71-709.76) - 
Telephone apparatus (709.69) __- 
Telegraph apparatus (709.67). ............-.....--.--....----.-- 


Signal and communication devices 


ai erat eh enicetirncedkenscctsssccscsccccescescncen 


Streng*h-testing (7100.1) __ 

Cigarette-making (7100.4) __- 

Condy wreeeees (7100.6) - 
Machi ery that could be designed t to work with or without electricity 
(7100 Oe 

Other 706 0, 7100. 9). 








1 Schedule A in effect 1939. 
2 Less than $50. 


NotEe.— Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from France, 1946-52 


{Thousands of dollars] 























Items and schedule A commodity numbers 1952 | 1951 | 1950 |1949, 1948 1947 1946 
ee I eee Sineranisiieenie ./183.1) 128.0, 13.5 18.3) 50. 2\74. 4/47.0 
ON Nl on i reneeatnainindindeemmiintin eit 74.1 1.3 4% or peewee 3.3 
Batteries (7090800-7090810)_ .......... guessnenes on 11.6 23.7; 1.41.3) 27) .2) 
Transformers and converters (7090010-7090020) ___. 5 13.9 9.8 .7 2 1 l 
Switches and sockets (7090300-7090330) . ........-.. ‘ --| 2.9 10.6 7) 43) 2.3) @) | @) 
le nneuiaeie 8.9 3.4) 2.9) 1.3 3.2) 2.7 4 
Lamps (7063000-7067000) pedeaeetonoonwne a 1.5) 1.1) .2 4 6} 1 
Laundry equipment (7 7090580, 7100700) .. Siedneiiinainicininieliae Br GO fecinb anda Risto 
Cooking stoves (7090850) i al a Ba ote e tis Me dilda | 
Industria] heating (7090890, 7100200) - aa RG cada yi 2.5 l 
X-ray and therapeutic apparatus (7090600, 7090700- 7090710)... ..| 3.1 9 «Rs .2 
Vacuum cleaners (7069000-7069100) ainciiidiintitintiamiidioaoe i aed Bhs is Petia 
Household utensils (7090510-7090560, 7090500) ....--.---- nenanaile Ja 38 .4 9 8 (1) 
Other (7090450-7090490, 7090750, 7090820, 7090990) .............. 47.9) 74.4) 5.7) 9.6) 41 0 68. 5/43. 1 
Signal and communication devices...................-....-.--.--.-- | 29. 4 1, 386. 0 286. 1} .4 1.6) 1.4) .3 
pe 29. 4)1, 383. 4 286. | 
Television apparatus (7090680) _...................-.........- . ad icin 
py } (1) | 1. 7}. 
Telegraph apparatus (7000670)... .....................-...-.-..- (1) | 
I i eiirsaeenksetetescacecedescsccnesceseoceaseossenes 130.1} 184. 8| 46. 2 2/69. 0 59.9 9 10. 
EE Ee = Ss hd 
Cigarette-making (7100400)_.....-.. ia aiden isaac Sh aibelaasinill | ES er 
CORRPRE CORED « oc ddick pebbsdiBUsl ip ie deb ok bo debe ladbsaetncdl dlicddctedelscbes | 
Machinery that could be designed to work with or without | | 
EEE 72 ot. «dc nudnaceonseiseenetaeehessaws 61.0} 162. 4| 8.1) 3.6) 4.9) 9.4/24.1 
Re | 68.5 22.3) 37. 2/64.2) 55.0) 1.0) .1 
SS | SSS | SS | Se (Se |S | 
Turbines, steam engines, and water wheels (7110000-7110010, | | | | | 
SBOE) FOOIIND bh nh ddl snconccececcccceccococsncccesonconsefenons | 7j__-2)----|.---- foe | -<e 
ne 342. 7\1, 699. 4|346. 0/87. 7,111.7 36. 7 5 


1 Less than $50, 
Notr.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from France, 1935-39 


[Thousands of dollars] 





Items and schedule A commodity numbers ! 





Electrical apparatus 


Generators (709.00) 
i, LL... igaddndptmambaadhasabsonatenneasanes 
Transformers and converters (709.01-709.02)..................-- 
Switches and sockets (709.30-709.31) 
Motors (709.40-709.43) - 
i oo cna initia eeiniuiiel 
Laundry equipment (709.50, 7100.7) ...............-.----..-..-.-- 
Cooking stoves (709.85) _- bast 
Industrial heating (709.89) 
X-ray and therapeutic apparatus (709.60, 709.70-709.71) . . ......- 
Vacuum cleaners (7060.0-7060.1) _ . . ................-...-.....---- 
Household utensils (709.51-709.59) . ._.......--...-..-....-- 
Other (709.45-709.49, 709.75, 709.82, 709.98-709.99) 








Signal and communication devices. - ..................-.-.....---.-ecese 
Radio apparatus (709.71-709.76) -__- 
Telephone apparatus (709.69) _._. 
Telegraph apparatus (709.67) 





I ere CER iiideennnnescnnswectecucunecmascsussuuees 
ID inti eete cdc hncke seeks pesaresbebenebeeeen 
eo a ea 
EEE ae 
eae? that could be designed to work with or without electricity 

7100.8) 
Other (7100.0, 7100.9) 





Turbines, steam engines, and water wheels (711.00-711.01, 711.04-711.05) _. 


1 Schedule A in effect 1939. 
* Less than $50. 


Note.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from Italy, 1946-52 


(Thousands of dollars] 


Items and schedule A commodity numbers | 1952 | 1051 | 1950/1949) 1948 1947/1946 

Electrical apparatus... ; : j ‘ 22.1) 64. 6/12. 7/12. 5) 3.8) 7.6) 0.6 

Generators (7090000) ot Bo Tae , 7 ol 

Batteries (7090800-7090810) 2 3} .3) | | 

Transformers and converters (7090010-7090020) 7. ee (4) 

Switches and sockets (7090300-7090330) 5} .6 | Soi 

Motors (7090400-7090430) | 11.8) 40.6 3} .6 2) 2.7 

Lamps (7063000-7067000) ; 14 18) 1.0) @) | 

Laundry equipment (7090580, 7100700) . |. | | | 

Cooking stoves (7090850) | .6 


Industrial heating (7090890, 7100200) 
X-ray and therapeutic apparatus (7090600, 7090700-7090710) ‘ 
Vacuum cleaners (7069000--7069100) | 


Household utensils (7090510-7090560, 7090590) a2 38 2} 1.9) 2.8 6 
Other (7090450-7090490, 7090750, 7090820, 7090990) _. | 3.2) 13.4) 2.4) 2 3 8 
Signal and communication devices... ... . . |} 4.5) 48.2 5) 1.5) 8.6) 1.8 6 

Radio apparatus (7090660) ss i iteakiaee }.....| 48. 2) 1) 7.71 1.8 6 
Television apparatus (7090680) aie L aahslcianifl 
Telephone apparatus (7090690) ; va } (i) } 1. 5] .9) 
Telegraph apparatus (7090670) |} 45 cae 
EE PE ncacdtiticiideddhoadsetewss ’ a 285.9) 90. 5/11 5| 6 5|14. 7) 1.2 
Strength-testing (7100100) ............--.----------e----- sia | 4.0) 7.4]-...]-...| @ | 
Cigarette-making (7100400) icecinceia ; ‘ masala | | | oe 
Candy-wrapping (7100600) ste ‘ enna és ‘ cinadive ly. Gana j----| . 
Machinery that could be designed to work with or without elec- } 
SPR OTE. 2 nile dmeonaeddceonas Mipghebeaden ‘ 129.9) 73.2) 6.7) 6. 5)11 6) 1.2 
Other (7100300, 7100900) bbtdibebiwine ‘ onan s -|152.0) 4.1) 4.7) | 3.0 
Turbines, steam engines, and water wheels (7110000-7110010, 7110090, aT 
SOUND sai cSscs bs 40 cccigp aha Raccnnseeasyeiecisetes sited oceanside | 20) .4) 6) 
Grand total. _-. sea sssTEsSsucsces $23. 7/203. 3,26. 8,20. 9/27.7,10.7) 1.2 
i ' ' ' ' 


1 Less than $50. 


Nore.—Parts and accessories are included in the above data. 


Source: Bureau of the Census. 
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United States imports of electrical machinery from Italy, 1935-39 
[Thousands of dollars] mutt 


Items and schedule A commodity numbers ! 1939 | 1938 | 1937 | 1936 | 1935 


Electrical apparatus. ..............-..- BRSSLEDLLLSESeCEERENSiSGedscasacs 1.3) 0. 7} 3.8 at 4.7 


Gonareters (TODO. ..<-.. 22. ccessssesessesess SS56S5SE SEEKKSSSSERESS 
Batteries (709.80-709.81) 5 cntcsédpabbedibeebeiis 
Transformers and converters (709. WMD. .scsscsco ce oa 
Switches and sockets (709.30-709.31) bus Sesds saz ienaadcgies ; 
SE CUP, oo Cowen dectkdcascccscdscscssnscc semkaaces Tel omcies 4 RE 
ST es ees eee id : lecsste senasetedsead lee ewew 
Laundry equipment (709.50, 7100. 7? icitaNdbadetdaclee suez df ede eceteheane Slee ta aS owes 
Cooking stoves (709.85)... .......-.------ iikecuktécdisisiste ee aaahinee Gok See Ces RReaiaeaess 
Industrial heating (709.89). ___- é4eddnianek | 
X-ray and therapeutic apparatus (709. 60, 709.70-709.71) a 
Vacuum cleaners (7069.0-7069.1). __ __........-----..-------..-- ed 
Household utensils (709.51-709.59). . . ........----...-...-.--.--...-.- ed REE 
Other (709.45-709.49, 709.75, 709.82, 709. WIM). .022 Lee 





‘ 
’ 
' 
' 
=> 
~ 
= 





Sign 


Signa] and communication devices... .......-- bieetetdecSetecccccdsere 


Radio apparatus (709.71-709.76) ..........-- SeWadskEscdnseieoSceeseee 

ON soe Seto c doco Scdcccddasnc nese ncvceualammueed 

UN IID CUIUEED so Suid cbé cocked ded ccc dddddcdccdcécccccccean 
rece ten cdnnadacsonsassccssmeieoens nee enki Spe 
Strength-testing (7100.1) 
Cigarette-making (7100.4) 
Candy-wrapping (7100.6) 
Mochteery that could be designed to work with or without electricity 


Oe SD MY SE eae Meee nae cote eee 
Other (7 60.6, 7100.9). -..---- pee SesLeecdesecsaeesendasesscs lentes er 


Turbines, steam engines, and water wheels (711.00-711.01, 711.04-711.05) _. 














NE I ote aan ccdebedbebeccestsansebenecccstedacdscceca 








1 Schedule A in effect 1939. 
3 Less than $50. 


i 
Nore.—Parts and accessories are included in the above data, n 
Source: Bureau of the Census, 8 
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United States imzorts of electrical machinery from Japan, 1946-52 


[Thousands of dollars] 




















| ; 
Items and schedule A commodity numbers 1952| 1951 1950 | 1949 | 1948 | 1947 |1046 
a an > Sein se —— > i ad —~ } ar _ } = _ | _ 
I os nicemtidemicnimerenindssnesqeeesnhbawawtn 5/590. 4364.7 /419. 8|1, 922. 0]123. 2)30 1 
Generators (7090000) ............--.--.- ee ; @) | 
Batteries (7090800-7090810) . . ea (1) 
Transformers and converters (7090010-7090020) ck (4 4 3.5) 1.9 
Switches and sockets (7090300-7090330) . . . . ae | Le & 3) .6} A 1.3 
Motors (7090400-7090430) _ . a 113.5) 9<.1) 4.5 | 
Lamps (7063000-7067000) __- ‘ iii ..|547. 3|547. 2/347, 0/414. 4/1, 919. 2/120. 1/30. 1 
Laundry equipment (7090580, 7100700) . allele --| 1.0 iil wae 
Cooking stoves (7090850)... “ | | ee | 
Industrial heating (7090890, 7100200) | a } | 
X-ray and therapeutic apparatus (7090600, 7090700- -7090710) : 3. 8| 19.6) 2.9) .2) 
Vacunm cleaners (7069000-7069100) . canada Reditttenerahen 
Household utensils (7090510. 7090560, 7090590) - " Gaaaeie Qy () | 4) 12) © 
Other (7090450-7090490, 7090750, 7090820, 7090990) .............. 14. 0} 10. 8} 4.9) 1.6) 1.4) 3.1 1 
Signal and communication devices...................- sneneeecee| 4. 5|177. 8| 29. 3| 2 ' | 
Radio apparatus (7090660) aidan stiditaniniaiiaienes 4. 3/177. 7| 29.3} 
Television apparatus (7090680)... .--_- > aeaconfeaces| od 
Telephone apparatus (7090690) _.........-. elisha a niacehibieels 2) 1 ‘ 
TEIASIEDE GREETS. CINCO) < 200 ccc cn cc ccccccnenns+ccosns | | 
Se i iitistieictticbinisiessccesvceincsceccenssteseses QS 15. 6| 7.5) 4.6) (4) 
Strength-testing (7100100) _.............--------------------- 
Cigarette-making (7100400) ___.-. 
Candy-wrapping (7100600) - - ..- ‘ 
Machinery that could be designed to work with or “without 
electricity (7100800) _____. ; ‘sista hitmen tiene Rate ad ate . 0) (‘) ia 
ee es Bitrate cnccccenesscscuenbeuesesne 7 
Turbines, steam engines, and water wheels oo 7110010, 
7110090, 7800950) .. é ceebeseoedeuccoeoosces neceuadnan _+3 | leoee 
Garces ase eee oie 645. 1\785. 2/401. 7/424. 4)1, 922. 0/125 2/30. 1 








| ’ 7 





1 Less than $50. 
Norr.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States imports of electrical machinery from Japan, 1946-52 
(Thousands of dollars] 










































































Items and schedule A commodity numbers ! | 1939 | 1938 | 1937 | 1936 | 1935 
| | 
Misciricnb apparetas. 2... coos ccc ccccccece ccc ccceccccczcecce} . 2/581. 6 1, 038. 6/1, 168. 5/1, 046.7 
Generators (709.00). _......-.-.... a vom 
Batteries (709,80-709.81) _ 1. 5) Ae i 1.5 
Transformers and converters (7 09. 01-709. 02). a ln ciated linac dhat 
Switches and sockets (709.30-709.31) _ _- Rigteratess tule beret en 1) 1.0 7 9 
IN MET oo a iacnsccvicsnscansnaasdccedaccae co: eee. |S 
Lamps (7063. 1-7067.0) Senedd facade aes ...---| 767.8 492.3) 965. 3:1, 114. 8/1, 001.4 
Laundry equipment (709.50, 7100.7) ..........-..-.-------.- Soe =k ee 1.5 1.5 .e 
Cooking stoves (709.85) bb pWkiwapececdwnksPfedon aia ote sles a tee A ee ae 
Industrial heating (709.89)... ......_.-.........------..--- sme ee ea Larne pee = 
X-ray and therapeutic apparatus (709. 60, 709.70-709. 71) .....----..-- aon 2.6 7 3 
Vacuum cleaners (7069.0-7069.1) _.........-..--------.--------.-- oe See <a 
Household utensils (709.51-709.59) ___ ......_--------..------------- ee eee 
Other (709.45-709.49, 709.75, 709.82, 709.98-709.99) 38.8 3 63. 7 “49.2) 42.3 
Signal and communication devices_..........-...-.-.-...-+.--------.- Bs Z a i 3} 
Radid apparatus (700.71-100.%) oc... . ccc. so ssn ccc ccecn see ceoss}-e.--)o--e- () .3) (3) 
Tielemans Griparates (900.00)... oe once ccc ces cn ccccwecesecst encee RES Carr Be | | ead 
Dalesremh apparatas (HORT) «5.05. - <neiiccrinccccewccesseeceeseout na Ee oR ed EE a 
ne ro a nececicnecuteneanecerecccans 1.4) .9 6 Tei iit ants 
Laeprnemmntiicnemanenenth [ 
ne ns oo aueneonénivhaeace | ie led ee 
Cigarette-making (7100.4) .........-.--..--.--------- an. : 
Candy-wrapping (7100.6) coe pint wise het oe ccc 
Machinery that could be designed to work with or without elec- | 
SN UII 65 ot wa de cn nnd n ovens deebbabeudeubuedibic luda cous kal TRE elie 22 gos Bibs acse 
STC SO LL renncnr ener ennnniuunnaniotdiiwet 1.4) .9) a 29... 
Turbines, steam engines, and water wheels (711.00-711.01, 711.04-711.05) _ i : : ee Pes 
== SS=_  OEEOOlLSS _ C lS 
pO CIEE ened wccosieee ebb Cover wacwurewountamntensewnenrised |808. 6.532. 5 1, 039. 3 1, 171. 6 , 046.7 


1 Schedule A in effect 1939. 
3 Less than $50. 


Norts.—Parts and accessories are included in the above data, 
Source: Bureau of the Census. 





SECTION II. UNITED STATES EXPORTS OF ELECTRICAL PROD- 
UCTS, BY TYPE OF PRODUCT AND BY GEOGRAPHIC AREA, 
PREWAR AND POSTWAR 

SuMMARY 


Exports have averaged in the postwar years $483 million, almost five times 
their prewar average. They are not, however, matching the recent percentage 
increases of imports. For example, in the first 6 months of 1953 they increased 
9 percent over the first 6 months of 1952, compared to a 50 percent increase in 
imports in the same period. 

f exports to Canada are excluded, exports to the remaining countries actually 
showed a 7 percent decline in the first half of this year compared to the first half 
of 1952. 

The tables in the following section show United States exports of electrical 
products for the years 1935-39 and 1946-52 in two ways: Total exports going to 
each of the world’s continents or geographic areas with subtotals to important 
countries within the area; and total exports of each of 30 electric-commodity 
groups to each of the same continents or geographic areas. 

Although our total exports to the world of electrical products rose from $76.5 
million in 1935 to $105.6 million in 1939, $499.8 million in 1948 and $616.4 million 
last year, they have remained a nearly constant percentage of total United States 
exports over this entire period, with, however, a rise in 1952 to 4.1 percent from 
3.6 percent in 1951. 

Among the geographic areas, Latin America (North and South America, 
excluding Canada) constantly took more of our electrical machinery and apparatus 
than any other area—$238.9 million worth in 1952. Up until 1950, the Conti- 
nent of Europe stood second. From that year on, Canada, which is important 
enough to constitute a separate geographic area in itself, has assumed second 
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place in the list of our markets for electrical goods, importing $166.7 million 
of our electrical products in 1952. 

Leaving aside Canada, several individual Latin American countries—Brazil, 
Mexico, Cuba in that order—took more of our electrical exports in the postwar 
years than any other country. Before the war the United Kingdom was our 
most important outlet, with Brazil, Mexico, and Argentina following. 

Among the commodity groups, exports of refrigerators stand out as the high- 
est in value—$82.4 million in 1952—followed by ‘“‘motors and controls,” and 
‘generators,’ These same commodities remain generally in the foreground in 
other years as well. 

The index numbers tell us that our total exports of electrical products are now 
630 percent of what they were in the 1935-39 base period. Exports to Canada 
have jumped far ahead of the overall rate (1952= 1,086), while exports to Europe 
have grown little more than half of the general average (1952 = 387), and exports 
to Africa only about one-third. 

Special attention is called to the last table in this section entitled: “Items 
Not Included in Detailed Trading Area Tables.’ It will be noted that the 
value of the ‘Special category type I’’ items represents a rather high proportion 
of the “Grand total’; about 18 percent in 1952. Unfortunately, no area or 
country of destination breakdown can be given for these items as such details 
are considered by the Government to be security information. 

Less than 20 percent of the items and, consequently, only some unspecified 
proportion of the above-mentioned value of ‘‘Special category type I’’ refers to 
electrical products, the remainder being composed of other machinery, various 
modes of transport, chemicals, and munitions. The following are the electrical 
products included in this special category (with an indication of their schedule B 
code numbers): 70666Q—Searchlights and airport beacons; 707615, 707620— 
Radio. transmitting and transmitting-receiving sets; 707630, 707640—Direction 
and range finders, and radid beam equipment; 708400—Electronic signaling and 
detection apparatus and parts, including radar, 500 megacycles and--over; 
709998—-Electrical apparatus and parts, not elsewhere specified. Because the 
majority of these items fall under “Signal and communications devices,” the fact 
that exports of this group since 1949 show a less steeply upward trend than do 
‘‘Machinery and apparatus” exports is at least partially explained. 

While export commodity groupings for both prewar and postwar years are 
generally comparable, it should be kept in mind that they are not entirely com- 
parable to import commodity groupings, due to the different systems by which 
they are classified and to the fact that export commodity items are generally 
further broken down in the source than imports and include more types of com- 
modities. For example, postwar imports of ‘Signal and communications devices” 
aré Split ip among “Radio apparatiis,” “Television apparatus,” ‘Telephone 
apparatus,” and “Telegraph apparatus,”’ that is, the most complete breakdown 
which the source permits. On the other hand, exports for the same years are 
broken down into 8 separate categories and could have been broken down still 
further. In spite of the foregoing, 1 export category sometimes includes com- 
modities shown in 2 import categories; ‘‘Radio and television broadcasting station 
transmitting equipment,” “Radio and television receiving tubes,” ‘Radio and 
television capacitors, and resistors, inductors, and receiving set components’”’ all 
fall partly in the first and partly in the second of the first 2 import groupings. 
Three export categories are not specified anywhere in the items of the import 
source: “Starting, lighting and ignition equipment’’; “Conduit, metal and non- 
metal, fittings, outlets and switch boxes”; ‘“‘Lighting fixtures, portable lamps and 
parts.”” Finally, “Vacuum cleaners,” and ‘Household utensils,”’ which are shown 
separately among the imports, are lumped together under “Other machinery and 
appliances” in the exports. 

For further comment on the export tables, see section I. 





1U. 8. Bureau of the Census, Foreign Trade Statistics Notes, September 1950, pp. 63-64. 
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United States exports of electrical machinery and apparatus and United States 
total domestic exports 


[Millions of dollars] 
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United States domestic exports of electrical machinery and apparatus to each of the 
excluding “‘special category’’ items) 


[Value in millions of dollars] 


[Index: 1935-39= 100] 
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Source: Bureau of the Census. 
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20814.0 


U. S. IMPORTS 
OF ELECTRICAL MACHINERY 
& APPARATUS 


THOUSANDS OF DOLLARS 


228.5 242.5 07.2 244.0 195.0 266.5 
JAPAN ITALY FRANCE 
1,439.0 
1,060.1 


519.5 391.5 





SWEDEN 





SWITZERLAND NETHERLANDS 
Wilda 
Y ECIFIED 
J NTRIES 
2,481.4 
1,796.1 
1,510.9 
735.3 
$46.1 Tj 
1952 1953 1952 1953 1952 1953 19 19 
FIRST 6 MONTHS FIRST 6 MONTHS FIRST 6 MONTHS FIRST 6 MONTHS 
GERMANY BELGIUM UNITED KINGDOM TOTAL IMPORTS 
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EXPORTS TO EUROPE 


DOLLAR FIGURES IN MILLIONS 
PREWAR: 1935-1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 


MACHINERY SIGNAL & COMMU- OTHER 
& APPARATUS NICATION DEVICES APPARATUS TURBINES 





PRE- POST- PRE- POST- PRE- POST- PRE- POST- 
WAR WAR WAR WAR WAR WAR WAR WAR 
INCREASE: 326.3% 34.2%. 182.9% 10,82 5.0% 
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Mochinery ond Apporet: G tors, tdi te, cooking and hecting applien: 
we: enerators, welding sets ng cos, industriel melting, 


sel generating sets, batteries, transform- refining ond heeting devices, X-ray and therapeutic 
ing of converting epperotus, transmission and dis- end ether items beer! 


opparctus Schedule B code 
tribution epperotus, quentity measuring ond testing numbers 7019, 7060-7061, 7069-7089-3, 7070 in 1939. 


instruments, motors ond controls, portable tools, re- For detoile, see text of Section # ll. 
frigerotors, incendescent lamp bulbs, seorchlights, Prewer-postwor price increase roughly 75%. 
fleedlights, cirpert beocons, leundry equipment, 
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EXPORTS TO CANADA 


DOLLAR FIGURES IN MILLIONS 
PREWAR: 1935-1939 POSTWAR: 1946-1952 


MACHINERY SIGNAL & COMMU- OTHER 
& APPARATUS NICATION DEVICES APPARATUS TURBINES 





PRE- POST- PRE- POST- PRE- POST- PRE- POST- 
WAR WAR WAR WAR WAR WAR WAR WAR 
INCREASE: 6570% 374.3% 320.5% 222.3% 


MACHINERY 
& APPARATUS 


SIGNAL 
& COMMUNICATION 
DEVICES 





1946 1947 1948 1949 1950 195! 1952 


Mochinety ond Apperctus: Generators, welding sets, cooking ond heating applicnces, industrial melting, 
self-contained genercting sets, batteries, transform refining and heating devices, X-roy ond therapeutic 
ing or converting opperotus, transmission and dis- apperctus ond other items bearin 


tribution epperety vontity measuring ond testing numbers 7019, 7060-7061, 7069-7069.3, 7070 in 1939, 
Inetruments, mo ond controls, portable tools, re- For details, see text of Section # Hl. 
frigerotors, incandescent lamp by’ - seorchlights, Prewor-postwor price increase roughly 75%. 
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EXPORTS TO NORTH AMERICA EXCL. CANADA 
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OOLLAR FIGURES IN MILLIONS 
POSTWAR: 1946-1952 AVERAGE 


PREWAR: 1935-1939 AVERAGE 


MACHINERY SIGNAL & COMMU- 
& APPARATUS NICATION DEVICES 





PRE- POST- PRE-  POSsT- 
WAR WAR WAR WaR 
INCREASE: 6 59.4% 335.9% 








Machinery ond Apporetus: Generators, welding seta, 

self-contained generating sets, batteries, trensform- 

ing of converting epperetus, transmission and dis- 

tribution epperetus, qventity mesouting and épaling 
e 


inatruments, meters end contrels, pone re- 
frigerators, incandescent lamp bulbs cine, 
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EXPORTS TO SOUTH AMERICA 


DOLLAR FIGURES IN MILLIONS 


PREWAR: 1935-1939 AVERAGE POSTWAR: 1946-1952 AVERAGE 


MACHINERY SIGNAL & COMMU- OTHER 
& APPARATUS NICATION DEVICES APPARATUS TURBINES 





3 $2.9 
3 VJ. $0.1 
PRE- POST- PRE- PosT- PRE- PoST- PRE- PoOsT- 
WwaR WaR WAR WAR WAR WAR + WAR WAR 
INCREASE : 633.3% 273.6% 710.0Ve 27,20/6% 
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Mochinery and Apporetus: Generators, welding sets, cooking ond heating oappliences, industric! melting, 
self-contained genereting sets, botte form- refining and heoting devices, X-rey and therapeutic 
ting epporetus, trens opperctus ond other items ge Schedule 8 code 
ratus, quantity meosuring ond numbers 7019, 7060-7061, 7069-7069.3, 7070 in 1939. 


motors and controls, portable tools, re- For details, see text of Section # Il. 
frigerotors, incandescent lomp bulbs, searchlights, Prewor-postwor price increose roughly 75%. 
fleedlights, cirpert beacons, leundry equipment, 
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EXPORTS TO OCEANIA 


DOLLAR FIGURES IN MILLIONS 
PREWAR: 1935-1939 AVERAGE POSTWAR: (946-1952 AVERAGE 


MACHINERY SIGNAL & COMMU- OTHER 
& APPARATUS NICATION DEVICES APPARATUS TURBINES 





PRE- POST- PRE- POST- PRE- POST- q 
WAR WAR WAR WAR WAR WAR é 
INCREASE: 91.3% 120.0% ASS7.1% med 
$10 $30 
MACHINERY 
& APPARATUS 
2c 
OTHER 
APPARATUS 1 
c 
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fleedlights, ecirport beecens, loundey equipment, 
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EXPORTS TO AFRICA 


DOLLAR FIGURES IN MILLIONS 


PREWAR: 1935-1939 AVERAGE 


MACHINERY SIGNAL & COMMU- 





POSTWAR: 





1946-1952 AVERAGE 
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& APPARATUS NICATION DEVICES APPARATUS TURBINES 
$0.001 $0.2 
PRE- POsT- PRE- POST- PRE- POST- 
WAR WAR WAR WAR WAR WAR 
INCREASE: 200.0% 533.9% 20,600.0% 
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For deteils, see text of Section # It. 
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roughly 75%. 
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EXPORTS TO ASIA 


DOLLAR FIGURES IN MILLIONS 
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United States domestic exports of electrical machinery and apparatus including steam 
engines, turbines, and water wheels and parts (excluding ‘‘special category’’ items) 


{Millions of dollars] 








Area and country 1952 1951 1950 1949 1948 1947 1946 
Africa b a d —_ 21.8 19. 6 15.2 26.4 41.0 37.5 17.2 
Belgian Congo. -- 4.5 2.4 2.4 3.1 3.0 1,9 | 9 
Egypt 2.4 2.7 1.7 3.7 1.1 2.5 8 
French Morocco 1.2 1,2 8 9 | 1.0 1,3 | 7 
Union of South Africa_- ‘ 9.5 8.3 6.4 13.3 31.2 25.3 | 10.3 
Other... J ‘ 4.2 5.0 3.9 5.4 4.7 6.6 4.6 
Nabtieahikitin 82.3| 61.1] 45.9| 73.9| 61.6] 65.5| 29.6 
India 12.3 11,7 4.3 12.8 11.5 13.9 | 3.2 
Indochina 7.7 4.9 = 8 8 m 3 
Indonesia - . 7.7 4.5 2.9 5.8 3.1 2.3 | 1.2 
Israel-Palestine 7.1 7.9 5.0 4.8 2.0 1.0 | 4 
Japan 6.3 2.6 1.2 6 4 1 ( 
Republic of the Philippines. . 14.6 12.0 12.4 18.4 17.0 13.9 5.8 
Saudi Arabia 7.1 3.0 1.7 6.0 4.6 3.1 | 6 
Other-... 19.7 14.6 17.2 24.7 22. 4 30.6 18. 1 
Europe oo sapdbiiee . 94.3 82.6 72.9 79.5 77.1 100. 9 74.8 
Belgium-Luxembourg 8.0 10.0} 10.9 14.0 11.2 9.3 1.9 
France 16. 4 18,3 17.4 13.8 6.8 9.3 | 5.6 
Germany (West) butiell Sepa 1.5 9 8 6 4 1 | 1 
Italy P Pes 22.8 17.3 6.9 6.5 1.7 1.3 3 
Netherlands 7.8 2.8 2.3 4.4 3.6 4.0 2.5 
Sweden... had 3.0 3.6 2.9 3.4 4.4 13 3.6 
Switzerland ‘ 4.2 5.1 4.8 4.6 6.2 4.9 1.1 
United Kingdom... 4.7 3.1 2.9 3.9 5.9 1.9 2.7 
Other -. ascgeunneetes 5. § 21,4 24.1 28. ¢ 36.8 51.3 56.9 
Canada (including Newfoundland and Lab- | , ' 
rador).- therton ‘ . 166.7 122. 6 | 77.0 76.6 77.2 96. 6 59. 0 
North America (excluding Canada) - - 103. 7 89.3 71.4 70.0| 83.1 ; 90.4 49.0 
Cuba . susae 36.9 32.3 24.4 18.9 26. 0 21.4 | 8.§ 
Mexico ‘ ve . 44.7 38. 2 29.8 31.5 37.8 50.3 31.1 
Canal Zone _ - hi aietiiabaa 2.1 2.0 1.9 1.9 1.8 1.3 1.0 
Other. dbethabem 20.0 16.8 15.3 17.7 17.6 17.4 8.1 
South America. J shia m 135. 2 155.2 | 101.7 119. 1 154.7 170.3 79.7 
Argentina. wide da 10.1 19.6 14.1 11.0 38. 6 49. 2 | 13,0 
Brazil Sa 41.3 63.0 30.3 34.3 47.1 58.6 | 33.1 
Chile___.. . : | 12.5 11.9 6.6 14.1 8.6 10.4 | 6.8 
NS itienen sings wind swenniieinenne 20.9 15.9 15.1 11.5 15.3 14.7 | 9.0 
Peru. ; 8.8 7.6 | 4.1 4.5 4.6 5.0 3.0 
Venezuela : panel 34.0 28.3 26.3 35.6 31.1 21.6 9.7 
Other 7.6 8.9 §.2 8.1 9.5 10.7 5.1 
Oceania... 24; 63! 43/ 60| 5&1| 127] 36 
Australia_- . ie | 4.9 3.4 4.5 3.4 6.1} 2.2 
New Zealand_-_-- 9 1.0 6 1.1 16] 6.2] 1.1 
Other _. : | .4 .4 3 4} 24 6] 3 
Total. ......- 616.4 | 536.6 | 388.2| 451.5| 499.8| 573.9| 312.9 


1 Less than $50,000. 
Sources: Bureau of the Census; the Conference Board. 





448 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


United States domestic exports of electrical machinery and apparatus, including steam 
engines, turbines, water wheels, and parts, by area and country 















































































{Millions of dollars] 
Area and country | 1939 | 1938 1937 1936 1935 
Ma Sa Se cndellccsachalibe spi Blanco Blecmidsnnn | 71| 97] m4] a9] go 
Belgian Congo. - ..........-..- 1] _ st <& | on 
ne ets... anti S 5 5 5 6 
Union of South Afr’ 5.4 7.5 9.0 7.6 5.6 
GO sn cab apices ticctehal cccapeptbcccunsgcguecedonne 1.2 15 1.9 1.8 as 
i 13.4| 122] 131] 108| 10.2 
oe  pabupanpesedieiasenhoass 1.0 .8 1.2 1.6 1.4 
Netherlands Indies_--_-__--.-.-- sini esha ee 1.2 wn of 5 -_ 
Japan of eens 1.0 9 1.0 a 7 
Philippine Islamds..................-- 3.5 2.8 3.1 2.1 1.6 
PUG ME Bi RGienie gn Sb o~< 50sec 3.0 2.5 3.1 2.6 2.6 
ERS ON SS 3.9 4.4 4.1 3.1 3.1 
eels eee oe es 26.2) 25.6| 254] 238] 20.7 
mat lstiats 
a ee ee TIER ave 1.1 1.5 Le) 6 14 1.5 
2 ee SS ee — 1.8 2.4 3.3 3.2 3.2 
RY... cccdae inwn oe y | A 2 1 3 
Italy. __. RE ain ila tm w wi Siri 5 9 oe .6 wv 
Netherlands_-----_. Gs acktae 1.5 1.4 1.4 1.2 1.2 
DRL. . .atctuksiwodsenccghibiahondaeehinn 7 2.9 2.1 1.7 1.1 9 
Switzerland a aeries -6 5 .4 5 5 
United Kingdom__. 11.7 9.9 9.9 10.1 6.9 
EE iis cimenars 6.1 6.9 5.9 5.6 5.5 
Canada (including Newfoundland and Labrador) - ....-_..--- 18.8 16.3 19.0 13.8 8.9 
North America (excluding Canada) --.............-.--------- 11.9 10.9 15.7 11.9 10.1 
 vnighitctdinddatbateceneubnbbadsantitatawt Seb hoonaxs 2.9 2.8 3.9 2.9 2.1 
Mexico . Snpulehenep pode cee asysekcse 4.4 3.3 7.5 5.6 4.5 
Panama Canal Zone... -- Fetes ck PIR Oana acguee 9 6 11.2 11.0 11,1 
Other _- a cep eioran oar Scents clcinan aman a salataak 6a ai 3.7 4.2 3.1 2.3 2.3 
ia ooo ee ee 4.0} 229} 241] 17.2] 145 
Argentina 4.3 4.7 6.5 4.4 3.4 
Brazil 9.0 7.2 6.7 5.4 4.5 
Chile 1.7 1.9 2.4 1.4 1.1 
Colombia 3.3 2.8 2.8 2.3 2.4 
OY a RI ES 2 .8 1.0 1.2 Ee 1.0 
Venezuela 3.7 4.1 2.8 1.4 1.3 
EE 5 aes cb sR CSP OSE cite hincnns aan wd ehnietaues 1.2 1.2 1.8 1.3 8 
42} 49] 45| 438 4.0 
3.1 2.9 2.3 2.6 2.6 
1.0 2.0 2.2 1.6 1.3 
aa me | oS al mR 
Sl iit nd undaatedadchabGrasaiededascekinent«sahhoks 105. 5 | 102. 5 113.3 91.6 76.5 














1 Includes the Republic of Panama, 
Sources: Bureau of the Census; the Conference Board, 
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Total United States domestic exports of electrical machinery and apparatus, 1946 
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venenatis of dollars] 





Items and schedule B commodity numbers ! 





Machinery and appliances. --._.......-- phone ae 


Generators (700000-700807, 701200) 

Welding sets (701012-701032) 

Self-contained generating sets (701105-701150) 

Batteries (701300-701800) 

Transforming or converting apparatus (702110-702810) 

Transmission and distribution apparatus (703110-703470) _| 

Quantity measuring and testing instruments (703: 500- | 
703850) ; 

Motors and controls (704000—70.560) - 

Portable tools (705607-705705) | 

Refrigerators, freezers, and refrigerating systems (705715- | 
705760) 

Bulbs, lamps, ‘and tubes (706305-706590) _- 

Searchlights, floodlights, and airport beacons (706600) 

Laundry equipment (706812-706820, 707100) 

( ooking and heating appliances (707200-707395) 

Industrial melting, refining, and heating devices (707 415- 
707492) 

X-ray and therapeutic apparatus (707505-707590) 

Other (701910, 706000, 706100, 706910-707050) 


Signal and communication apparatus 


Radio and television broadcast station 

equipment (707607) -.- | 

Radio, radio-phonograph receiving sets (707705-707719) - - | 

Television receiving sets (707721) 

Radio and television receiving tubes (707 805, 
707815) 


} 
Radio and television ‘capac itors, resistors, inductors and | 
| 
| 


transmitting | 


707812- 


receiving set components (707905-707918, 708100) - 
Telegraph apparatus (708500) _. 
Telephone equipment and instruments (708600-708700) 
Other (707635, 708000, 708800-708900)............... 


a 


Starting, lighting, and ignition equipment (709220) | 
Conduit, metal and nonmetal fittings, outlets 
switchboxes (709419-709490) __. 
Lighting fixture, portable lamps, 

709690) 
Other (709030, 709495, 709500, 709810-709920) .... 


and | 
| 


and parts (709605- 


Turbines, steam engines, and water wheels (711110-711900) 


Grand total. ---- _ 


1 Schedule B as revised Jan. 1, 1952. 
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Note.—Parts and accessories are included in the above data. 


Source: Bureau of the Census. 


2 
| 1952 | 1951 | 1950 | 1949 | 1948 | 1947 | 1946 
409. 1 |362. 1 |265.1 |287. 0 |302. 9 /334. 3 |195. 
| 35.5 | 31.9] 19.8] 248} 23.4| 52.3] 31.0 
9.6 6.2 4.6 5.6} 5&7] 8&5 7.2 
45.0 | 26.6 | 20.3 | 25.6 | 28.7] 8.7] 21.2 
23.1 | 27.0] 16.8 | 20.7] 18.7] 17.3] 11.6 
32.2 | 25.8] 23.5 | 24.0} 19.9] 20.9] 9.8 
O71 | 304) 20) 7 | 1) et 9.1 
| | | | 
16.9/ 13.4] 9.0] 92; 93/108] 6.1 
57.1 | 47.5 | 41.1] 47.5 | 50.7] 45.7] 29.0 
7.8) 7.0) 5&1) 55] 7.9] 95] 5.1 
| | | 
| 82.4 | 84.9 | 46.8 | 39.2 | 49.7 | 50.6 | 22.8 
12.5 | 14.7] 11.3] 10.7 10.8 | 124] 7.6 
i ae ie 6| 11 5 
2.2 13.6 | 10.8 | 10.0 | 10.7 | 14.8 | 3.6 
9.5 | 8.0 5.91 6.2 7.0 91 Ke 
| | } | 
5.4] 7.2] 64] 58] 5.5] 95] 68 
9.5 | 11.7] 11.1] 13.9] 15.6] 22.8] 10.4 
| 13.5 | 13.3 | 10.7} 11.8 | 15.1) 192] 91 
109.9 | 97.1 | 64.0 | 58.9 | 82.0 |121.3 | 53.4 
Sh ccanthcccacbaueds 
8.7 | 26.4 | 15.7 | 15.4 | 28.1 | 53.5 | 23.2 
16.8 ‘ 7 ie 
| | j 
13.3} 146] 61 6.5 | Paes 4.7 
| | | 
21.6 | 24.2 | 12.8] 12.9] 12.5] 18.7] 10.6 
&4/ 46] 3.7] 31] 3.4] 31] 22 
21.6 | 18.9 | 20.6 | 16.9 | 27.9} 25.4] 10.5 
10.2} &3) 6&2) 43] 27] 71) 332 
85.9 | 68.4 | 50.6 | 66.6 73.8 84.6 | 39.9 
24.3 | 19.6 | 141 | 13.8] 10.9| 13.3] 64 
| | 
9.6] 99] 5.0] 93] 141) 52] 51 
| | | | 
10.3} 91] 7.0] 10.2| 141] 222] 64 
1 41.7 | 29.4] 24.1 | 33.1 | 34 44.1 | 21.8 
11.4| 10.2] 86] 641/ 13.1|11.2| 47 
615.4 |537.8 |388.3 [419.2 |470.6 |551.5 |293.7 





450 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


Total United States domestic exports of electrical machinery and apparatus, 1935-8$ 


[Millions of dollars] 









































Items and schedule B commodity numbers 1939 | 1988 | 1937 | 1936 | 1935 
nA hee 
Machinery and applicances | 61.7] 59. 9 | 62. 6 | 49.8 _ 38.9 
Generators (7000-7009, 7012)___.. cut 28 2.6 } 2.6] 1.6 | =e 
Welding sets (7010-7010.2) ; .9) 10) 10 | 6 5 
Self-contained generating sets (7011) -..----- 15) 1.6] 1.7 7 | 3 
Batteries (7013-7018) 6.3} 48| 66) 50| 44 
Transforming or converting apparatus (7021-7029) _ . 2.8) 27 2.5) 1.9] 1.3 
Transmission and distribution apparatus (7030-7034, 7039) . 3.2} 3.4] 3.0 | 2.2 1.8 
Quantity measuring and testing instruments (7035-7038) | 29 3.0 32; 21] 1.9 
Motors and controls (7040-7055) | 7.41 7.5 8.4 6.9} 5.1 
Portable tools (7056) Lh Ae Sid LB]: 160 9 
Refrigerators (7057-7059) 17.4 | 17.9 | 20.6 | 19.2) 15.3 
Incandescent lamp bulbs (7063-7065) __- 7a 0.4) 474 L4f 1.1 
Searchlights, floodlights, and airport beacons (7066-7067) 4] .5 aa -1| 
Laundry equipment (7068-7068.3, 7071) ‘ieameteakel 2.6) 3.1] 2.6 3 6 
Cooking and heating appliances (7072-7073.5) 1.0; 1.0} 1.2] LO st 
Industrial melting, refining, and heating devices (7074.0-7074.9) 17] 2.1 oD cel 3 
X-ray and therapeutic apparatus (7075-7075.9) sche | iad 2.0) 2.1 1.5 | 1.4 
Other (7019, 7060-7061, 7069-7069.3, 7070) 4 a auehl mea 2.9 3.1 2.7 ; 1. s 
Signal and communication apparatus___- 6.2 | 30.7| 27.6 
Radio apparatus (7076, 7078-7081) .._. 1 10.0 
Radio receiving sets (7077) we -1) 15.6 
Telegraph apparatus (7082) a ae 1 
Telephone apparatus (7083-7087 bs 9); 2.0 
Other (7089) ____- 1 | st 
Other apparatus___. ie eeaieendcek arene a 5 , 0} 10.9} 94 
Starting, lighting, and ignition equipment (7092) Ce ck. ee 1.4 1.3 
Conduit, metal and nonmetal fittings, outlets and switchboxes (7094— | | | j 
DON. 2 Sk) as dal o-£- 1G pap th oils 4 ~~ Lega ine - eels emia 27; 20] 21] 16] 1.3 
Lighting fixtures, portable mguerta and parts (7096-7097) __. ~sogens tain 13; 13) 1.3} 10 
COREE Capea POU TOOOD bg 5 sich g oe we tip won niighnndooesis Kanetoeeaanae } 12.1 | 10.0} 9.0) 6.8 5.9 
Turbines, steam engines, and water wheels (7111, 7113, 7163)___.______._- an 4 7 +2 3 
I a ish ioe le die enioinicnachianakneeneoasewannet -|105. 6 102. 5 1113. 2 “91. 7| 76.4 


NotTE.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 


i 
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United States domestic exports of electrical machinery and apparatus to Africa, 
1946-52 


{Millions of dollars] 














Items and schedule B commodity numbers ! 1952 | 1951 | 1950 | 1949 | 1948 | 1947 1946 
Machinery and appliances 16.5 |14.8 (12.4 |19.4 |28.3 |}22.0 |10.4 
Generators (700000-700807, 701200) 2 4 4/1.8 8/18 6 
Welding sets (701012-7010382 7 3 3 i 6 7 + 
Self-contained generating sets (701105-701150 15) 11 1.5) 2.4/;28) 15 9 
Batteries (701300-701800) 9 v 9/12/17) 19) 13 
rransforming or converting apparatus (702110-702810) 9 6) 1.2) 11 7; 1.0 6 
Transmission and distribution apparatus (708110-703470) 1.8 9} 12) 18); 10 8 5 
Quantity measuring and testing instruments (703500-703850) 3 § 5 4 5 5 3 
Motors and controls (704000-705560 3.8 | 2.0)25) 49); 3.1) 17; 1.0 
Portable tools (705607-705705 2 2 1 2 6 5 3 
Refrigerators, freezers, and refrigerating systems (705715-70576 4.1) 5.6)/23) 2.8 110.0] 66) 2.1 
Bulbs, lamps, and tubes (706305-706590) 5 7 4 6 9 8 5 
Searchlights, floodlights, and airport beacons (706600) Qa 2 (Qa 2 
Laundry equipment (706812-706820, 707100 2 | 4 l 3/22 7 1 
Cooking and heating appliances (707200-707395 4 3 l 3 9 6 $ 
Industrial melting, refining, and heating devices (707415-707492 l l 2 2 3 4 3 
X-ray and therapeutic apparatus (707505-707590 3 4 5 6 7 9 4 
Other (701910, 706000, 706100, 706910-707050 5 5 2 4'14)] 16 6 
Signal and communication apparatus 15) 1.4 9/16) 54) 7.4) 27 
Radio and television broadcast station transmitting equipment 
707607 l 
Radio, radio-phonograph receiving sets (707705-707719 2 .4 3 8} 43) 54/15 
Television receiving sets (707721 
Radio and television receiving tubes (707805, 707812-707815 4 3 2 3 3 5 2 
Radio and television capacitors, resistors, inductors, and re- 
ceiving set components (707905-707918, 708100 2 2 1 3 $ .6 4 
Telegraph apparatus (708500 1 1 1 l 1 1 1 
lelephone equipment and instruments (708600-708700) 1 ® @ 1 - 6 4 
Other (707635, 708000, 708800-708900) 4 3 1 1 1 2 1 
Other apparatus 3.4'°2.9/,18/32/59)66) 2.7 
Starting, lighting, and ignition equipment (709220 18/15 9/ 1.2 7} 1.3 4 
Conduit, metal and nonmetal fittings, outlets, and switchboxes 
709 419-708 190 l ? (? l 6 2 2 
Lighting fixtures, portable lamps, and parts (709605-709690 3 3 2 7}1.7)2.4 4 
Other (709030, 709195, 709500, 709810-709920 £312.06 612112812831 21L8 
lurbines, steam engines, and water wheels (711110-711900) 2 3 1 2 1 4 l 
Grand total ‘. ; 21.6 (19.4 |15.2 (24.5 (39.7 |36.5 |15.9 


Schedule B as revised Jan. 1, 1952 
? Less than $50,000. 


Note.— Parts and accessories are included in the above data 


Source: Bureau of the Census. 
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United States domestic exports of electrical machinery and apparatus to Africa, 
1935-39 


{Millions of dollars] 


Items and schedule B commodity numbers 1939 | 1938 | 1937 | 1936 | 1935 


Machinery and appliances , . . | ; b Machir 


Generators (7000-7009, 7012) 

Welding sets (7010-7010,2)_ 

Self-contained generating sets (7011)__ 

Batteries (7013-7018) ___- 

Transforming or converting apparatus (7021-7029) 
Transmission and distribution apparatus (7030-7034, 7039) 
Quantity measuring and testing instruments (7035-7038) . 
Motors and controls (7040-7055) 

Portable tools (7056) 

Refrigerators (7057-7059) - 

Incandescent lamp bulbs (7063- aceite 
Searchlights, floodlights, and airport beacons (7066-7067). 
Laundry equipment (7068-7068.3, 7071). - So 
Cooking and heating appliances (7 72-7073. 5). 

Industrial melting, refining, end heating devices (7074.0-7074. 9) _- 
X-ray and therapeutic apparatus (7075-7075.9) 

Other (7019, 7060-7061, 7069-7069.3, 7070) 


ow = 
we So a ot Oe Se 
rurForwnNnw 


Om Com Roe art 
Om Oma wots 


~ 
~~ 
= 

=P? 


ee 
istetsie 


num 


Signal and communication apparatus 


w 
s 


Radio apparatus (7076, 7078-7081) 
Radio receiving sets (7077) 
Telegraph apparatus (7082) 
Telephone een (7083-7087) _- 
Other (7089) __._- 





Other apparatus 


Starting, lighting, and ignition equipment (7092) 

Conduit, metal and nonmetal fittings, outlets and switchboxes 
(7094— 7095) 

Lighting fixtures, portable lamps, ‘and parts (7096-7097) 

Other (7093, 7098-7099. 9) 


Turbines, steam engines, and waterwheels (7111, 7113, 7163) 
Grand total 














1 Less than $50,000. 
NotTE.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States domestic exports of electrical machinery and apparatus to Asia, 
1946-52 


[Millions of dollars] 





Items and schedule B commodity numbers ! | 1952 | 1951 | 1950 | 1949 | 1948 | 1947 |1946 
Machinery and appliances. -- —_ . 54.2 |43.4 |31.7 |46.1 |39.9 |40.9 |19.6 
Generators (700000-700807, 701200) - . 6.6/5.9/3.21;3.9)}27/87/ 68 
Welding sets (701012-701032) 1.3 5 3/ 1.0 8} .6 4 
Self-contained generating sets (701105-701150) 9.3);3.9) 41) 61 4.9 6; 1.8 
Batteries (701300-701 800) 7.8} 9.4)49/ 7.0) 56/49/27 
l'ransforming or converting apparatus (702110-702810) - 4.3/3.1), 24/);29)2.7) 1.5 9 
Transmission and distribution apparatus (703110-703470) 6.2}2.3/; 2.6/3.9) 26) 2.3 5 
Quantity measuring and testing instruments (703500-703850) LOT L7 71.2) 1.5) 1.5712] .5 
Motors and controls (704000—705560) 21/29/26) 5.4) 5.8/41/1.0 
Portable tools (705607-705705) 4 3 3 4 6 1 2 
Refrigerators, freezers and refrigerating systems (70571 5-705760 6.0 | 6.9 | 3 §.6 | 4.9) 5.0/1.9 
Bulbs, lamps, and tubes (706305-706590) 20/25)2.6}2.5/1.8|2.3]1.2 
Searchlights, floodlights and airport beacons (706600 l 1 1 ol 
Laundry equipment (706812-706820, 707100) 4 3] .4 .7 3 3 3 
Cooking and heating appliances (707200-70 6 7 4 7 PS .8 8 
Industrial melting, refining, and heating devices (707415-707492) 5 4) 2 5 -511.5 3 
X-ray and therapeutic apparatus (707505-707590 14/1.5/1.6)1.7}23)44 -6 
Other (701910, 706000, 706100, 706910-707050)._. 4 1.3/1.1 13 | 21/20) 21 of 
Signal and communication apparatus - - - - sea a 11.5) 85/60) 94) 7.7 (12.5) 5&1 
Radio and television broadcast station transmitting equip- | | 
ment (707607) 1.8 
Radio, radio-phonograph receiving sets (707705-707719) 10} 2.5|22)49/42)81|3.7 
relevision receiving sets (707721) 2 | ‘. 
Radio and television receiving tubes (707805, 707812-707815) _- 1.1 9 611.0149 ore ee 
Radio and television capacitors, resistors, inductors, and re- 
ceiving set components (707905-707918, 708100) 9 9 .6)1.4)1.0} 1.2 6 
Telegraph apparatus (708500) 1.0 5 6 SS 4 2 
Telephone equipment and instruments (708600-708700) 13.7/29/1.3)1.2] .9/13] .3 
Other (707635, 708000, 708800-708900)............-.---- Cree ee Od BH ees 1 
Other apparatus 12.6 | 7.8 | 7.6 }11.0/ 91/84/25 
Starting, lighting, and ignition equipment (709220) 3.71,25)}21/122)1.58) 1.4 3 
Conduit, metal and nonmetal fittings, outlets and switchboxes | | 
(709419-709490) 1.5 7 7/1 7 4 -2 
Lighting fixtures, portable lamps and parts (709605-/09690) 12) 1.1 8} 1.91/22)24 .4 
Other (709030, 709495, 709500, 709810-709920) ._. 6.3) 3.4) 40) 5.5 8.7} 42) 15 
Turbines, steam engines and waterwheels (711110-711900) _.. 3.7 | 3.6 5 §| 1.3 8 3 





Grand total... ._- sind 82.1 63.2 45.9 (67.1 58.0 62.6 |27.5 





1 Schedule B as revised Jan. 1, 1952. 
NotTEe.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States domestic exports of electrical machinery and apparatus to Asia', 


1935-389 
{Millions of dollars} 


Items and schedule B commodity numbers 


DRatieary BBG AR NE ic ss ke ~ do ii oon eee cece ee en ese —— 


Generators (7000-7009, 7012)................-...-.-.--.----- sienatatietal 
darn wena queeeeenies bese 
Self-contained generating sets (7011)-_......--- sues cqnionelidd4Uguanddut 
Batteries (7013-7018) _. NI a tata tetas nner visim tal " 
‘Transforming or converting apparatus (7021- es tins enone 
Transmission and distribution apparatus (7030-7034, 7039) 
Quantity measuring and testing instruments a Secuateny 
Motors and controls arte aia ini asian 
Portable tools (7056)... .......--...---.-- Weliaiaehines ‘ . 
Refrigerators (7057-7059) _.._...........- SOG. EdideK)<entaase eure 
Incandescent lamp bulbs (7063-7065) ....................------------ 
Searchlights, floodlights, and airport beacons (7066-7067)... --- ekevnal 
Laundry equipment (7068-7068.3, es pnagndwkdeccwaevtide teWe ates 
Cooking and heating appliances (7072-7073.5) - tiiae 
Industrial melting, refining, and heating devices (7074, 0-7074.9).--_. 
X-ray and therapeutic apparatus (7075-7075.9)__.......-.--.--------- 
Other (7019, 7060-7061, 7069-7069.3, 7070). .........-....--+.-.-.------ 


Signal and communication apparatus... -_.._- seveaeceedkeseessedee — 


Radio apparatus (7076, 7078-7081) ...........-.--..------+--s+-s00--5- 
Radio-receiving sets (7077) ............-.-- 

Telegraph apparatus (7082) _______- 

Telephone soereeane aa aens 
Other (7089) - o. vee 


I li bind odin ohh fk Bin 0 dais icdsccnnscnesiiptaeuaietitads 


Starting, lighting, and ignition equipment (7092)_...-..-- 

Conduit, metal and nonmetal fittings, outlets and switchboxes | 
(7094-7095) ____ : eT OS 

Lighting fixtures, portable lamps, and parts (7096-7097) .. heetobudexqad 

I aD a nicdivctwndidunicidincstidatdddscdeicewens 


Turbines, steam engines, and water wheels (7111, 7113, 4163)......-..---- 


CRIN 55 hb. wks oh ds Sed dca cB N<RERNNT denes awans 
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1 ‘eablipdiiats Turkey. 
2 Less than $50,000. 


Note.—Parts and accessories are included in the above data. 
Source: Bureau of the Census 
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United States domestic exports of electrical machinery and apparatus to Europe, 
1946-52 


{Millions of dollars] 





Items and schedule B commodity numbers ! 1962 | 1951 1950 1949 1948 1947 1946 

Machinery and appliances -- ‘ 64.2 64.0 '56.5 '49.6 |43.7 161.8 (57.1 
Generators (700000-700807, 701200) - .-- 9.0 '11.7' 45) 3.1) 45 105 18.8 
Welding sets (701012-701032) 1.4 1.1 Q 1.3 1.2 1.8 | 2.7 
Self-contained generating sets (701105-701150) 8.2/2.2) 2.0) 3.3 | 3.6 4 6.0 
Batteries (701300-701800) 17} 2.2) 1.0/2.3) 1.5] 1.8} 1.6 
Transforming or converting apparatus (702110-702810) 6.3 | 9.1/6.5) 5.1!2.2) 5.0) 2.0 
Transmission and distribution apparatus (703110-703470) §.8 | 4.6/5.1'3.2'2113.5)18 
Quantity measuring and testing instruments (703500-703850) -. 6.9/3.5 | 2.7) 2.4/'20/)3.7/| 1.8 
Motors and controls (704000-705560) . _ 11.9 | 8.8 |14.5 (11.4 |10.8 11.8 (11.6 
Portable tools (705607-705705) 6 y 9/'1.0)1.2'1.8!2.8 7 
Refrigerators, freezers, and refrigerating systems (705715-705760 §.8 | 85|6.7/) 45! 4515.4! 1.7 
Bulbs, lamps, and tubes (706305-706590) 2.2/2.6) 2.2/) 2.5/1.7) 1.4 7 
Searchlights, floodlights, and airport beacons (706600) (2) l l l 
Laundry equipment (706812-706820, 707100) 17)}2.1/25/17/11110 l 
Cooking and heating appliances (707200-707395) .3 2 2 2 3 7 2 
Industrial melting, refining, and heating devices (707415-707492) 8} 2.713.21'18)11/3.3) 3.6 
X-ray and therapeutic apparatus (707505-707590) cS 15125/12.5'45'44/181/13.4 
Other (701910, 706000, 706100, 706910-707050) _. 9/1.2/1.1/11 ~ . 3 
Signal and communication apparatus. - - 16.1 | & 7 | 6.2 | 9.4 /10.1 1162/48 


Radio and television broadcast station transmitting equipment 
(707607) 

Radio, radio-phonograph receiving sets (707705-707719) 

Television receiving sets (707721) 






“Ith 


Radio and television receiving tubes (707805, 707812- 707815) 2.8) 2.4) 11/14/14/3.8] 1.1 
Radio and television caracitors, resistors, inductors and receiv- 
ing set components (707905-707918, 708100) 2.0) 1.911311.4/),1.912.7 9 
Telegraph apparatus (708500) 2.3 8 711.0 5 7 5 
Telephone equipment and instruments (768600-708700) 4.56/1.711.561/3.1/,2.913.9/14 
Other (707635, 708000, 708800-708900) 2.3 Q 7/ 9 2 s 1 
co Eee ee ------{11.7 | 8 2 | 69 /11.8 [10.2 |14.6 | 5.9 
Starting, lighting, and ignition equipment (709220) -o----| 3.1/32/2.8/2.8/2.1/3.0/1L5 
Conduit, metal and nonmetal fittings, outlets and switchboxes | | | 
(709419-709490) _ _- < . ‘ 4 3 2 | 2 2 2 
Lighting fixtures, portable lamps, and parts (709605-709600)....| .9 | 1.1 7121/28) 45 3 
Other (709030, 709495, 709500, 709810-7099:.0) wninbiibaanitiiiel palin h-aeele 7\;49 7} 3.9 
Turbines, steam engines, and water wheels (711110-711900).........| 21/13/32] .8| .8/26] .9 
Oink Soe ddet eiseadlh-ubtecbele 94. 1. 82.2 [72.8 '71.6 \64.8 (95.2 [68.7 


1 Schedule B as revised Jan. 1, 1952. 
2 Less than $50,000. 


NoTE.—Parts:and accessories are included in the above data. 
Source: Bureau of the Census. 
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United States domestic exports of electrical machinery and apparatus to Europe,' 





























1935-39 
{Millions of dollars] 
Items and schedule B commodity numbers 1939 | 1988 | 1937 | 1936 | 1935 

Machinery end appliences.......<..+........--.-..--..-..- ecvebetivents | 14.3 | 14.5 | 13.9 | 13.6 | 10. 2 
eT SSS ee 4 3 .4 2 2 
Welding sets (7010-7010.2) __ 2 3 2 -2 ofl 
Self-contained generating sets (7011) - coh “a 2 2 2 on oa 
“Sl it~" 68 ES ool Se 3 4 3 3 
Transforming or converting apparatus (7021-7029) _ . ......- i oth 3 -3 3 ae 
Transmission and distribution apparatus (7030-7034, 7039) - -- a 4 2 3 3 a 
Quantity measuring and testing instruments (7035-7038) -- ..-..- ~eeweh Sed - edn ® .8 a 
I OEE 5 cow ccncncccccencccecccscrccestastes 1.8 1.4 1.5 1.5 1.1 
Portable tools (7056)... .........-- pedal a ie: .6 .6 -5 .4 5 
Refrigerators (7057- 7059) -- sakkadg seks 4.3 5.1 6.3 7.5 5.7 

Incandescent lamp bulbs (7063-7065).--..-...-..------.-- 2% ok ok -1} @® 

Searchlights, floodlights, and airport beacons (7066-7067) - .2) & @ -1}| @® 
Laundry equipment (7068-7068. 3, 7071) _......---------- <0] me -9 .4 a 
Cooking and heating appliances (7072-7073. ar m | om “n 1 “ 
Industrial melting, refining, and heating devices (7074.0-7074. 9) LGi. Lg 3 2 in 
X-ray and therapeutic apparatus (7075-7075.9) . .........-.------- 5 6 5 4 3 
Other (7019, 7060-7061, 7069-7069.3, 7070) . ......-.-.--.---.----------- 5 -8 8 .8 4 
Signal and communication apparatus..-...-.-.......-.-------------------- 6. 3. 6.4) 89) 80 8. 3 
Radio apparatus (7076, 7078-7081) odes BOs 404/464 #1 3.6 
Radio receiving sets (7077) -. pes 2.0; 20) 28) 3.7 4.5 
Telegraph apparatus (7082) - - oa wi i. 1 he 
Telephone apparatus (7083 .6 -3 2 | 2 

Other (7089). -....-.---.--- weneenseeeenenee| @) @) ?) @) (2) 
CR BI sii es penny dnn ccc cc cenececcen ncn sansaneoensneiind 6.6) 47) 26) 22 2.2 
Starting, lighting, and ignition equipment (7092) _......-.-..-.--.----- .2 a 5 5 5 

Conduit, metal and nonmetal fittings, outlets and switchboxes 

(7094-7095) __ ini seek Onin salen Fe -4 .2 Je 3 
i hting fixtures. ‘portable lamps, and parts (7096-7097) ich . -1] @ () oh »% 
pila nadcnacatnkndicennasmnanee nehie wend wen 5.0] 38) 19] 15 1.3 

Turbines, steam engines, and water wheels (7111, 7113, 7163) .-.-..---.--.- () (4) (*) (0) (2) 
cite hidcendehap ncn ccentnnenniatesanhenr-saaed 26.2 | 25.6 | 25.4 | 23.8] 20.7 

1 Excluding Turkey. 
9 Less than $50,000. 


Nors.—Parts and accessories are included in the above data. 
Source: Bureau of the Census, 
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United States domestic exports of electrical machinery and apparatus to Canada,! 
1946-5 


{Millions of dollars] 








Items and schedule B commodity numbers ? | 1952 | 1951 | 1950 | 1949 | 1948 | 1947 1946 
Machinery and appliances. - -. 114.4 | 81.7 |51.3 /45.0 [41.5 |53.3 (31.5 
Generators (700000-700807, 701200) _ - = } 47) 42/25/37) 25/27/ 1.0 
Welding sets (701012-701032) | 3.0) 1.7)13)11)13)15)/ 13 
Self-contained generating sets (701105-701150) 3.8} 28)513)17),24/1.2/21 
Batteries (701300-701800) 7] 223) «BP Ee? resi SD 
Transforming or converting apparatus (702110-702810) | 5.4 3.0/1.8/1.4/),17)131]11 
Transmission and distribution apparatus (703110-703470) .-| &82) 661'3.31,3.413.2)3.1) 16 
Quantity measuring and testing instruments (703500-703850)..| 5.4 33/23/21); 20/18/15 
Motors and controls (704000-705560) - 117.8) 17.2 /10.3/)91/905/188)52 
Portable tools (705607-705705) | 4.0 29/23/22); 26/28) 19 
Refrigerators, freezers, and refrigerating systems (705715- | 
705760) - - ay 38.7 | 21.8 (11.7) 6&5) 43) 88) 5.5 
Bulbs, lamps, and tubes (706305-706590) | 26 2.3) 1.4] 1.0 711.5] .9 
Searchlights, floodlights, and airport beacons (706600) j @® | .1 .2 oa 
Laundry equipment (706812-706820, 707100) |} 4.2 56127) 21117) 44 3 
Cooking and heating appliances (707200-707395) |} 6.3 3.5 | 3.1|)3.0) 2513.31 1.6 
Industrial melting, refining, and heating devices (707415- | } | | | 
707492) * ; 24 25/)1.5/)14)/15)15)] 11 
X-ray and therapeutic apparatus (707505-707590) 2.7 2.7/;23/26/22124/18 
Other (701910, 706000, 706100, 706910-707050) . __ 4.7 3.6)/29/24/26 1 5.3 | 27 
Signal and communication apparatus--—_...........- 29.9 20. 2) 13.3) 12.3) 11.9 18.2 2 lo. 1 


Radio and television broadcast station transmitting equip- | | 
ment (707607) 1 | 


Radio, radio- phonograph receiving sets (707705-707719) 3 6 2 5 6} 2 7|1.2 
Television receiving sets (707721) 7 
Radio and television receiving tubes (707 805, 707812-707815) 3.4 19} 12) 11 8) 17] .7 
Radio and television capacitors, resistors, inductors, and | 
receiving set components (707905-707918, 708100) .......-. | 12.7 8.8/5.5) 4.7) 3.5 4.6 | 3.8 
Telegraph apparatus (708500) __....- aodsede! SSI SB 9) 1.1/1.6] .8] .6 
Telephone equipment and instruments (708600-7087 00) - ; 6.1 5.7}, 44/40/47/6.2)29 
Other (707635, 708000, 708800-708900)...............-.- wabints 2.1 1.4 1.1 1.0 6} 2.2) 9 
CER Clan astseeeRtietnncniniinenccceenssseqesianne 20.6 | 18.5 |10.8 (12.0 |19.3 [20.7 |12.9 
Starting, lighting, and ignition equipment (709220) 6.6 3.9/3.0} 2.812.6126/16 
Conduit, metal and nonmetal fittings, outlets and, switch. | 
boxes (709419-709490) _.........-...--..... _— sn 2.4 | § | 1.1) 2.1 9/14/17 
Lighting fixtures, portable lamps and parts (709605-709690) me eS 9/ 1.4|)16/1.6)29/1.9 
Other (709030, 709495, 709500, 709810-709920) _.............. wee | 8.9 §.3 | 5.5 |11.1 |13.8 | 7.8 
Turbines, steam engines, and water wheels (711110-711900)........) 1.8] 2.0) 1.6/1.4/2.2/ 1.2/1.1 
j— = | = —— = 
UU ira cs ciccncttnminmnnreetninnicdemeemmnamnania 166.7 7 |122.4 |77.0 |70.7 |74.8 "198 4 |55.6 


' 


1 Including Newfoundland and Labrador. 
2 Schedule B as revised Jan. 1, 1952. 
+ Less than $50,000. 


Note.—Parts and accessories are included in the above data, 
Source: Bureau of the Census, 





458 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


United States domestic exports of electrical machinery and apparatus to Canada,} 








1985-89 
[Millions of dollars] 
Items and schedule B commodity numbers 1939 | 1938 
-_ . — nena fies au 
| 
Machinery and appliances__...__.-..____-_- 10.1 8.9 


Generators (7000-7009, 7012) _____ ‘ 

Welding sets (7010-7010.2)___._._._...-.--.-. 
Self-contained generating sets (7011) teil 

Batteries (7013-7018) 

‘Transforming or converting apparatus (7021-7029) __- 
‘Transmission and distribution apparatus (7030-7034, 7039) 
Quantity measuring and testing instruments (7035-7038) 
Motors and controls (7040-7055) 

Portable tools (7056) 

Refrigerators (7057-7059) 

Incandescent lamp bulbs (7063-7065) 

Searchlights, floodlights, and oe beacons (7066-7067) _. 
Laundry equipment (7068-7068.3, 7071) 

Cooking and heating appliances (7072-7073.5) - 


Industrial melting, refining, and heating devices (7074-7074.9)____ 


X-ray and therapeutic apparatus (7075-7075.9) 
Other (7019, 7060-7061, 7069-7069.3, 7070) 


Signal and communication apparatus... 


Radio apparatus (7076, pee aaa. : 
Radio receiving sets (7077) .____- 
Telegraph apparatus (7082) _____. 
Telephone papeenians 7083-7087) ._- 
Other (7089) _ . piiehieidccr vee 


NR cb cheSadnnubinhongdbdnacinaed debates beteatbeoLu sasaulat 


Starting, lighting, and ignition equipment (7092) - - 


Conduit, metal and nonmetal fittings, outlets, and switchboxes 


(7094-7095) ___. 
Lighting fixtures, portable lamps, and Darts (7096-7 7097). 
Other (7093, 7098-7099.9)__....... 


Turbines, steam engines, and water wheels (7111, 7113, 7163) ____- 





1 Including Newfoundland and Labrador. 
? Less than $50,000, 


Norte.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 
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STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 459 


United States domestic exports of electrical machinery and apparatus to Latin America, 
(excluding South America), 1946-4? 


{Millions of dollars} 





Items and schedule B commodity numbers ! 1952 | 1951 | 1950 | 1949 | 1948 1947 |1946 
Machinery and appliances 62.4 |52.2 45.1 143.9 53.1 (53.4 |30.1 
Generators (700000- 700807, 701200) 4.2/1.912.5| 57) 5.0/9.5] 1.9 
Welding sets (701012- 701032 1.3 s 7 3 6 9 8 
Self-contained generating sets (701105-701150) 6.1 49:43 /)2.8|3.7'1.5140 
Batteries (701300-701800) §.3 | 5.4) 4.1 4.0/3.7) 3.8 | 1.7 
Transforming or converting apparatus (702110—702810 7.56) 3.5| 43/143) 65/44/20 
lransmission and distribution apparatus (703110-703470) 4.7| 4.0!) 3.2) 4.1} 5.0) 4.6! 1.9 
Quantity measuring and testing instruments (703500-703850) 1811.9 8 rT Ly 1.0 6 
Motors and controls (704000-705560) 7.4) 5.2) 4.2) 4.90! 7.1167) 3.6 
Portable tools (705607-705708 7 6 4 3 6 7 7 
Refrigerators, freezers, and refrigerating systems (705715 
705760) | 12.7 113.7 [11.41 82/991 7.0) 5.4 
Bulbs, lamps, and tubes (706305-706590) 2.11 2.3911.711.38) 1.6/2.0) 1.1 
Searchlights, floodlights, and airport beacons (706600) | l l 2 1 
Laundry equipment (706812-706820, 707100) 1 S07 Ret tart el ust ae) 2.3 
Cooking and heating appliances (707200-707395 13) 1.5/1.0 9/1.4/1.7 8 
Industrial melting, refining, and heating devices (707415 
707492) 7 4 2 5 5 7 5 
X-ray and therapeutic apparatus (707505-707590 SORE PRESTR ASR TYRE EER 
Other (701910, 706000, 706100, 706910—707050 3.1 3.1 2.9 | 3.2 2 3.6122 
0 
Signal and communication apparatus | 25.3 |22.9 {14.7 |10.7 (14.6 |20.3 |10.5 
Radio and television broadcast station transmitting equip- 
ment (707607) 1.9 
Radio, radio-phonograph receiving sets (707705-707719) 3.5 |12.5 | 6.7 | 3.8 | 5.5 1138.6 | 7.4 
Television receiving sets (707721) 10.4 
Radio and television receiving tubes (707805, 707812-707815) } 19;)1.8); 21.0 y 9/ 1.0 5 
Radio and television capacitors, resistors, inductors, and re- 
ceiving set components (707905-707918, 708100) ; 21 3.0; 2.0/)1.8 1 2.0!11.3 9 
Telegraph apparatus (708500) | 3 2 3 3 3 5 5 
Telephone equipment and instruments (708600-708700) | 3513.9) 3.8 | 3.6) 5.6/3.0 9 
Other (707635, 708000, 708800-708900) a 1.7) 1.5 9 4 3 9 3 
Other apparatus.__- waits ‘ 14, f (13.2 10.8 |10.2 |10.9 |12.8 | 6.7 
Starting, lighting, and ignition equipment (709220) 2.6} 2.0/1.9) 1.5/1.3) 14/10 
Conduit, metal and nonmetal fittings, outlets and switchboxes | | 
(709419-709490) ‘ 2.3) 2.351.5)1.9/290/)1.4/13 
Lighting fixtures, portable lamps, and parts (709605-709690) 2.6 | 2.6) 2.1) 18)}2.2)}42)1.8 
Other (709030, 709495, 709500, 709810-709920) ‘‘. 6.9/1 6.2) 5.2) 60) 4.4) 5.8)2.7 
Turbines, steam engines, and water wheels (711110-711900) r £3 7 9/'1.9/)2.6/ 1.5 5 


Grand total ‘i 103.5 89.1 |71.4 66.7 |80. ¢ 


88.0 |47.9 


1 Schedule B as revised Jan. 1, 1952. 
Note.— Parts and accessories are included in the above data. 


Source: Bureau of the Census. 


42493-——54—-pt. 1——-4v 





460 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


United States domestic exports of electrical machinery and apparatus to Latin 
America (excluding South America), 1935-39 


[Millions of dollars} 


Items and schedule B commodity numbers 1939 | 1938 | 1937 | 19386 | 1935 


Machinery and appliances 


Generators (7 7009, 7012). 

Welding sets (7010-7010.2) _ _- oe 

Self-contained generating sets (7011) _- eked 

Batteries (7013-7018) __ ‘ 

Transforming or converting apparatus (7021-7029) 
Transmission and distribution apparatus (7030-7034, 7039) _ . 
Quantity measuring and testing instruments (7035-7088) ==. - 
on ged alan attends 

Portable tools (7056)... ....-. buenas 

Refrigerators (7057-7059) - 

Ineandescent lamp bulbs (7063-7065) - 

Searchlights, floodlights, and airport beacons (7066-7 7067) 
Laundry equipment (7068- 7068.3, 7071). __- 

Cooking and heating appliances (7072-7073.5) _- 

Industrial melting, refining, and heating devices (7074. 0-7074. 9) 
X-ray and therapeutic apparatus (7075-7075.9) 

Other (7019, 7060-7061, 7069-7069.3, 7070)... -- 


NNO Te eS 


~ 


ee 
> 
= 
> 
= 


OK DWBA Oaereoe 


=. » 
~ 
mom hm 
a.Pr 
~“ooe3 
PW ON WKAR DD 





| wwetor 


oo | 
»! 


pat 3 G3 
| @ || oro rors 


Signal and communications apparatus. ..................-.-....-.-..-..- 


Radio apparatus (7076, 7078-7081)_.....-- 
Radio receiving sets (7077) 

Telegraph apparatus (7082) -- 

Telephone saeerares (7083-7087) _. 

Other (7089) 


ag. wa 
el 


Other apparatus 


Starting, lighting, and ignition equipment (7092) 

Conduit, meta] and nonmetal fittings, outiets, and switchboxes 
(7094-7095)... ....- 7. 

Lighting fixtures, portable lamps and parts (7096-7 7097) .---- 

Other (7093, 7098-7099 .9) 


Turbines, steam engines, and water wheels (7111, 7113, 7163) 
Grand total 


1 Less than $50,000. 
Notse.—Parts and aceessories are included in the above data. 
Source: Bureau of the Census. 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 461 


United States domestic exports of electrical machinery and apparatus to South 
America, 1946-52 


[Millions of dolls ars) 














Items and schedule B commodity numbers ! 1952 | 1951 | 1950 1949 | 1948 | 1947 |1946 
Machinery and appliances... -_.. ; 87.7 |102.0 | 66.3 | 79.4 | 93.5 | 96.1 |44.9 
Generators (700000-700807, 701200) _ . 6.4 6.8 | 6.6 6.5] 7.9] 184/29 
Welding sets (701012-701032) / 29) 7] Li 5] 1.2 |} 2.9/1.6 
Self-contained generating sets (701105-701150) 15.0) 11.5] 7.0 8.7 | 10.9 3.4 | 6.2 
Batteries (701300-701800) 5.6! 7.8 4.% 5.1] 5.5 4.2 | 3.5 
Transforming or converting apparatus (702116-702810) 7.0} 65] 7.5 91) 71) 66) 3.1 
Transmission and distribution apparatus (703110-703470).| 9.0) 5.5] 6.1 8.7} 9.0 5.8 | 2.6 
Quantity measuring and testing instruments (703500 | } | 
703850) | 1.7] 30] 1.3] 1.8] 19] 23] 1.2 
Motors and controls (704000-705560) 111.4] 10.8] 6.7] 11.2] 13.6] 11.9! 6.4 
Portable tools (705607-705705) 1.4 1.9 -9 1.1 16) 23/1.2 
Refrigerators, freezers, and refrigerating systems (705715- | 
705760) 14.9 | 27.9 | 10.6 | 11.1 | 15.7] 15.5 | 5.7 
Bulbs, lamps, and tubes (706305-706590) | 29) 41 3.0] 2.6 3.8} 3.9) 3.0 
Searchlights, floodlights, and airport beacons (706600) | | ree a 5 l 
Laundry equipment (706812-706820, 707100) 3.0] 45] 30] 38] 37] 34] 2 
Cooking and heating appliances (707200-707395) 1.6 1.8 1.1 1.1 ee ) 
Industrial melting, refining, and heating devices (707415 | | 
707492) 7] 1.0] 1.0 14] 1.5 2.0 | 1.0 
X-ray and therapeutic apparatus (707505-707590) - _ . 2.4] 3.5 3.0 3.2] 5 1.2) 2.5 
Other (701910, 706000, 706100, 706910-707050) .. | 29] 3.8 2.3 2.6] 41] 5.7/2.6 
Signal and communication apparatus - - } 23.6 | 33.9 | 21.1 | 14.5 | 31.6 | 44.3 119.6 
Radio and television broadcast station transmitting | | 
equipment (707607) ; 18 
Radio, radio-phonograph receiving sets (707705-707719) | 3.51 9.4 5.3 3.8 | 10.3 | 19.3 | 8.5 
Television receiving sets (707721) ; 43 | 
Radio and television receiving tubes (707805, 707812- | | 
707815) | 3.6] 7.2 2.0 1.7 2.8 5.0/1.8 
Radio and television capacitors, resistors, inductors, and | 
receiving set components (707905-707918, 708100) | 3.6 9.2) 3.2 3.2 aor eran 
Telegraph apparatus (708500) | L2t 6 | 6 3] 3 | 5 3 
Telephone equipment and instruments (708600-708700).._| 3.3] 4.0] 84] 44/134] 97/45 
Other (707635, 708000, 708800-708900) Corea 1.6 Ezine) eo 7 
Other apparatus. -- ; roe 21.9 | 17.0 | 12.1] 17.6 | 17.4] 18.8 | 84 
Starting, lighting, and ignition equipment (709220) | 59] 60 3.0) 2.9) 2.5 3.211.5 
Conduit, metal and nonmetal fittings outlets, and switch- | | | 
boxes (709419-709490) } 28) 21) 15) 35 | #7) 1.6/1.5 
Lighting fixtures, portable lamps, and parts b geerrp | | | 
709690) ehnannal --| 2 2.6} 2.1 1.8 | 21] 35] 52/15 
Other (709030, 709495, 709500, 709810-709920) -| 10.5 | 6.7 5.8 9.1 6.6 8.9 | 3. 
4 See} oe = = = 
Turbines, steam engines, and water wheels (711110-711900) | 1.9] 23] 28 1 1.6] 59] 46/18 
IU Wa dandectesccenseiccwness wn ennanene-n----~| 135, 1/155. 2 /101. 7 |113. 2 |148.3 |163. 8 |74. 





1 Schedule B as revised Jan. 1, 1952. 
Notg.—Parts and accessories are included in the above data. 


Source: Bureau of the Census. 





462 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


United States domestic exports of electrical machinery and apparatus to South 
America, 1935-89 


[Millions of dollars} 


Items and schedule B commodity numbers 1939 1988 193 1936 | 198 1935 
| | 





Machinery and appliances... ._- hoon ; : : 15.0 Machin 


| 
| 
j 
| 


a 
eK DK & Bh ese WOON ewe 


Generators (7000-7009, 013). 

Welding sets (7010-7010. 2) __- 

Self-contained generating ‘a (7011) 

Batteries (7013-7018) _. 

Transforming or cony erting apparatus (7021-7029) 
Transmission and distribution apparatus (7030-7034, 7039) _ - 
Quantity measuring and testing instruments — 7038) - 
Motors and controls (7040-7055) -- 

Portable tools (7056) - 

Refrigerators (7057-7059) .__.. 

Incandescent lamp bulbs (7063-7065) -. 

Searchlights, floodlights, and airport beacons (7066-7067) 
Laundry equipment (7068-7068. 3, 7071) 

Cooking and heating appliances (7072-7073.5) _ - 

Industrial melting, refining, and heating devi ices (7074. 0-7074. 
X-ray and therapeutic apparatus (7075-7075.9) 

Other (7019, 7060-7061, 7069-7069.3, 7070) _ - 
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Signal and communication apparatus 


| 
| 


ne] > 


wo in 


Radio apparatus (7076, 7078-7081) __. .._- 
Radio receiving sets (7077) .....-- 
Telegraph apparatus (7082) 

Telephone apparatus (7083-7087)... ..... 
Other (7089) _. - 


~ 
~~ 


.- see 
~ 
oo ace 


=~ 
: 
a 





Other apparatus 





Starting, lighting and ignition equipment (7092) 

Conduit, metal and nonmetal fittings, outlets, and switchboxes 
(7094-7095) - ‘ p : ‘ i 7 ther : 

Lighting fixtures, port ble lamps, and parts (7096-7097) .._- eae : ; : Other ¢ 

Other (7093, 7098-7099.9) " ’ “ . q Ste 


Co 
( 

L 

t 

Turbin 





Norte.—Parts and accessories are included in the above data. 
Source: Bureau of the Census. 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 463 


United States domestic exports of electrical machinery and apparatus to Oceania, 
1946-62 


[Millions of dollars) 


Items and schedule B commodity numbers ! 1952 | 1951 | 1950 | 1949 | 1948 | 1947 | 1946 
Machinery and appliances. _. 97'401'18/1/3.61,29/68) 21 
Generators (700000--700807, 701200 4.4 1.0 1 1 (@? 7 
Welding sets (701012-701032 : 1 (?) @ @ l 
Self-contained generating sets (701105—701150) 1.1 2 l f 4 ] 2 
Batteries (701300-701800) 1 1; @® 1 ( 1|;¢ 
Transforming or converting apparatus (702110-702810) 8 1); @ I 1.1 1 
Trans nission and distribution apparatus (703110-703170) 1.4 5 3 6 2; 1.0 2 
Quantity measuring and testing instruments (703500-70385)) 2 2 2 3 3 3 2 
Motors and controls (704000—705560) 6 6 3 6 s 7 2 
Portable tools (705607—705705) 2 2 1 1 1 3 
Refrigerators, freezers, and refrigerating systems (705715-705760) 2 5 3 5 a‘) ae ) 
Bulbs, lamps, and tubes (706305-706590) 2 2 l 2 3 5 2 
Searchlights, floodlights, and airport heacons (706600) (?) 2) » i ( 
Laundry equipment (706812-706820, 707100) l | ) (?) ; 3 
Cooking and heating appliances (707200-707395 ? (?) ‘ (? 
Industrial melting, refining, and heating devices (707415-707492) 2 l 1| l 1 
X-ray and therapeutic apparatus (707505-707590) l l | 2 1 .3 2 
Other (701910, 706000, 706100, 706910-707050 1; @® (?) (?) ( I 
Signal and communication apparatus 1.0) 1.5) 18 1.0 7| 2.4 6 
Radio and television broadcast station transmitting equipment 
(707607 Q@ 
Radio, radio-phonograph receiving sets (707705-707719 ’ 2 (3) (3) 3 2 3) 
Television receiving sets (70772 
Radio and television receiving tubes (707805, 707812-707815 l 1 (?) 1 1 7 2 
Radio and television capacitors, resistors, inductors and receiv 
ing set components (707905-707918, 708100) 1 2 1 1 1 5 2 
Telegraph apparatus (708500 4 5 5 2 2 2;@ 
Telephone equipment and instruments (708600-708700) 4 7\;1L2 ) 2 7 l 
Other (707635, 708000, 708800—708900) (? 2 (2 @ @ 1 3 
Other apparatus 1.2 x .6 8110/27 8 
Starting, lighting, and ignition equipment (709220) 6 5 4 4 2 1 l 
Conduit, metal and nonmetal fittings, outlets, and switchboxes 
(709419-709490 1 (?) 2) (2) 2) (2) (3) 
Lighting fixtures, portable lamps, and parts (709605- 709690) 2 2 (2 (2 l 6 l 
Other (709030, 709495, 709500, 709810—-709920) 5 2 1 4 TT ae 5 
lurbines, steam engines, and water wheels (711110-711900) 4; 0 @ 2 2 l , 
Grand total 12.3163) 43) 54/48 1120)35 


1 Schedule B as revised Jan. 1, 1952. 
2 Less than $50,000. 


Notre.— Parts and accessories are included in the above data, 


Source: Bureau of the Census 





464 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


United States domestic exports of a machinery and apparatus to Oceania, 
1985-389 


[Millions of dollars] 


Items and schedule B commodity numbers 1939 | 1938 | 1987 | 1936 


Machinery and appliances 


Generators (7000-7009, 7012) 

Welding sets (7010-7010.2) 

Self-contained generating sets (7011) 

Batteries (7013-7018) 

Transforming on converting apparatus (7021-7029) 

Transmission and distribution apparatus (7030-7034, 7039 

Quantity measuring and testing instruments (7035-7038) 

Motor and controls (7040-7055) 

Portable tools (7056) 

Refrigerators (7057--7059) - - 

Incandescent lamp bulbs “(7063- 7065) 

Searchlights, floodlights, and airport beacons eee debit: 

Laundry equipment (7068-7068.3, 7071). =< edits 

Cooking and heating appliances (7072-7073.5). ¢ outflo 

Industrial melting, refining, and heating a (7074.0-7074.9) is a de 

X-ray and therapeutic apparatus (7075-7075.9) aa : a . 

Other (7019, 7060-7061, 7069-7969. 3, 7070) F ° < ; : ; Co an 

onve 

Signal and communication apparatus ; ; : 5 ; : ing ec 


Radio apparatus (7076, 7078-7081) : : ; ; ’ : liabili 
Radio receiving sets (7077) .. .6 ; 4 capite 
Telegraph apparatus (7082) - @ outflo 
Telephone apparatus (7083-7087) . .5 4 .4 3 .2 Th 
Other (7089) ; ‘ 


CO ee 
— 


“a 
~—* 


consti 


— i en 


(good 
Other apparatus . Bar. . ; ; count 


Starting, lighting, and ignition equipment (7092) 7 - ’ : é throu 
One ee * and nonmetal fittings, outlets, and switchboxes binati 
) ‘ ‘ 


(7094 from : 
Lighting fixtures, portable lamps, and parts (7096-7097) . } 
Other (7093, 7098-709 ‘ N i. ‘ ‘ much 

a 


de bi 


1 Less than $50,000. 
Note.—Parts and accessories are included in the above data, 
Source: Bureau of the Census. 


Items not included in detailed trading area tables 
{Millions of dollars] 


Item 


Radio transmitting tubes __- 

Radio transmitting, special category type 2 
Electrical signal and etection apparatus and Sane... 
Aircraft radio ccanesaittion and receiving sets_- 
Direction range finders ___- 

Radio ground ne aircraft 

Special category type 1-. cia 

Countries under $1,000____..____ 


56.1) 57.5] 32.1] 25.8 
388. 2 | 438.5 | 467.7 | 548.1 
M43 | 496.0 | 499.8 | 573.9 | 312.9 





Note.—The alee shown above have either been removed from or not included in the set of tables showing 
breakdown of electrical machinery and apparatus, by items, by trading area, because (1) the data for the 
later years omit country and area breakdowns; (2) the inception of special categories, May 1949; and (3) a 
new mmr beginning 1951 which gives only a world total figure for those countries whose imports 
were under $1 


Sources: Bureau of the Census; the Conference Board. 
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SECTION III 


1. Balance of payments of the United States and other leading countries, prewar 
and postwar. 

2. Who would benefit most from freer trade? 

3. Loss of markets in Iron Curtain countries. 

4. Economic consequences of altered colonial relationships. 


Tue BALANCE OF PAYMENTS, SUMMARY 


The balance of payments, a statement of the total of a country’s transactions 
with foreigners, reflects the overall flow of funds between that country and the 
rest of the world, and affords the most adequate measure of changes in its external 
financial position. 

As the statement’s name implies, the total or a country’s receipts from foreigners 
as reflected in the balance of payments must equal its payments to foreigners. 
Transactions requiring foreigners to make payments to the reporting country 
constitute credits, while transactions requiring payments to foreigners constitute 
debits. Thus, sales of goods and services are credits; purchases are debits. An 
outflow of capital, such as a loan to a foreign country (an import of securities), 
is a debit item in the lending nation, since it places at the disposal of the borrower 
an amount of the lending nation’s currency equivalent to the value of the loan. 
Conversely, an inflow of capital (export of securities) is a credit item in the borrow- 
ing country. Thus with respect to capital items, an increase in a country’s 
liabilities (or a decrease in its assets) is a credit item, since it reflects an inflow of 
capital. A decrease in its liabilities (or an increase in its assets) represents an 
outflow of capital and thus is a debit item. 

The net inflow or outflow of capital reflects changes in the current account 
(goods and services) position of the reporting country. In normal practice a 
country can maintain imports of goods and services in excess of its exports only 
through a net inflow of foreign capital or a decrease in its foreign assets, or a com- 
bination of both. In recent vears, however, a new device, i. e., outright grants 
from abroad, have enabled certain foreign countries to maintain a level of imports 
much higher than if they were forced to pay for these imports out of current 
production. 

As a concrete example of the way in which a country’s payments are balanced, 
the balance of payments of the United States in 1946 is presented below: 


[In millions of dollars} 








| 
Credit Debit 
——- — ---— —_- ———$— > —_$ _—_— ——__ Se eS eer —— pee - — 
United States exports of goods and services. ............. att BRDP ull RR FER i Bisse oki i 
United States imports of goods and services_- indaceudiiin tgiteths wale tnehih lcebatpicheaheets | 7, 037 
Private donations abroad by United States citizens aaiiteainmiane cesenhhibicaate ica hina 679 
Net investment of United States private capital abroad..........--_- Sec ceseacpens 369 
U. 8. Government aid (net): } 
Gre de ile ai reed ines mana emittance ean abies tie weideaniel Dit eee Be deal 2, 214 
A lh a ae ae lain an dhe heel ce th deen ae néaeeebannuehioounnede ia 3,012 
Liquidation of long- term United States assets held by foreigners a ei 347 
Reduction of gold and short-term dollar assets held by foreigners... .........|......-- Jacul 1, 262 
Pe GINO, on cel occnian neh cntbdotemii ena bedessnemeteaeors BS eine 
Dc cdnnndcnehekoesces ag sip ekdevuhp std psunebe geegleodtattandsdes 14, 920 | 14, 920 





THE BALANCE OF PAYMENTS SINCE THE WAR 


Dislocations inthe in ternational economy brought about by World War II 
created serious balance-of-payments difficulties for certain areas of the world, 
and particularly for Western Europe and Japan. Western Europe in 1947 had 
a deficit on account of goods and services of almost $7.5 billion as compared with 
an approximate balance in 1938. For Japan a surplus on goods and services of 
$70 million in 1936 became a deficit of $273 million in 1946. 

To a striking degree the payments problem of these areas focused on the 
United States. Of Western Europe’s total deficit of nearly $7.5 billion in 1947, 
the deficit with the United States constitutea almost $5.5 billion. This large 
deficit with the United States reflects the heavy reliance on the United States as 
a source of supply of capital goods needed in reconstruction and an increased 
demand for United States supplies of raw materials and foodstuffs formerly im- 
ported from Eastern Europe and Asia. Furthermore, Western Europe, faced 
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with high import requirements, found itself with a reduced capacity to produce 
for export and without its normally large income from services, which before 
the war was sufficient to balance its trade deficit. 

Moreover, the war-stimulated drive toward industrialization in areas outside 
Europe, along with reduced productive capacity in Western Europe, combined 
to create heavy demands in these areas for imports of United States products. 
The United States which had traditionally shown a current account surplus 
with Western Europe, had also in the immediate postwar years developed a 
surplus with outlying areas with which she had traditionally shown a deficit. 

It was apparent that for countries abroad to pursue a program of physical and 
economie reconstruction without a serious impairment of living standards would 
require a continued high level of imports from the United States. In Western 
Hurope particularly, the prospects for any immediate sizable expansion of exports 
of goods and services left little hope for closing the deficit through this medium. 
Thus if foreign countries were to avoid drains on their international monctary 
reserves of perhaps disastrous proportions, some means was necessary to enable 
them to finance their deficit. he United States has since the war supplied the 
means through the medium of Government aid. From the end of the war (July 
1, 1945), to June 1953, the United States Government had supplied foreign 
countries with grants and creaits totaling $45.5 billion. Such aid has undoubtedly 
accelerated the progress toward reconstruction. 

The balance of payments of the United States in the postwar years clearly 
reflects the progress made abroad in overcoming these dislocations brought on 
by the war. In the period 1946-48, our sales of goods and services of $51.5 
billion were about twice the value of our purchases of $25.6 billion. The United 
States Government provided net grants and capital of $19.1 billion toward 
closing the gap. Private Umited States donations and capital provided an 
additional $4.2 billion. Still, foreign countries were required to draw heavily 
on their reserves of gold and short-term dollar assets. 

Beginning in 1949, a marked improvement is apparent in the financial relations 
of the rest of the world with the United States from 1949 through June 30, 1953, 
foreign countries were able to pay for about three-fourths of their purchases of 
goods and services from the United States with sales to the United States, with 
an overall deficit in this period of $21.5 billion. Net United States Government 
grants and capital provided $23.8 billion, an amount in excess of the total deficit 
of foreign countries. With additional dollars provided from private sources, 
foreigners were able to increase their reserves of gold and short-term dollar assets 
by almost $5.5 billion. By June 30, 1953, foreign gold and short-term dollar 
assets (excluding holdings of international institutions) had reached well over 
$21 billion, exceeding the previous high at the end of 1945. 

The improvement apparent in 1949 and 1950 slowed down temporarily in 
1951. Foreigners’ gold and dollar assets, which were increased by $2,655 million 
in 1950, increased by only $985 million in 1951. This lower rate of increase is 
due almost entirely to the adverse movement in Western Europe, which suffered 
from the rapid increase in raw materials prices following the outbreak of the 
Korean war in the summer of 1950. 

The United States balance of payments in recent years indicates that countries 
abroad have for the most part recovered their ability to pay for purchases of dollar 
goods with sales to the United States. Despite a continued high level of imports 
from the United States, foreign countries since the beginning of 1952 have been 
able to increase their reserves of gold and short-term dollar assets by more than 
the amount of economic aid extended by the United States in that period. 

The balances of payments of nine foreign countries are presented in this section 
in a somewhat different form than that used to present the United States pay- 
ments balance. This form was developed by the International Monetary Fund 


to focus attention on so-called ‘“‘compensatory” financing undertaken by the 


monetary authorities. 

This statement attempts to isolate all so-called “autonomous” transactions. 
These autonomous transactions are covered in the items ‘‘Goods and services,”’ 
“Capital movements” (private capital including private donations), and ‘Special 
official financing.’’ Compensatory official financing is undertaken by the mone- 
tary authorities in response to a surplus or deficit in these transactions. 

Special official financing covers official transactions that are undertaken without 
regard to the general balance of payments position. Such transactions may in 
fact increase a payments deficit. For example, contractual obligations such as 
amortization and reparations payments must be met regardless of a country’s 
payments position. Official loans extended to finance specific productive projects, 


Unite 


nis 


Mad 


Frro 
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as distinguished from general purpose loans, are also considered as special rather 
than compensatory financing. Thus development loans of the Export-Import 
Bank or the IBRD are considered as special official financing. 

Compensatory official financing includes such transactions as multilateral 
currency settlements, utilization of EPU or OEEC drawing rights or IMF re- 
sources, intergovernmental grants and loans, movements in official short-term 
assets and gold, or any other similar transactions 


United States balance of payments during the year ended June 30, 1953 


{In millions of dollars} 


United States imports of goods and services were 16, 352 
United States exports of goods and services (excluding those fur- 
nished under economic and military grants in aid) were 14, 910 
So that foreign countries’ dollar receipts from goods and 
services exceeded expenditures by 1. 442 
Foreign countries received additional dollars from: 
Private remittances 475 
United States private direct investments and other loans 141 
U.S. Government loans, net 175 
Net dollar receipts of foreign countries from above items 
were 2, 533 
Foreign countries were able to increase their gold and dollar assets 
by . 2,414 
Foreign countries received additional goods and services in the 
amount of ‘ 6, 219 
Made possible by United States grants in aid 
Military aid 4, 234 
Economie aid and other transfers 1, 985 
Errors and omissions 119 
Total S fos 8,752 


United States balance of payments during the calendar year 194? 


{In millions of dollars} 


United States imports of goods and services were 8, 318 
United States exports of goods and services (excluding those fur- 
nished under economic and military grants in aid) were 17, 878 


So that foreign countries’ dollar expenditures for goods and 


services exceeded receipts by 9, 560 
Foreign countries received dollars from these sources: 
Private remittances 665 
United States private direct investments and other loans 999 
United States Government loans, net 6, 957 


Net dollar expenditures of foreign countries from above 
items were 939 
Foreign countries reduced their gold and dollar assets to cover ex- 


penditures z 1,919 
Foreign countries received additional goods and services in the 
amount of . : 1,918 
Made possible by United States grants in aid: 
Military aid 7 
Feonomic aid and other transfers 1, 844 
Errors and omissiuns J 980 


3,837 3, 837 
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Economic CONSEQUENCES OF ALTERED COLONIAL RELATIONSHIPS 
SUMMARY 


Changes in colonial status have had a very definite effect on the trade relations 
between the (former) mother countries and their colonies. There have, however, 
been several other factors, which have affected these relations. Moreover, such 
changes as have occurred may be the continuation of a long-term trend rather than 
the result of more recent political patterns. 

Other considerations which have entered the picture have included the ups and 
downs of prices, the fluctuations in the terms of trade, the inability of mother 
countries to supply certain types of capital goods on a competitive basis, and the 
emergence of the United States as the world’s leading foreign-trade nation. Con- 
versely, dollar shortages may at times have forced colonial countries to buy in the 
former metropolitan countries, although they may not have desired to do so. 

Altogether, the effect of political severance appears to have been stronger on 
investment earnings and on the placement of new capital than on the actual volume 
of trade. For the United Kingdom and the Netherlands the dwindling of earn- 
ings from investments in former colonies constitutes a serious balance of payments 
problem. In turn, they may look to other overseas areas as potential outlets for 
future capital investments. 

There is also the question whether, as political friction disappears, old trade and 
financial bonds can be reestablished. 

France and Belgium have maintained close economic relations with their colonial 
areas overseas, and France, in particular, has been able to ship an increasingly 
large percentage of her exports to the colonies. The relative protection which 
French exporters enjoy in the colonies has also produced certain disadvantages, as 
surpluses piled up vis-a-vis the colonies cannot be used to pay for trade deficits 
incurred elsewhere. 

The strengthening of United States trade with the colonial areas has been the 
result, among other things, of larger American raw material purchases, and of 
dollar funds made available by the United States to overseas countries, to be used 
for purchases in this country. 


Wuo Wovutp Benerit Most From FREER TRADE? 
SUMMARY 


After their virtual eclipse in the years immediately following World War II, 
West German exports have made a spectacular reappearance. At a time when 
the exports of other countries had passed their postwar peak, those of Germany 
were and still are expanding. Even now, however, West Germany accounts for 
a smaller share of world trade (both export and import) than before the war. 

Suropean manufacturers, particularly those of capital goods, are most con- 
cerned over the impact of West German trade on overseas markets, such as Latin 
America and the Near and Middle East. This concern does not extend to the 
United States market, and West German manufacturers, despite some gains in 
their American business, do not now consider the United States a major or worth- 
while outlet for capital goods. 

German successes in Latin America have been the most striking in any over- 
seas territory. Taking advantage of unutilized industrial capacity, West Ger- 
many almost doubled its shipments to Latin America between 1950 and 1951. 
Since then, however, German sales have failed to rise further, arty because of 
the payment difficulties experienced by some Latin-American Republics. Even 
now, Germany sends a somewhat smaller part of her exports to Latin America 
than she did before the war. 

Short delivery periods and satisfactory credit terms for capital-goods purchases 
have become the deciding factors in the Latin-American business, which is now 
more competitive than before. Germany enjoys no particular advantages over 
other European countries on those two points. 

West Germany has reappeared also in the near and middle eastern markets 
which are generally considered to be more valuable in the future rather than at 

resent. In actual volume German exports to this area have been small, and she 
as a long way yet to catch up with the United Kingdom, the strongest competitor 
in this region. 
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Nevertheless, Germany has been able to capture some important capital-goods 
orders in this part of the world. Some political factors, such as the reparations 
agreement with Israel and efforts to keep on good terms with the Arab nations, 
may also in the long run benefit West German trade with the Near and Middle 
Kast. 

Loss or Markets Now BeExinp THE Iron CurRTAIN 


SUMMARY 


Western European trade with Soviet Russia and her satellites today is clearly 
much smaller than in prewar years. Not only have exports to, and imports from, 
the Iron-Curtain countries failed to keep up with the overall increases in trade 
values, but they have actually declined absolutely, as the political gulf between 
the West and the East has widened. 

This pattern is even more evident in the case of Germany which before the war 
did relatively more business with the eastern countries than other West European 
nations. West German trade with the East now is at an even lower level than 
that of Western Europe generally, 

What is true of East-West trade in general applies also to the electrical industry 
in particular. Before the war, the eastern countries were a not inconsiderable 
market for electrical goods, especially exports from Germany. At present, such 
trade rarely goes beyond spare parts and accessories for installations made in 
prewar years. 

The situation is further complicated by the existence of extensive electrical- 
production facilities in the eastern zone of Germnay. It is, therefore, difficult 
to assess how far, in the absence of present restrictions on deliveries, the East 
would evince a genuine demand for West European electrical products. It is a 
reasonable estimate, however, that for West Germany the virtual disappearance 
of the East European markets constitutes a real loss, probably more so than for 
other Western European countries. 

It also appears likely that, given a different political constellation, much more 
of China’s foreign trade, particularly in the capital-goods field, would have been 
transacted with Western Europe and Japan. As matters stand, the Soviet Union 
and her European satellites now fill most of China’s import needs, though they did 
practically no business at all with her before the war. 
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United States merchandise trade with all areas and with Europe, 1931-58 
{In millions of dollars) 








Total trade Trade with Europe 
wa Trad Trad 

e 6 

Exports Imports | balance Exports Imports | balance 
1931-35 average ............... | 2, 025 1,713 +312 960 517 | +443 
aa 2. 456 2, 423 +33 1, 043 718 +325 
fe aaa 3,349 3, 084 +265 1, 360 843 +517 
RE i ee 3, 094 1, 960 +1, 134 1, 326 567 +759 
BE. o <n cd new conswnie 9, 739 4, 909 +4, 830 4, 097 796 +3, 301 
RR OL 15, 340 5, 755 +9, 585 5, 670 816 +4, 854 
SOG.....caddbecdundboteeveecercce 12, 651 7,123 +5, 528 4, 276 1, 120 +3, 156 
 _ ae a eee seus 12, 042 6, 622 +5, 420 4,115 925 +3, 190 
vans uionaneiiaiiilne atti 10, 275 8, 842 +1, 433 2, 946 1, 388 +1, 558 
ee ee 15, 020 10, 959 +4, 061 4, 038 2, 039 +1, 999 
DER. sinned ohino costed 15, 164 10, 713 +4, 451 3, 342 2, 028 +1,314 
SOUS Ree Bide incce~cncadunen , 060 5, 635 +2, 425 1, 446 1,175 +271 





Norte.—Trade fi s shown here represent recorded exports and imports as compiled by the Bureau of the 
Census and so will not agree with adjusted trade figures appearing in the balance of payments statements 


Source: U. 8. Department of Commerce, Bureau of the Census, 


ona allie Inc NN ls Ry aaa ewe aE T INC. Scania e ete: A ita 





United States balance of payments, 1946-53 


[Millions of dollars) 
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Wuo Woutp Benerit Most From FREER TRADE? 


(A representative of the Conference Board just back from an extended tour of Europe makes the following 
report on the possibility of loss of potential United States and other foreign markets by British, French, 
and other Allies to Germany and Switzerland, with the result that the “trade, not aid’”’ program would 
not provide permanent relief to our World War II Allies.) 


The spectacular comeback staged by Western Germany’s export business in 
the past 4 years has been one of the outstanding features of international trade. 
From $699 million in 1948 German foreign sales rose successively to $1,123 million 
in 1949; $1,981 million in 1950; $3,474 million in 1951; and $4,037 million in 1952. 
Swiss exports also have been substantial in the postwar era: In the same 5 years 
they increased from $799 million to $803 million, to $905 million; $1,078 million, 
and to $1,100 million. By comparison, Germany (i. e., all of Germany at that 
time) exported $2,257 million worth of goods in 1938, and Switzerland $301 
million. 

German as well as Swiss export totals, however, must properly be viewed against 
the gackground of a general rise in export values from which all West European 
industrial countries have profited. For all member countries of the OKEC the 
aggregate exports rose from $9,412 million in 1938 to $27,187 million in 1951 
and $27,144 million in 1952. Foreign shipments of the United Kingdom in these 
3 years were $2,603 million, $7,578 million and $7,541 million respectively. 
French exports advanced from $875 million in 1938 to $4,225 million and $4,047 
million in 1951 and 1952. Exports from Belgium-Luxembourg went up from 
$732 million to $2,633 million and $2,437 million, and so forth. American 
exports, incidentally, up from $3,057 million in 1988 to $14,868 million and 
$14,928 million in 1951 and 1952 moved ahead at an even faster clip. 

Thus, thanks to the rise in export prices and the expansion in world trade 
volume, all major industrial countries today have larger exports than they had 
before the war. It is only that in the case of Western Germany (but not in that 
of Switzerland) industrial recovery started relatively late, namely after the 1948 
currency reform, Consequently the increase in exports, further stimulated by 
the outbreak of the Korean war, began at a time when other countries had already 
been able to score major gains; it developed during a shorter period of years, and 
it has also gone on after other countries reached (and passed) their peak. While 
available German foreign-trade figures point to an additional increase in exports 
this year, it will probably be on a smaller order than that achieved between 1951 
and 1952. 

It is not surprising that the amazing recovery of Germany’s export trade after 
its virtual eclipse in the immediate postwar years should have caused much specu- 
lation as to what German competition may do to the export potential of the prin- 
cipal competitors. Concern has frequently been expressed, especially by British 
and French manufacturers, over the possibility that Germany might go from 
strength to strength, and such concern seems to center around overseas rather 
than European markets, though, of course, not entirely so. This preoccupation, 
with overseas markets evidently stems from the fact that European manufacturers 
persons makers of capital goods, regard territories like Latin America and the 
Near and Middle Fast as the most promising markets for future years, Opinions 
on the extent of the German “threat” (one does not ordinarily meet with similar 
concern regarding Switzerland’s export prospects) vary sharply; the question 
is also asked, however, whether Germany’s comeback can be considered complete 
before she has retained the share of world markets which she held before the war, 
and whether and when this event may occur. The Germans themselves, in fact, 
are apt to emphasize that they now account for a substantially smaller slice of 
world trade than in the prewar period. 

The fears of Germany’s European competitors at present are relatively slight 
where the American (United States) market is concerned. At the moment, 
actual competition is probably keenest in the Central and South American coun- 
tries, and on occasion also in the Near, Middle, and Far Eastern markets. The 
latter, though, tend to be regarded more by way of a long range proposition 
rather than a major export territory at this time. Meanwhile, German exports 
to West European countries, i. e., members of the European Payments Union, 
amounted to slightly less than 60 percent of all exports in both 1951 and 1952 
and are running at a rate just under 60 percent this year. German electrical 
exports also were 60 percent to Western Europe in 1952, compared with 65 percent 
in 1951, but less than 50 percent in 1938. 
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THE UNITED STATES MARKET 


There can be little doubt that German exports to the United States have dis- 
played considerable strength in recent years, if viewed against the background of 
prewar shipments. Faced with the necessity of paying for dollar imports and 
closing the dollar gap the Germans like other European countries have gone to 
considerable trouble to expand their sales to the United States, and their efforts 
have met with a measure of success. Even so, the American trade is only a 
small fraction of Germany’s exports today. In 1938, German exports to the 
United States totaled $65 million, or barely 3 percent of the total foreign shipments 
of $2,257 million. In 1951, following an extensive ‘‘dollar export drive,’’ German 
exports climbed to $229 million out of a total of $3,474 million, or slightly in excess 
of 6 percent. Last year, German exports to the United States amounted to 
$250 million out of $4,037 million, again just over 6 percent. 

Talks with German businessmen indicate their belief that, given lower American 
customs tariffs, they can increase their sales here, especially in the fields in which 
they already operate, such as toys, procelain, and cameras. They realize, how- 
ever, that these are somewhat limited markets and they believe that there is 
little hope of their breaking into major American mass consumer goods markets. 
Nor do they appear particularly anxious to enter the American capital goods 
field beyond what might be described as occasional forays. Their general attitude 
in this respect seems to be that the American market is too highly competitive 
at alltimes. They believe that other markets, such as Latin America, for example, 
are more promising. They possess few of the sales and service organizations in 
this country which a major sales campaign for capital goods requires, and it would 
be costly to set them up. Fears as to the effects of a possible American recession 
on such export business is an additional factor. These fears are also held with 
regard to many of the consumer goods now shipped to the United States, because 
many of them are high quality, if not luxury, goods which, it is thought, would 
be the first to suffer from any business decline in the United States. 

German exports to this country are now at a higher rate than before the war, 
but this does not appear to have been to the detriment of, say, British or French 
sales here. British exports to the United States, in fact, have risen a little faster 
since the war than United Kingdom exports generally. This has not been quite 
the case with French exports, but there is no indication that German and French 
goods here, or for that matter German and British goods, have been in intense 
competition or are facing such competition in the near future. 


THE LATIN-AMERICAN MARKET 


Conditions in Latin America are rather different. Latin America was a major 
export territory for Germany before the war. A substantial German recovery 
has occurred there in the past few years. There is a tendency, evident in con- 
versations with German and other West European manufacturers, to regard the 
area as a “privileged hunting ground” for Germany, although others do not 
necessarily accept this as the final word. Furthermore, the Latin-American 
market since the war has become to a far greater extent a market for capital 
goods and the scene of major investment projects. It promises to remain so for 
years to come, and as such is probably of even greater interest than previously to 
the major industrial countries. 

An indication of this is given in the 1951-52 economic survey on Latin-American 
economic conditions which was prepared by the Economic Commission for Latin 
America of the United Nations Economic and Social Council. During 1951, 
this survey states, the volume of West European exports to Latin America was 
some 20 percent above that of the first half of 1950. Indeed, the volume of 
electric motors and machinery, machine tools, textile machinery, tractors, rolling 
stock, and other capital exports was well over 30 percent higher even though, as 
in the last quarter of 1951, some declines were apparent. 

There were, however, important changes in the source of imports from Europe. 
Those from the United Kingdom recorded a lower level than in 1950. In part 
this was due to declines in British output, but it also took place because a larger 
share of British exports was directed to sterling area countries, many of which 
had been accelerating their programs of economic development. These tendencies 
were also noticed in the trade of other European countries, e. g., France, Belgium, 
Italy, whose 1951 exports to Latin America rose at a slower rate than those 
shipped to the sterling area. 

The most notable exception, the survey continues, was Germany. Her trade 
with Latin America rose rapidly throughout 1951. While the aggregate German 
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export volume in 1951 rose by some 43 percent over 1950, exports to Latin America 
almost doubled. This was possible because Germany, while utilizing hitherto 
underemployed output capacity, was also entering into credit arrangements with 
several Latin-American republics. In 1951, Germany’s trade recovery accounted 
for more than half of the total increase of European exports to Latin America. 

In 1952, however, this trend did not continue. European exports to Latin 
America decreased, due both to the lack of industrial capacity (especially for 
capital-goods output, even though this was not always true in the case of Germany) 
and because of continued shortages of certain raw materials. In other cases, 
particularly that of Germany, exports fell slightly because of import restrictions 
in Latin America and the reduction in credit facilities. 

It may be added here the latest German trade figures published by the Bank 
Deutscher Laender show that German exports to Latin America continued to 
decline moderately in the first half of 1953, down from $182 million in the first 
6 months of last year to $173 million this year. While this may be largely ac- 
counted for by lower German export prices, there is considerable concern over the 
drop, from the first half of 1952 to the first 6 months of 1953, of German imports 
from Latin America from $154 million to $101 million. It is realized in Germany 
that in the long run exports cannot exceed imports by such a substantial margin. 

The fact that the rapid rise of German exports did not continue after 1951 is no 

roof, of course, that it may not be resumed at a later time. Meanwhile, however, 
it is doubtful whether Germany can be said to have regained all the ground she 
lost during and after the war. Exports to Brazil, for instance, accounted for 4 
percent of Germany’s export trade last year, compared with less than 3 percent 
in 1936. In the case of Argentina, however, the 1952 percentage was about the 
same as in 1936, and for Chile and Mexico it was actually smaller. (Switzerland, 
incidentally, sent 7 percent of her foreign shipments to those 4 countries last year, 
against only 5 percent in 1936.) 

On the other hand, there is the fact that Germany which in 1938 shipped roughly 
30 percent of the total exports of the OEEC countries to Latin America, con- 
tributed only 13 percent of such exports in 1951, and a little over 17 percent last 

ear. Moreover, Latin American purchases from the United States which in 1938 
had been just under one-half of those effected in the OEEC countries, last year 
exceeded imports from all the OEEC members by about 80 percent. Switzerland 
contributed 4 percent of all Latin-American imports from OEEC countries in 1951, 
and 3% percent in 1952, against only 2 percent in 1938, but it must be added that 
the Swiss share had been as high as 7 percent in 1948 and still over 5 percent in 
1950. 

Evropean businessmen all appear agreed that the Latin-American market has 
become highly competitive in the past 2 years; the deterioration in Latin America’s 
ability to pay for the goods imported is in part responsible. As regards capital 
goods, this lends even further emphasis to what in such transactions has always 
been very important; namely, the credit terms which the would-be supplier of 
this type of goods can offer to the potential customer. According to mos. English 
manufacturers, satisfactory credit terms now are far more important in securing 
large orders than the actual] price, and short delivery periods rank second only to 
credit terms. A similar belief is reflected also in the uneasiness of German manu- 
facturers over their capital shortage which makes it difficult for them to offer 
attractive credit terms; time and again during recent years businessmen and trade 
associations have urged the Government to raise additional funds which would 
enable exporters to make better credit facilities available to purchasers of capital 
goods in overseas countries. 


THE NEAR, MIDDLE, AND FAR EASTERN MARKET 


If the Latin American market is valued highly because of its future potential, 
as distinct from the volume of current business, this applies even more so to the 
Near, Middle, and Far East market. Here, too, Germany has been able to 
reassert herself during the past few years. Immediately after the war, German 
trade with these areas was very small, and it was not until after 1949 that a sub- 
stantial increase set in. Malaya, Indonesia, Pakistan, India, and Ceylon became 
the chief sources of supply, and India, Indonesia, and Malaya were the chief 
markets for German products. The recovery of German trade was even more 
marked in 1951 thanin 1950. Inthe Near Eastern countries also, German exports 
have scored substantial gains, although the volume of all these sales is relatively 
small still, if compared with German exports genera 


lly. 
The significance of German exports to the So-éalled ECAFE countries, namely 
India, Pakistan, Ceylon, Burma, Malaya, Indonesia, Thailand, the Philippines, 
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and Hong Kong, lies largely in the fact that an unusually high percentage of these 
shipments consists of heavy industrial goods. This was true in the years before 
the war, and it has again become true since then. As noted by the Economic 
Commission for Asia and the Far East of the United Nations Economic and Social 
Council in its preliminary report on trade between the ECAFE region and Europe 
(December 31, 1952), heavy industrial items accounted for more than 80 percent 
of German exports to the ECAFE region in 1938. The same items constituted 
only about one-third of France’s exports to that region, less than one-third in the 
case of the Netherlands, and 46 percent of those of the United Kingdom. In the 
postwar years, there has been a marked increase in such products in United King- 
dom exports from 46 to 63 percent in 1951, but Germany, despite the previous 
high level, was able to step up the percentage of heavy industrial goods still 
further to 88 percent in that year. In the case of France and the Netherlands, no 
change took place. (Heavy industrial goods, according to the report, include 
such items as metals, machinery, vehicles, and other transportation equipment 
and chemicals. 

As of 1951, German exports to this area were still below one-fifth of the volume 
of United Kingdom shipments, and the total German export volume was not as 
high as it had been in 1938, namely $216 million against $259 million at constant 
prices. British exports, on the other hand, had gone up from $683 million to 
$1,175 million. The report comes to the conclusion, however, that German 
prospects in this region appear very bright. 

Since then, nothing has happened which would cast doubt upon this statement. 
Germany has been able to initiate, or to participate in, several major investment 
projects, such as for instance the setting up of a huge steel mill in India which is 
to be undertaken by two German companies, the DEMAG and the Friedrich 
Krupp A. G. Similar projects have also reached a more or less advanced stage of 

reparation in several other countries, e. g., Pakistan and, further to the west, in 
Sgypt. It seems certain that in this region Germany will present an increasingly 
important challenge to the United Kingdom which until now has dominated the 
export business. There is little indication, however, that other countries, such 
as Switzerland, will similarly threaten the position of the United Kingdom, 
although they may, of course, secure an important order now and then which 
British manufacturers may have coveted. 

Two other points might be mentioned. In the first place, the rising oil revenue 
which many near and middle eastern countries now enjoy may well enable them 
to increase their purchases of both consumer and producer goods, and Germany 
is certain to benefit from such additional buying, all the more so because she buys 
about 90 percent of her imported oil in these countries. Second!y, the reparations 
deliveries which Germany has undertaken to send to Israel over the next few years 
may well help to establish German goods in the Near East; there will also be a 
tendency in Germany to trade as much as possible with the Arab countries to 
counteract any antagonism which the Israel Reparations Agreement has evoked 
in those countries. 

In the near, middle, and far eastern markets the extent of German capital goods 
deliveries in the next few years will, of course, be in part determined by such credit 
facilities as the German manufacturers and exporters can make available. 


Loss oF Markets Now BeExInp THE IRON CURTAIN 


Trade of Western European (and other) countries with the countries behind 
the Iron Curtain undoubtedly has fallen off sharply in the postwar period, and 
this decline has become more marked in recent years as the gulf between the West 
and the East has widened. However, even in the years before the war, business 
in the Soviet Union and her (now) satellites, to wit Bulgaria, Czechoslovakia, 
Hungary, Poland, and Rumania, averaged only a relatively small share of total 
foreign trade of Western Europe. There were exceptions to this pattern, chief 
among them Germany which, especially in the thirties, transacted a considerable 
volume of trade with her Eastern neighbors. 

While a comparison of West European exports and imports in 1937 and 1938, 
with those in 1951 and 1952, indicates a substantial rise in values, and to a lesser 
extent also in volume of goods shipped, export and import business with the 
Eastern countries not only has failed to keep step with these increases, but has 
actually dropped absolutely. 

Exports of West European nations now belonging to the OEEC (all subsequent 
figures, unless otherwise stated, taken from OEEC trade statistics) amounted to 
altogether $10,271 million in 1937 and $9,412 million in 1938. By 1951 and 1952 
they had risen to $27,187 million and $27,144 million respectively. Exports to 
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the Soviet Union and her satellites (to which presumably a certain amount should 
be added for illegal transactions) were down to $720 million and $700 million in 
1951 and 1952, against $807 million and $704 million in 1937 and 1938, Thus, 
from about 8 percent of West European exports before the war shipments to Russia 
and her satellites declined to little more than 24% percent in the past 2 years. 

Imports tell the same story. In 1937 and 1938 purchases of the (now) OEEC 
countries from the Eastern states amounted to $1,194 million and $921 million, 
representing slightly more than 8 percent in 1 year, and slightly less than 8 percent 
in the other of their total imports of $13,970 million and $12,739 million. In 
1951 and 1952 comparable imports were only $899 million and $837 million, or 
somewhere between 2 and 3 percent of their overall imports of $33,690 million 
and $32,298 million in those 2 years. 

In the case of Germany, which nenesieiene, before the war did more trade 
with the Eastern countries than any other OEEC member, the decline in the 
postwar years has been more pronounced. In 1937 and 1938 German exports 
amounted to altogether $2,374 million and $2,257 million, of which $299 million 
and $283 million respectively went to the East, or about 13 percent in each year. 
By 1951 and 1952, German exports had dropped to $64 million and $50 million 
respectively, i. e., less than 2 percent of the $3,474 million worth of goods shipped 
abroad in 1951, and little more than 1 percent of the 1952 export total of $4,037 
million. Postwar figures of course, apply only to Western Germany, and there 
is no doubt that additional deliveries, perhaps very substantial ones, reached 
the Soviet Union and the satellites from Eastern Germany in these years. Never- 
theless, it appears certain that Germany, i. e., the Federal Republic of Western 
Germany, has lost an important market for her products. 

To a lesser extent, this also applies to most other OEEC countries. It can even 
be argued that in the most ‘‘favorable”’ case, that of Sweden, the slight percentage 

ain achieved over prewar trade has been so small as to be devoid of significance. 
1937 and 1938, Swedish exports to the six East European countries totaled $29 
million and $30 million respectively, or just under the just over 6 percent of 
Sweden’s entire exports in these 2 years. By comparison, Sweden was able to 
ship $125 million worth of goods to the East in 1951, and $118 million in 1952, a 
little over 7 percent of her total foreign sales in each year. 

Regarding other West European countries, the value of British as well as French 
exports to the Soviet Union and the satellites last year was lower than in either 
1937 or 1938, and also accounted for a much smaller share of British and French 
foreign sales in prewar years. The value of Dutch exports was about the same 
last year as it had been just before the war, and Belgian and Swiss shipments were 
slightly up. In none of these three countries, however, had exports to the East 
kept step, even remotely, with the overall expansion of foreign trade. 

What is true of export trade in general also appears to apply to exports of elec- 
trical products. This, at least, is borne out by the statements of various English 
and German manufacturers, as well as by the export figures published by the 
German Central Association of the Electrical Industries. According to the latter, 
electrical exports to the East amounted to RM51 million in 1938; this figure 
includes shipments to Lithuania, Latvia, Estonia, and Danzig which have since 
been incorporated in either the Soviet Union or Poland. The 1938 electrical 
Eastern exports corresponded to just of 15 perme of the German electrical export 
total of RM336 million for that year. In 1951 and 1952, however, electrical 
exports to the East aggregated DM18 million and DM21 million respectively 
(DM 100 equal $23.80), out of total electrical exports of DM530 million and DM776 
million. Thus, much like overall exports, shipments of electrical goods to the 
East had declined to slightly over 3 percent in one year, and slightly under 3 
percent in the other. Spokesmen of the Central Association are of the opinion 
that deliveries in the past few years have included little else but spare parts and 
accessories for installations and equipment sold to the East by Germany in the 
years before the war. 

In the case of the German electrical industry more than that of other West 
European countries an additional problem arises. Before the war, the Eastern 
zone of Germany held extensive production facilities in this field, about 15 percent 
of German electrical capacity altogether. To this must be added such capacity 
as may have been installed since then, reported to be substantial, plus such capac- 
ity as either existed or has since been constructed in the Eastern sector of Berlin. 
Without this alternative capacity within the Soviet orbit, the countries behind 
the Iron Curtain might have had to make greater calls on the electrical industry 
in the West, particularly in Western Germany. Conversely, even if no limitations 
or restrictions had been placed on East-West trade, the East German plants would 
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still have reduced the volume of business available to the West German com- 
panies. (In this connection it might be added that unification of Germany would, 
of course, create a totally different situation in the electrical manufacturing field, 
and that German producers are aware of, and a little disturbed over this possibility. 
Needless to say, it is not a situation confined to the electrical industry.) 

It is impossible to determine what potential business and business opportunities 
were lost to Western Europe by the cutting off of Eastern Europe. It can in fact 
be argued that in many cases with production facilities fully utilized, the losses 
so far have been paper losses rather than actual ones, and that many countries, 
moreover, have been able since the war to adjust their economies entirely to the 
absence of the East European markets. In the case of Germany, however, it 
would be difficult to maintain this argument, as Eastern Europe obviously con- 
stituted too important a market before the war. Also, it appears likely that 
given free and untrammeled access to Eastern European countries Germany 
would have been in a better position to avail herself of business opportunities 
there, owing to her geographical advantages. 

It is equally impossible to state how Western European trade with the Chinese 
mainland might have developed under different political conditions. Two perti- 
nent facts, though, emerge from data contained in the August 1953 Economic 
Bulletin for Asia and the Far East, published by the United Nations. First, 
production of principal industrial commodities, such as iron and steel, coal, oil, 
cement, etc., rose sharply in 1951 and 1952; in the latter year output of 35 major 
industrial products rose to an average of 126 percent of the pre-1949 peak, as 
compared with only 56 percent in 1949. Thus, it can be presumed that exten- 
sive deliveries of capital goods were required and procured by China in the past 
few years, and it is likely also that this demand continues unabated. 

Secondly, China’s foreign trade appears to have switched predominantly to 
the Soviet Union and the Kast European satellites. While estimates of her trade 
with other countries indicate that her exports dropped from $473 million in 1951 
to $334 million in 1952, and her imports from $440 million to $152 million, it 
must be remembered that trade outside the Communist orbit now represents 
only a small fraction of China’s foreign business. The Soviet Union and the 
East European countries, which before the war contributed less than 1 percent 
to China’s total trade, last year accounted for more than 70 percent thereof. It 
is not unreasonable to assume that under a different political constellation a 
substantial part of this business would have been transacted with the industrial 
countries of Western Europe. 


Economic CONSEQUENCES OF ALTERED COLONIAL RELATIONSHIPS 


Trade between prewar colonial powers and their then possessions overseas has 
undergone considerable change in the years since the war. Frequently this has 
been to the disadvantage of the mother country. Trade bonds have remained 
much closer where the colonial status has not been upset than they have where 
relationships have undergone marked change. This is true of the Belgian and 
French overseas territories, and in the case of British and Dutch possessions which 
have not been detached. 

Changes in colonial status, however, clearly furnish only one reason for the 
different trade structure now existing between former mother countries and 
their erstwhile possessions. The trend toward industrialization in many overseas 
areas is another factor responsible for the change. Frequently, the result has 
been a smaller demand for consumer goods customarily bought in the mother 
country and a corresponding increase in capital goods requirements which at 
times may have exceeded the mother countries’ ability to deliver. The simul- 
taneous emergence of the United States both as an exporter and as an importer 
on @ much bigger scale than before the war has also tended at times to deflect 
trade from its former channels. The availability of special dollar funds, American 
technicians, etc., have presumably worked in the same direction. 

The decline of trade between mother countries and their former colonies at 
times seems to have been the continuation of a trend started many years previously. 
Indonesian imports from Holland, for instance, began to decline relatively at 
the time of the First World War.! In 1913, Holland accounted for 36 percent 
of the Dutch East Indies’ imports, but in the twenties and early thirties this 
share declined steadily, first to 20 percent in 1929 and subsequently to 13 percent 
in 1935, owing largely to the open-door policy pursued until then by the Dutch 
colonial authorities. Special measures taken to keep out the flood of Japanese 


! Economische Vorlichtingen, August 21, 1953, p. 14, 15. 
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imports succeeded in raising the Dutch share to 22 percent by 1938. After the 
war, however, the decline set in again, and this time, of course, Indonesian inde- 
pendence precludes any legal countermeasures on the part of the Dutch. 

Year by year changes in business conditions, more particularly the ups and 
downs of import and export prices and the alterations in the “‘terms of trade’’ 
also appear to have had a considerable effect on the volume of trade between 
mother countries and colonial territories. 

Naturally, conditions have varied substantially from one area to another. 
Where the exchange of goods today is smaller than it was before the war, the 
decline invariably has been relative rather than absolute. The value of exports 
and imports is in every case now larger than it was 15 or 16 years ago, thanks to 
higher prices on the one hand and the expanding volume or world trade on the 
other. 

There have been factors also in the postwar world which have helped to 
strengthen rather than to weaken trade bonds between the mother couatry and 
the overseas tenitory. Dollar shortages may have forced the would-be overseas 
eustomer to turn to the mother country (within the same currency area) instead 
of to another supplier although for political or emotional reasons he may have 
been reluctant to do so. In the case of India, Pakistan, Ceylon, etc., and, of 
course, of other Commonwealth members the availability of large sterling bal- 
ances in the United Kingdom which had been accumulated during the war, com- 
bined with the much higher prices they could obtain for their raw materials, 
led to a sharp postwar increase in purchases made in the United Kingdom which 
was not matched by a corresponding expansion of United Kingdom imports from 
the overseas sterling area. The volume of United Kingdom imports from the 
overseas sterling area in 1949-50 was only 8 percent above the average volume 
for the years 1934 through 1938, whereas United Kingdom exports to the overseas 
sterling area were up 65 percent. In the case of many specific goods, the postwar 
increase in exports was even substantially higher. United Kingdom machinery 
exports to the overseas sterling area in 1949-50, for instance, were up 139 percent 
from the 1934-38 average, and these shipments to the overseas sterling area ac- 
eounted for 52 percent of all machinery exports. 

Considerations of a special nature operate in the electrical equipment field. 
Repair and replacement purchases for existing installations tend to be made in 
the country which carried out the original installation. Thus, the introduction 
of British equipment in India before the war would naturally create certain 
lasting advantages for British electrical manufacturers despite the political changes 
taking place since. 

The deterioration of the investment situation may be of more significance in 
the long run than the immediate changes in the volume of exports and imports. 
Britain and Holland especially have seen a rapid shrinking of their investments 
overseas, the earnings from which provided them with the means to pay for their 
former trade deficits. There can be little doubt that the shrinking of these 
investments has been due, in part at least, to the severance of political ties. 
British investments in India and Pakistan, for instance, declined by 319 million 
pounds sterling or 82 percent between 1938 and 19482, whereas British invest- 
ments in the Commonwealth generally dropped by only 48 percent during the 
same period. Dutch investments abroad, a large section of which was placed in 
Indonesia, either had to be liquidated in the postwar years, or else lost value 
as a result of political tensions.’ Dutch revenue from foreign investments which 
had averaged 400 million guilders annually in the late twenties, dropped to 162 
million in the 1934 crisis year, was 132, 215, and 163 million guilders respectively 
in 1948, 1949, and 1950, or between 50 million and 70 million guilders in 1938 
purchasing power. 

In addition, considerable difficulties are now encountered in maintaining exist- 
ing investments in Indonesia. As pointed out by the Dutch Foreign Ministry 4, 
efforts are now under way in Indonesia to nationalize existing foreign enterprises, 
to set up new state-operated enterprises, and to give financial support only to 
newly established private Indonesian enterprises. Moreover, the transfer of 
certain interest and dividend payments has already been restricted, and there 
exists a danger of even further limitations. 

Likelihood of new investments in the overseas territories is, as a result, greatly 
reduced. Exporters, especially exporters of capital goods and equipment, must 
thus forego the considerable a which such investments would ordinarily 
give to the national economy of the mother country. There may be attempts 

2 United Kingdom Overseas Investments, 1938-48 (Bank of England). 


§Economisch-Statistische Berichten, November 1951. 
4 1952-53 Yearbook of the Dutch Foreign Office. » 
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also to turn to other areas—in the case of Holland to underdeveloped countries 
and perhaps the British dominions—as potential outlets for future investment 
activities, provided economic conditions at home make capital exports feasible.’ 

While the modification in colonial status may have affected both the volume 
of mother country exports to and imports from the former colony, the effect has 
probably been more pronounced on exports. There is little evidence to show that 
access of European countries to raw materials in their former overseas possessions 
has been limited by factors other than their ability to pay. 

The above-mentioned casting around of the Dutch (and possibly of others) for 
alternative investment fields also raises an additional possibility. Deprived of 
the dominant position which it formerly held as an exporter to its own colonies, a 
country may redouble its efforts to establish itself in other markets. Holland, 
for instance, has been very successful in the past three years in stepping up exports 
to countries like India, Pakistan, and Ceylon. Conversely, a country like France 
which has been able to maintain and even expand the flow of shipments to her 
overseas possessions, may at times regret the fact that this might preclude the 
possibility or feasibility of opening up new outside markets. The fact that French 
Metropolitan exports to overseas possessions which in 1949 and 1950 accounted 
for 136 and 138 percent respectively of imports from these areas * rose even further 
to 163 percent of imports in 1951 (a relative as well as an absolute increase) did 
not give rise to a surplus available for covering trade deficits incurred vis-a-vis any 
other country. 

As and when the animosity abates which existed in the colonial territories in the 
years preceding and immediately following their gain to political independence, 
trade relations may once again become closer than they are now. This belief 
appears to be held by many Englishmen with respect to India. It is based on the 
fact that in the 6 years since the partition trade has not decreased as much as had 
originally been anticipated. Before the partition, India bought 73 percent of her 
capital goods in the United Kingdom. At present the rate is 4] percent but the 
trend appears to be up, according to the chairman of the British Engineers 
Association. It is said in some quarters that being used to British ways and 
systems, India will gradually draw closer to the British again. In Holland, too, it 
has been noted that after the Dutch quota of Indonesian imports declined succes- 
sively from 21 percent in 1949 to 17 percent and 12 percent in 1950 and 1951, it 
began to rise slighily to 14 or last vear. 

Even so, the decline of Dutch exports to Indonesia still stands out as among 
the most marked in the mother country-colony relationships. Indonesian 
deliveries to Holland, on the other hand, have remained much more constant. 
They made up about 21 percent of Indonesia’s (Dutch East Indies) exports in 
1938, and they were again between 21 and 22 percent in both 1951 and 1952.7 
Indonesian purchases from the United States, by contrast, climbed from under 7 
percent of all imports in 1938 to over 17 percent in 1952. Increased dollar earn- 
ings since the latter part of 1950 and dollar receipts from United States aid pro- 
grams made it possible for Indonesia to pay for the large imports.® 

There has also been a substantial decline in Indian imports from the United 
Kingdom, compared with prewar ratios. From just over 30 percent of all imports 
in 1938 they dropped to slightly more than 20 percent in 1950 and to less than 
17 percent in 1951. Indian exports to the United Kingdom also declined from 
34 percent of all outgoing shipments in 1938 to about 23 percent in 1950, but rose 
somewhat to 26 percent 1 year later. While Indian sales to the United States 
have remained lower than those to the United Kingdom, purchases from the 
United States which in 1938 were barely one-fifth of imports from the United 
Kingdom, were almost as large as imports from the United Kingdom by 1950, 
and exceeded them by roughly 80 percent in 1951. 

No prewar figures exist for Pakistan. Ceylon, however, has not changed much 
as an export market for British goods generally. A little more than 20 percent 
of Ceylon’s imports came from the United Kingdom in 1938, and this ratio was 
still the same in both 1950 and 1951. Ceylonese exports, of which more than 
one-half went to the United Kingdom in the prewar year, but less than 25 percent 
in 1950, developed differently, though in 1951 shipments to the United Kingdom 
once again went up to 33 percent of all exports. American trade with Ceylon 
lagged well behind that of the United Kingdom, on both the import and the ex- 


+ Economisch-Statistische Berichten, November, 1951. 
6 Etudes et Conjoncture—Economie Francaise, 1952, No. 2, p. 166. 


’ All subsequent figures, unless otherwise stated, are taken from the 1952 U. N. International Trade 
Statistics Yearbook. 


Re U. N. Economic and Social Council: Preliminary report on trade between the ECAFE region and 
rope. 
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port side, in all these years. In Burma also the United Kingdom has maintained 
its position as a supplier with 20 percent more or less of Burma’s total imports 
both before and after the war. nly 5 percent of Burma’s exports, however, 
went to the United Kingdom in 1951, compared with nearly 15 percent in 1938. 
In Burma, Japan has emerged both as a major supplier and customer, having done 
very little business with that country in 1938. 

By contrast, trade ratios between France and Belgium on the one hand and 
their colonial empires on the other are not only considerably higher, but in some 
cases they have actually gone up since the war. Of Indochina’s imports, for 
instance, 54 percent was supplied by France in 1938; both in 1950 and 1951 
about 76 percent of all imports was French. France also took just over 45 per- 
cent of Indonesia’s exports in 1938, but this declined to about 38 percent in 1951. 
Both on the export and on the import side the United States share of the Indo- 
nesian market remained rather small. 

This has not been so in the case of the Belgian Congo where imports from the 
United States increased from 8 percent in 1938 to almost 25 percent in 1952, and 
where exports to the United States advanced from a little over 1 percent to 
nearly 8. This, however, does not appear to have affected the substantial Belgian 
share in this market to any large extent. About 47 percent of all Congo imports 
eame from Belgium and Luxembourg in 1938, and in 1951 and 1952 Belgian- 
Luxembourg products still accounted for 40 percent more or less of all Congo 

urchases abroad. Of the Congo’s exports, though, only 43 percent went to 
oS agg pan last year against about 83 percent in 1938. 


GOTTFRIED HABERLER, PROFESSOR OF ECONOMICS, HARVARD UNIVERSITY 


“Tt is well known that economic recovery in Western Europe after the war as 
measured by real output and income has been fairly satisfactory and rapid. In 
every country (with the sole exception of West Berlin) industrial production is 
well above that before the war—in Western Germany where recovery had a much 
later start, 20 percent; and for the rest of Western Europe about 50 percent above 
the 1938 level. 

“Total output has risen less, because agricultural production was slower to 
recover. Real national income per capita of the population has risen still less for 
the following reasons: Growth of population, losses of overseas investment income 
(estimated by the Economic Commission for Europe at about 1 percent of the 
aggregate product of Western Europe), and deterioration in the terms of trade 
averaging (in 1951 as compared with 1938) about 3 percent of the product of the 
whole area. Taking these factors into consideration ECE estimates that real 
national income per capita of population in 1951 was still lower than before the 
war in Western Grtmainy. equal to prewar income in Italy, less than 10 percent 
higher in the Netherlands, 10 to 15 percent higher in the United Kingdom, France, 
and Denmark, 20 percent higher in Switzerland, 25 percent higher in Belgium, 
over 30 percent higher in Sweden. 

“Real private consumption per capita which we may take as a rough index of 
economic welfare has gone up still less because a larger part of the national 
product is being invested or used by governments for unproductive (including 
military) purposes. It is impossible to give a concrete figure for average private 
ee but it is probably a little higher than before the war on the average, 
although somewhat lower for some countries. The great change in the income 
distribution (in the direction of greater equalization) which has taken place in 
many European countries makes comparison difficult with that before tne war. 

* * * * * * * 


“Tt is equally well known, however, that Europe’s balance of payments is not 
as satisfactory as the recovery of output and national income. ‘True, here too 
great progress has been made. ‘The current deficit of Europe with the dollar area 
has been sharply reduced from about $7 billion in 1947 to something between $2 
and $3 billion in 1952. (These are the figures given by the Organization for 
European Economic Cooperation. The exact size ot the deficit depends on the 
classification of some doubtful items and is probably smaller than the figure 
indicates. But as a measure of improvement the quoted figures are acceptable.) 
But there is still an uncomfortably large dollar gap. Moreover, the situation is 
precarious inasmuch as the dollar reserves of most European countries are in- 
sufficient to take care of even a moderate widening of the gap which may easily 
occur, and the gap would be much larger, if uneconomic pa discriminatory trade 
restrictions were removed. 

“Now, I am not going to forecast what actually will happen. Many things 
may happen which would interfere with the adjustment process that cannot be 
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foreseen. There may be a new flareup of inflation abroad or simply a letup in 
disinflationary policies; there may be a recession in the United States, and even 
a very mild one would have most serious repercussions on the balance of pay- 
ments; there may be a recrudescence of import restrictions in the United States, 
especially in case business activity began to slip from its present high level. 

“But I do not want to engage in the morbid game of enumerating everything 
that may go wrong; it would be easy to think of all sorts of policies and accidents 
that would immediately result in a widening of the dollar gap. Let us assume 
that these mistakes are avoided; that the guards against inflation abroad are 
not let down but strengthened where necessary; that barriers against imports 
in the United States are reduced, at least not raised; and that a recession in the 
United States is avoided. 

“Under these conditions I see no reason why the European balance of pay- 
ments should not continue to improve and payments equilibrium be achieved 
speedily.”” (From: International Economic Outlook, Proceedings of the Academy 
of Political Science, May 1953.) 


M. A. KRIZ, FOREIGN RESHARCH DIVISION, FEDERAL RESERVE BANK OF NEW YORE 


“Tt had become apparent by early 1949 that the postwar rise in output could 
not be relied upon to alleviate, by itself, the balance of payments disequilibria so 
long as exchange rates remained ‘overvalued’ in terms of the dollar. After this 
situation had been ended by the widespread devaluation of most nondollar cur- 
rencies in the fall of 1949, not only did the competitive position of exports from 
the devaluing countries to dollar and other markets improve, but because of the 
rise in local-currency prices of gooas from the dollar area, imports from the United 
States were effectively discouraged. Certain serious distortions that have devel- 
oped in more recent vears in international price and cost relationship still remained 
to be corrected in mid-1953; but in contrast to 1949, these were confined to a few 
countries. 

“The recent improvement in the international payments position seems there- 
fore to have been of a sturdier character than the earlier recovery from October 
1949 to June 1951. In the first place, the recent rise in gold and dollar holdings 
has not, as in certain countries after the outbreak of hostilities in Korea, been at 
the cost of a general depletion in raw material stocks. Secondly, the recent im- 
provement, in contrast to that of 1950 and early 1951, has been accomplished 
without a rise in prices of primary commodities originating in the sterling area; 
such prices are now at about the level of mid-1950. In addition, the economies 
of Western Europe, Canada, and the United States have been operating at (or 
close to) alltime record levels, despite the subsidence of the inflation-nurtured 
boom in much of Europe and in the primary-producing countries, as well as in 
North America. Furthermore, the ability of the Western European and Canadian 
economies to cope with the problem of transferring resources to dollar-earning or 
dollar-saving tasks has been enhanced by their increased reliance both upon con- 
trols over the availability and the cost of credit and upon the price mechanism; 
the structure of prices, particularly in Western Europe, is also more competitive 
today than 5 years ago. Finally, the stretching out of rearmament programs has 
reduced the pressure on certain raw materials and on engineering industry capacity, 
and thus should make it somewhat easier for Western European countries to export 
metal manufactures to foreign markets. 

‘‘Nevertheless, there are still several reasons for caution in interpreting the 
recent improvement in the world payments position. First, by mid-1953 the 
nondollar world was still receiving grants from the United States in excess of its 
actual dollar deficit; and this aid is being greatly reduced. In addition, the United 
States Government is purchasing a large amount of goods and services abroad, 
including stockpiling, military offshore purchases of commodities that are then 
donated by the United States as part of the military aid, construction outlavs on 
airfields and other military installations for use of the NATO forces, and the 
maintenance of United States forces overseas; these expenditures are relatively 
temporary in character. 

“Furthermore, the movement toward a more balanced position has been aided 
considerably by developments in the United States, where at certain periods 
during 1952 a continuing high level of demand contrasted with declining demand 
in Western Europe; the greater expansion of industrial activity in America than 
in Europe raised the demand for imports in the United States and at the same 
time tended to reduce the import demand in Europe. Also, to the extent that 
the drain on gold and dollar holdings or even an increase in reserves resulting 
partly from more stringent exchange and import restrictions, it cannot be regarded 
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as a sign that a truly stable and satisfactory dollar balance has been established; 
it is only when proper monetary and fiscal policies relieve the pressure of aggre- 
gate demand that a self-sustaining external balance can be esteblished. In addi- 
tion, the improvement in the dollar positions of many nondollar countries has 
tended to lag behind the improvement in their overall balances of payments; 
and the improvement in the gold and dollar holdings of some countries has to a 
certain extent been merely the counterpart of a deterioration elsewhere. Even 
though the overall payments problem appears to be easing, certain countries still 
have considerable dollar deficits in their balance of payments; however, these 
appear mainly attributable to special circumstances. 

“Finally, the remaining payments difficulties also reflect, to a varying extent 
according to countries and areas, various maladjustments of a structural nature. 
For instance, the American economy appears to exert a dominating influence on 
the outer world because of its larger resources, its greater productivity, and the 
speed with which it exploits technical innovations; and some of the dollar prob- 
lems of the outer world are undoubtedly attributable to these factors. There are 
also deep-seated maladjustments in the patterns of trade among the principal 
trading areas. Furthermore, countries like France, the Netherlands, and the 
United Kingdom have also been greatly affected by the loss of much of their 
overseas investments at the same time that they have been incurring large dollar 
indebtedness. 

“Yet, even though internal economic balance still must be consolidated and 
there still remains a need for structural adjustments in production and trade, 
many countries appear to be making greater strides toward stabilizing their 
economies, domestically and externally, than at any time since the war. More 
particularly, the sterling area, which accounts for more than one-fourth of total 
world trade, seems to be on its way to a more nearly sustainable pattern in its 
international accounts. 

“CONCLUSION 


“Far from demonstiating the prevalence of an intractable ‘disequilibrium,’ 
the postwar dollar ‘shortage’ for the most part has therefore been a sign of the 
rapid recovery of Western Europe and its overseas currency areas, and of the 
free gifts made by the United States and Canada to speed up postwar rehabilita- 
tion and reconstruction. A rapid economic expansion and an acceleration of 
investment throughout the free world during the earlier postwar years was one of 
the major purposes of United States foreign policy. Now that the recipients of 
American aid had succeeded in employing their own resources fully and in restor- 
ing fiscal and monetary order, the dollar ‘shortage’ is largely disappearing. 
Even though it is not possible to isolate the fundamental factors working toward 
a dollar equilibrium from the temporary and extraneous ones, these favorable 
circumstances must not be allowed to obscure the remarkable improvement in the 
basic international economic situation that has been achieved thus far. 

“Today, the main cause for scepticism is the fact that the closing of the dollar 
gap is taking place in an environment in which the ability of nondollar countries, 
especially most Western European nations, has not yet n tested by currency 
comrenntiellite and a reduction in trade discrimination. Nevertheless, 1ecent 
developments have given rise to new hope that many of these countries, even while 
continuing to meet heavy defense requirements, will succeed in the triple task 
of stabilizing their currencies, reestablishing efficient, flexible, and self-supporting 
economies that alone can inswie balanced growth, and rebuilding their monetary 
reserves. These developments have also strengthened the conviction that, if 
the recent improvement in the international payments ition is to be sustained, 
effective policies will have to be devised, in the United States as well as abroad, 
to promote a much move integrated pattern of world trade.’’ (From: The Inter- 
national Gold and Dollar Movement, 1945-53, published by the National Bank 
of Belgium in its October 1953 Bulletin d’ Information et du Documentation. 
The _— text is printed here with the permission of the National Bank of 
Belgium. 


SECTION IV. COMPARATIVE PRODUCTION COSTS, UNITED STATES 
AND COMPETING FOREIGN COUNTRIES 


SuMMARY 


The American worker in the electrical equipment and supply industry receives 
considerably higher wages and wage supplements than does his counterpart in 
the nine foreign countries under study. This wage differential which existed 
already in the prewar period has increased continuously over the last 15 years 
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in favor of the foreign countries (except for Japan) so that today total hourly 
wage payments (including supplements) abroad, at the official commercial ex- 
change rate, are smaller compared to United States wage payments than at any 
previous time. The single exception to this is Japan whose extremely large wage 
differential with the United States has slightly narrowed since 1938. Of special 
interest is also the change in the comparative wage position of West Germany 
which moved from the highest wage-cost country among the nine in 1938 to the 
fourth lowest in 1952. 

In most of the European countries under study wage supplements in form of 
various compulsory employers’ social-security contributions have increased much 
more since the prewar period than have direct wage payments. The increase is 
largest in France and Italy where it jumped from approximately 9 and 6.5 percent, 
respectively, of cash wages in 1938 to 34 percent in 1952. It is smallest in Great 
Britain and Sweden where a large part of the various social-security expenditures 
come out of general public funds 

Total labor cost as a percentage of production (in current value) is available 
in the electrical equipment and supply industry for both prewar and postwar 
vears for only four countries and the United States. For three of these (Holland, 
Germany, France) labor costs have declined much more since the prewar period 
than they have for the United States. In Great Britain, although steadily declin- 
ing from the postwar peak of 1948, they have not vet quite returned to the pre- 
war figure, fh all the countries a continuous decline of labor costs throughout 
the postwar period is noticeable. This decline is usually steeper for the 1948-52 
period in the foreign countries than it is in the United States. This is explained 
partly by the fact that in 1948 output in the various foreign countries was still 
very low while employment was high, and partly by the fact that wages abroad 
in this industry have not kept up with inflationary price increases to the extent 
to which they have done so in the United States. 

Physical output per man-hour has increased considerably more in the United 
States than in any of the foreign countries although all of the foreign countries 
have improved their real productivity in the electrical equipment and supply 
industry as compared to the prewar period and also within the postwar period, 
The improvement is least in Japan where the prewar productivity mark was only 
reached in 1951. 

Case studies by a number of manufacturers with foreign and Uniteca States pro- 
duction cost experience for identical items show that in only one case, in France, 
were overall production costs considered to have been higher than in the United 
States. Two cases dealing with operations in Great Britain and two cases deal- 
ing with Germany report total production costs to be from 30 to 50 percent. below 
those in this country. For 3 products manufactured in Great Britain and for 
2 made in Germany total costs are reported to be approximately equal to those 
in the United States. On the whole, United States manufacturers with foreign 
costs experience state that while labor costs are universally much lower abroad 
total production costs depend to a very large degree on the volume of production, 

Of special interest is the report of a group of United States engineers who 
went to Europe after the outbreak of the Korean war to make an appraisal of 
labor rates and of “general effectiveness in the use of labor and material’’ for 
the electrical equipment industry in seven countries. Their figures show that 
labor rates varied from 17 to 39 percent of rates paid for similar work in the United 
States while “general effectiveness’ varied from 45 to 110 percent of “effective- 
ness’’ in plants producing similar products in this country. Relating the labor 
rate percentages to those for “‘general effectiveness” gives a rough approximation 
of unit labor costs. These are in every case considerably below United States 
labor costs, ranging from 20 to 78 percent of the latter. While it must be con- 
sidered that the foreign labor rates are only base rates exclusive of the considerable 
employers’ social security and other indirect wage payments, if one added these 
payments to the reported wage rates it would still leave the foreign labor cost 
considerably below that for the United States in most cases. 

A comparison of European and United States price quotations of heavy elec- 
trical equipment in several Latin American and Asian countries within the last 
18 months shows that of 121 different quotations made by French, German, 
Swiss, Italian, Swedish, Belgian, Austrian, British, Japanese, and Mexican 
producers in only 24 cases were foreign price quotations higher than the lowest 
Tnited States bid, in 2 cases they were the same and in 95 cases they were below 
the lowest United States bid. The average foreign bid was 20 percent below the 
lowest United States bid. 
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Foop SussIpI£s IN THE UNITED KINGDOM 


Foreign government attempts in the postwar period to subsidize low wages 
by artifically maintaining low costs of food were in existence in the Netherlands, 
Sweden, Switzerland, the United Kingdom, and to a limited extent in France 
and Belgium. These food subsidies were largest of all countries in the United 
Kingdom where in 1948-49 they amounted to 13 percent of the total expenditures 
of the Central Government and even in 1952-53, after they had been greatl 
reduced, still amounted to 6 percent of the total. To the industrial worker wit 
3 dependents, food subsidies amounted in 1948 to 13 percent of average 
wages but had dropped in 1953 to only 4 percent. Since 1952, food subsidies, 
which were designed not so much to maintain low wages as to prevent undue 
rises in the retail price index, have been greatly reduced, accompanied by in- 
creases in family allowances and income-tax reductions for low-income groups, 
so that today they are not a very significant factor in maintaining low wages in 
Great Britain. 

Laxzor Costs: An InpIREcT APPROACH 


Internationally comparable labor cost figures in the electrical equipment 
industry are virtually nonexistent for the countries under study in this report. 
The United Nations Commission for Europe states in the preface to a survey of 
the European engineering industry published in 1951: “Although it is largely 
recognized that much of the weakness of the European engineering industry lies 
in its relatively high costs of production, data available on costs and productivity 
have proved to be inadequate for a useful discussion at this stage.” 

What is attempted in this section of the report is an indirect approximation of 
labor cost figures through an analysis of certain factors which have a direct 
bearing on cost of production. The most important of these are production, 
employment, hours worked, wage rates, and wage supplements. Available 
information on these factors and the conclusions based on them are summarized 
in the following paragraphs. 

It should be Kept in mind that no information at all exists concerning two 
factors which have an important direct influence on labor costs. These are quality 
or style differences of similar products and mechanical equipment per production 


worker which is of prime importance in any comparative analysis of output per 
worker. 


Production 


In comparing electrical equipment production for the various countries the 
following limiting facts have to be kept in mind: Output is not fully comparable 
from country to country inasmuch as the definition “electrical equipment” differs 
from country to country. In some cases repairs and outside installations are 
included; in others they are not. Sometimes, but only sometimes, turbines and 
water wheels are included, while several of the countries give only total figures 
for this industrial category without indicating its composition. 

In all of the countries there is a wide difference between the index for physical 
output and the index for output in current monetary value. This is due to the 
inflation which has characterized the postwar period. Inflation is strongest in 
Japan where wholesale prices for electrical equipment increased 320 times between 
1934-36 and 1952. It appears to be least in Germany where they just doubled 
during the same period. 


Employment and wage payments 


In nearly all countries for which both prewar and postwar figures on employment 
are available total employment increased sharply from prewar to 1950. This 
trend corresponds roughly to the increase in physical output that took place over 
the same period of time, although increased employment alone does not account 
fully for the postwar increase in production. ne other reason is the increased 
number of hours per worker. In general, this rise has continued to grow during 
the postwar years. To understand this trend it is important to realize that the 
legal workweek before overtime payments become due lies between 45 and 48 
hours in most European countries and overtime payments are generally not 
more than 25 percent above regular wages. The 2 exceptions to this increasin 
trend of hours per worker are Great Britain where the workweek has remaine 
stabilized over the last 15 years and Germany where the workweek was so high 
(49.5 hours) in the last prewar years that the country has not yet returned to it. 

Wages in the electrical equipment industry have approximately followed the 
general wage trend in each country. Thus monetary wages have increased 
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sharply, both, as compared to prewar and also during much of the postwar period, 
in line with the general monetary inflation of the period. The trend for real 
wages has in all cases lagged far behind monetary wages and has not even always 
moved in the same direction. Real wages in Japan had not increased at all over 
the prewar period (1934-36); by 1952, monetary wages had risen by over 3,000 
percent. In Germany, on the other hand, where monetary wages increased by 
only 100 percent, real wages had increased by about 25 percent during the period 
1938-1952. The same is true of Great Britain where with a relatively mild mone- 
tary inflation real wages increased more than 30 percent between 1938 and 1951 
In France where monetary wages increased 15 times, real wages have gone up 
only very slightly over the prewar period. 

Within each country the index of real wages may be used for study of historical 
trends. Such indexes, of course, reveal nothing about comparative levels of real 
earning from country to country. However, it may be stated that, with the 
possible exception of Great Britain and Sweden real earnings since the prewar 
period (1935-38) rose considerably more in the United States than in any of the 
countries under study. Since real earnings were undoubtedly already higher here 
in the prewar period, this means that the spread in real earnings between the 
United States and most European countries and Japan has increased over the 
past 15 years. 

The most significant factor about monetary wages in the countries under study 
(except Japan) is that they have increased considerably less for the electrical 
equipment industry over the past 15 years than they have in the United States. 
In other words, the wage differential between the United States and European 
countries has widened during the postwar period. Some significant changes have 
also taken place among foreign countries under study between the prewar and the 
postwar period. Thus, Germany has moved from the position of the highest-wage 
country among the nine in 1938 to the fourth lowest in 1952. This is of particular 
significance because of Germany’s high state of industrialization among these 
countries. Another change that has taken place is the wage relationship between 
Holland and Belgium which has become just reverse of what it was before the 
war when Dutch wages were almost 20 percent higher than Belgian. The only 
country which shows an improvement in wages compared to the United States 
is Japan. 

The following table, derived from table No. 1, summarizes the change in the 
foreign wage payments as compared to the United States for one prewar and the 
latest postwar year: 


Foreign wage payments in the electrical equipment industry as a percentage of United 
States labor cost in the industry 








|} . 1952 1938 | 1952 1938 
United Kingdom_......-.- | 28. 00 37.00 || Sweden_.....- . re 33. 00 44. 08 
a 30. 96 | 3. 30 Holland... re waideal 20. 74 41.04 
Germany (West) ._.-. 22. 05 3. 57 || Italy... | 19. 60 22. 69 
Belgium ae st 33. 04 | .50 || Japan....-- | 9. 91 7.30 
Switzerland..........-- 23. 84 3.89 | | 
| 
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In examining the trend of wages for the postwar period as shown in table 1, 
it will be noticed that, except for Japan, all countries show a drop for 1950 and 
some also for 1949, of wages expressed in United States currency. This drop is 
due entirely to the international currency devaluation of September 1949 and does 
not reflect any real domestic drop in wages. In fact, domestic monetary wages 
show an almost continuous rise for all countries concerned during most of the 
postwar period. 

Another important factor is the increase in employers’ social-security contribu- 
tions of all sorts. This factor has increased by a larger percentage in most of 
the countries than have actual cash wages. The result is that European workers 
and trade unions have become to an ever-increasing degree dependent on these 
special payments and are often more concerned with maintaining and increasing 
them rather than demanding higher earnings from employers. The most impor- 
tant of these special payments is the family allowance paid to workers according 
to their number of dependents. In France and Italy these family allowance 
payments amount for an unskilled worker with three children to almost as much 
as does his weekly take-home pay. Family allowance in France has increased 
from 3 percent in 1938 to 15.5 percent in 1952. Total social-security taxes in 
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France have jumped from 13 to 41 percent. In Italy they have increased during 
the same period from 6 to 30 percent plus a 4 percent general payroll tax in exist- 
ence since 1950. No family allowances are paid in Westen: Germany. 

Except for Great Britain and Sweden family allowances as well as all other 
regular social-security payments are met only through employer and employee 
contributions (the latter being always only a fraction of the former) and are not 
subsidized by the Government. In Great Britain and Sweden such payments 
are largely made out of general Government funds and may therefore be considered 
& wage subsidy. 

Labor costs and productivity 


To determine the real labor cost position of the countries under study it is 
necessary to determine not only wages but also, as far as possible, output per 
man-hour. The inherent difficulties in this are very great. For one thing, as 
we have already mentioned, total production figures for electrical equipment are 
not necessarily comparable from country to country as they are either not com- 
posed of exactly the same items or their composition could not be determined at 
all. To asmaller extent the same applies to total figures for production workers 
the definition of which has only limited international comparability. Another 
complicating factor is that within the electrical-equipment industry there are 
high, medium, and low labor cost per unit subgroups depending on such factors 
as whether a specific item is custom-made or mass-produced. If in one country 
the low labor cost per unit subgroup produces a larger share of the total than the 
other subgroups then that country’s labor cost figure for the entire electrical- 
equipment industry tends to be lower than that of another country where the 
distribution of these subgroups is different. For these reasons comparability of 
labor costs between countries is only of very limited validity. Comparability 
from year to year within each country, although it contains some of the limiting 
factors discussed above, does exist. The resulting trend of labor cost is inter- 
nationally comparable. 

Table No. 5 is the ratio of total wage payments per worker to total output per 
worker in current value. Prewar figures are available for only four of the countries 
For Holland, Germany, and France this ratio has improved considerably more be- 
tween the last prewar year and the first available postwar year than it has in the 
United States. For Great Britain the ratio was higher during the beginning of the 
postwar period over 1935 but steadily moved downward in later years. The same 
downward movement since the end of World War II can be noticed for all the 
countries. In the postwar period this movement has increased the labor cost 
advantage of the foreign countries versus the United States. It should, however, 
be made clear that this does not mean that actual productivity per worker is 
higher in foreign countries than in the United States. Physical output per man- 
hour in the United States has been and still is higher than abroad. What these 
figures do imply is that the value of output per man-hour in the various foreign 
countries has increased more, relative to money wages and wage supplements, 
than it did in the United States. 

In comparing prewar with postwar figures in table 5 it is also important to 
keep in mind that the 1 prewar year for which information was available is not 
necessarily a typical year for the period. In France, for instance, it is claimed 
that 1938 was not a good year to measure production costs because of a combina- 
tion of low output (generally considered to have been considerably lower than in 
1929 or the early thirties), a large number of strikes, and the beginning of conver- 
sion from peacetime to wartime production which affected the durable-goods 
industries more than other sectors of the economy. 

It should be noted that the reason why labor cost is particularly high for Japan 
is that it is based not on the output per production worker, as are all the other 
percentages, but on output per employee (salary and wage earners) since separate 
figures for production workers were not available. An indication of labor cost 
figures based on production workers only in the electrical industry is given by the 
Japanese census for the last half of 1950 and the years 1951 and 1952. The 
figures are 15.12, 13.73, and 15.15 percent for the respective years, as reported 
by a number of major corporations. 


Index of productivity 


This index on table 6 again is only of very limited international comparability 
for the reasons described in the previous section. An additional reason is that 
for several of the countries this index was derived by deflating man-hour output 
in current prices by an appropriate wholesale price index or other deflator. Since 
these indexes are not composed of the same items in each country this operation 
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further reduces comparability. It also affects to a certain extent year-to-year 
comparability within each country although it may be assumed that the trends 
shown approximate roughly the true changes in physical output per man-hour. 

A comparison of the index trends shows immediately that the United States 
leads all other countries by far. Every one of the countries shows a steady in- 
crease during the postwar period and although prewar bases are available for only 
3 of the countries there is no doubt that in all but 1 of the 9 countries physical 
output per man-hour has increased significantly since the prewar period. The one 
exception is Japan where it appears that the prewar level of output per man-hour 
was not regained until 1951 (although no exact total figures on output and em- 
ployment in prewar Japan are available). The large increase in France between 
1938 and 1950 may be explained partly by the previously mentioned fact that 1938 
was a year of particularly low productivity. However, there is no doubt that the 
increase also reflects a true physical increase. 

The large jump in output per man-hour noticeable for all countries between 
1950 and 1951 is undoubtedly largely due to the Korean war and its economic im- 
plications in form of defense orders, United States dollar procurement in form of 
“offshore purchases,”’ etc., all of which permitted more efficient use of existing 
capacity and replacement of obsolete equipment. This is particularly true of 
Japan where the electrical equipment industry received a strong boost by the 
Korean war and consequently was able to increase substantially its productivity. 


CASE STUDIES ON COMPARATIVE COSTS OF PRODUCTION 


Data are not available from regularly published sources that permit a compari- 
son of the cost of production in the United States and abroad. Basic to any such 
comparison is the need for locating identical products produced in both countries. 
Such a factor has proved to be a fatal stumbling block in the past. 

The Conference Board attempted to overcome this obstacle by obtaining the 
data directly from companies with overseas plants or licensees. The judgment 
of the companies actually manufacturing or licensing was accepted as proof of the 
comparability of the items made. 

By obtaining the data directly from the companies engaged in production it 
was also possible to limit the errors arising from another source, namely, the 
different accounting methods that might be used in each country. But even with 
identical accounting methods it is possible for the figures to be misleading. Fringe 
benefits, tor example, are ordinarily included in ‘‘manufacturing expense”’ rather 
than in labor costs in the United States and abroad. But since tringe benefits are 
generally considerably more important abroad than they are in the United States 
a simple comparison of ‘labor costs’”’ from the accounting records would still be 
misleading. 

Information was not available as to the exchange rate or rates used to convert 
foreign costs so as to make a comparison possible. Consequently it is not possible 
to tell what distortion, if any, is inherent in the figures by reason of being converted 
from the foreign currency. 

Furthermore no data are available on the rate of capacity operations to which 
the following cost data relate. In some industries, particularly those with heavy 
overhead charges, the rate of capacity operations will have an important bearing on 
the calculation of unit costs. The use of standard costs (evidently not incorpo- 
rated in the data below) would have avoided this shortcoming. 

The cost data are presented as received, with practically no change from the 
original. Where material has been left out (to avoid identification) that fact has 
been indicated. Material inserted is indicated by being enclosed in parentheses. 
Inserted material usually had displaced material in the original text, again to 
avoid disclosure of the company supplying the data. 


Case 1. A machinery manufacturer that licenses overseas companies 


Italy—In 1952 we licensed an Italian manufacturer to make our * * * 
packing machine. He delivers these packers to our European subsidiary for 
sale ex-Italy at a price which is 27 percent more than our cost of manufacture. 
Assuming that the Italian manufacturer’s price to our subsidiary includes a 20 
percent markup over his actual manufacturing cost, we can assume that his 
bologna plant’s cost is roughly equivalent to our cost. 

Great Britain——We have contracted with a British manufacturer to make 
our * * * machine. He delivers these makers to our English subsidiary at a 

rice 10 percent less than our * * * manufacturing cost. Assuming that- the 
3ritish manufacturer’s price to our London subsidiary includes a 20 percent 
markup over his actual manufacturing cost, we might assume that his cost is 
30 percent less than our * * * cost. 
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Germany.—We are considering licensing a German manufacturer * * * He 
has quoted our European subsidiary a delivery price which is 29 percent above 
our manufacturing cost (in Great Britain). Assuming that the German manu- 
facturer’s price includes a 30 percent mark-up, we might assume that his cost 
(is) approximately the same as our plant’s cost (in Great Britain). 

We are also considering licensing this German manufacturer to make (another 
product of ours). He has quoted a delivery price equivalent to our * * * plant’s 
manufacturing cost, hence his actual manufacturing cost might be 25 to 30 
percent below ours. 


Case 2. manufacturer in the “Concrete, gypsum, and plaster group’’ with its own 
subsidiary in Great Britain 





United States England 


Percent Percent 
D2) co Soo et rst ho eos sa a ee Se oe Ek 63.5 66.9 
RDI: Shainin: aie wibabye china taihe wih splnncidintidies Liat bis otinebBidaintbim dade weak 9.5 5.0 
al ate teal acta eel eile a anata ei tie, 27.0 27.6 
me Sok. isd knetinnkwdhs datb toe ctpintctiek suis desbieab we wet 100.0 99.5 
Renier senten Granpennsiy CORN pcink ons ites eatete suid < bain woke agin < cbs 100. 0 31.3 





These figures are all expressed as a percentage of the total American cost. The 
labor costs are estimated on base wage rates. 


Case 3. A manufacturer of chemical specialities plans to invest in both England and 
West Germany 

Partly as a result of and immediately after the war, we built up a substantial 
business in England and on the Continent in our speciality chemicals. Beginning 
about 4 years ago, due to various and sundry restrictions, this business has slowly 
been dying off. In fact, in France, specific restrictions were placed against the 
import of our materials. 

As a result of the foregoing, we are now engaged in final negotiations for plants 
to produce these materials in both England and West Germany. To date, our 
studies indicate that these materials cannot be produced any cheaper in those 
countries than in this country, even though the cost of the plant in the corres- 
ponding place is only about two-thirds what it would be in this country. 

Our reason for building these plants is that we are convinced that the currency 
manipulations and the import restrictions against the dollar will permanently 
make it impossible for us to export from this country by conventional means. 


Case 4. A manufacturer of a metal consumer product with its own plants abroad 


Comparison of costs of similar products using United States manufacturing 
costs as a base at 100 percent: 


Percent Percent 
United States iii oeell lel. 900} ‘Avountinac; fuss Sh Jo Se 78 
NN sO eI OFT Brae RE wees AALS 46 
WSL LG Lue a Leb oie 206) Canela... 05255. LAGS 97 
Bete 3 ofa ON 71 


Case 5. A manufacturer of office and store machines and devices with its own manufac- 
turing facilities abroad 

We have developed manufacturing facilities for a limited line of our products 
in Great Britain and in Germany since the end of the war, for the purpose of 
getting our products into many countries, which would otherwise be unable to 
obtain them because of the so-called dollar shortage. The costs of products 
manufactured in these countries are approximately the same as the costs of 
identical products manufactured here. * * * 

These costs are approximately the same in — of the fact that the a 
factories use (American) designed tooling, (American) production methods 


(American) “know-how,” and have wage costs about one-third to one-fourth of 
the United States wage costs. This paradox seems to be usual in many industries 
of a highly specialized manufacturing nature. The reason can be partly found 
in volume. The general facilities at the overseas plants are so small by com- 
parison with those (here) that a number of parts have to be purchased from 
outside sources. In addition, specialized operations are so many times more 
expensive, that the advantage of lower wage rates is more than offset. 
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It is clear that where articles to be produced depend largely on skill and “know- 
how,” even though high quality machine tools are involved, then the lower wage 
rates of some countries place them in an advantageous position. I am thinking 
of production of high-grade tools in Germany. There is technical skill and 
“know-how” in Germany in the precision toolmaking art for our type of industry. 
As wage rates in Germany are about one-fourth of what they are in the United 
States, it follows that precision tools can be acquired in Germany at about one- 
third_to one-fourth of the comparable cost of producing them in the United States. 


Case 6. Petroleum company with diversified interests 


It is difficult to make a direct comparison of operating a petroleum refinery 
in the United States and abroad because of difference in sizes and types of refinery 
Generally speaking, it appears the cost of operating a refinery in the United 
States is somewhat greater than operating a typical European refinery of more 
or less the same type and capacity. However, again it must be remembered 
that the investment required to construct a refinery abroad might be materially 
more than in the United States. 


TaBLe I.—Total hourly wages and wage supplements, electrical machinery and 
equipment industry 











1952 1951 1950 | 1949 | 1948 1938 

United Kingdom: | | | 

Wages (pence) ons 46.10 | 45.16 | 41.96 | 40. 6 39. 37 13. 38 

Conversion rate. . 011667 | . 011667 | . 011667 0155 . 01679 01929 

United States dollars_ - .. . 538 | . 527 | - 490 629 661 | . 258 
France: | | 

Wages (iranes)_. bos 207. 08 | 172. 28 133. 24 120. 68 105. 90 12.77 

Conversion rate. . 00286 | .00286 | . 00286 00343 . 00375 . 025 

United States dollars_ -_.- . 592 | . 493 | . 3811 414s 397 | .319 
Belgium: | | | 

Wages (franes)-...__. | 31.59 | 30.07 | 27.96 |} 26.34 | 25.60 6. 87 

Conversion rate_... . 020 | . 020 . 020 0220 . 0228 .37 

United States dollars.......| .632 | .601 Ya 58 . 584 254 
Switzerland: | | | 

Wages (francs) .. ; 1. 99 |} 1.90 i 1,822 | 1. 93 1. 89 i. af 

Conversion rate__. . 2289 | - 2289 | 2332 | 2391 2413 | 2253 

United States dollars... .._| 456 . 435 | - 425 | . 438 . 456 oP) 
Netherlands: | | | 

Wages (guilders) ......_.- 1. 508 Loe. |. CS. ob dee 1. 26 55 

Conversion rate. ..........| .268 | .963 | .2963 | 34 "377 "55 

United States dollars. ...__. . 397 } . 386 } . 361 | .432 | -475 | . 303 
italy: | | | 

We BD se becennte nee | 234. 30 225. 30 | 222. 34 | 204. 55 197. 11 3. 344 

Conversion rate... | 0016 | .0016 | . 0016 . 0017 . 00174 . 05 

United States dollars... .._| . 375 . 361 | . 356 | . 348 . 343 . 1672 
Japan: | | | | 

Wages (yen) ae 68. 20 | 66.40 | 82.27 |} 45.30 | 26.78 192 

Conversion rate... . | . 0027: .00278 | .00278 | 0027! » | . 28 

United States dollars.......| 1896 |  .185 aeere) \ rome eal . 054 
Germany: | | 

Wage (deutschemarks).....| 1.77 1, 66 1.42 7 vetleetemenkemnes 858 

Conversion rate | 238 . 238 . 238 | 40 

United States dollars_ -__- .421 . 396 .338 | j ! . 343 
Sweden: | | | | 

Wages (kroner) .......... ailian aie 3. 27 2.77 2. 64 2.525 | 1.37 

Conversion rate__. . 1932 . 1932 2506 . 2782 | 2389 

United States dollars___.. ‘ . 632 535 | 661 | — .703 327 
United States: Wages-._-.. | $1. 913 $1. 77 $1. 598 | $1,553 | $1,495 $. 737 





Source: See end of section. 


Hourly wage payments (table I) consist in each country of direct cash wage 
ayments and of employers’ total wage supplement payments (see table II). 
Jirect wages are for hourly earnings in the electrical equipment and machinery 

industry for all workers of both sexes. They are in general somewhat higher 
than the average hourly earnings for all industrial workers in the respective coun- 
try due to the fact that the electrical-equipment industry belongs to the category 
of higher wage industries and usually its plants are located in those areas where 
high industrial wages are prevalent. On the other hand, its wages are not quite 
as high as those in other metal-fabricating industries because of the relatively 
high prevalence of female industrial workers who in Europe as well as in Japan 
receive a lower wage than men even if they are engaged in the same jobs. 





502 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


To convert the various hourly wage figures from their respective national cur- 
rencies into United States dollars the official exchange rates prevailing in the respec- 
tive years were used. For the postwar years these rates r only an extremely 
limited relationship to the real domestic purchasing power of the various national 
currencies and even for 1938 the official exchange rates do not reflect true pur- 
chasing power parity although they do come much closer to it than in the postwar 

riod. Therefore, the various earning figures in this table, as expressed in 
nited States currency, do not permit any international comparison of workers’ 
real incomes. They do not even show the correct domestic trend of workers’ 
earnings since in September 1949 a devaluation of all the foreign currencies took 
place vis-a-vis the dollar resulting in a decline in earnings expressed in dollars for 
1949 and 1950 while wages in national currencies rose during the same period. 

On the other hand, these figures do permit international comparison of direct 
and indirect wage payments since they are converted into dollars at the same 
exchange rate at which the goods produced by these wage earners would enter 
international trade (into hard-currency countries). For an indication ot the 
trend in workers’ real earnings see index of real wages (table III). 


, 


TABLE II.— Average wage supplements as percentage of cash wages, electrical equtp- 
ment and supply industry 























| 1952 | 1951 | 1950 | 1949 | 1948 | 1938 
Mite tf 36] 3.6 3.6 3.6 3.6 3.0 
Mt Rca ek pee cheer ent oP cane 34.4] 344] 344] 344] 964 9.2 
Belgium ______. ‘ oom 17.0 17.0 17.0 17.0 17.0 Q) 
Switzerland......_..._..... 1.8| 118] 1.8] 118] 118 5.5 
20.0} 20.0} 2.0] 20] 20] @ 
34.0] 340] 340] 340] 34.0 6.5 
128} 128] 128] 128] 128 8.7 
; 1.0 1.0 1.0 1.0 10} @ 
UMN so a sd ce 7.8 7.9 80 7.8 7.0 5.0 
1 Not available. 


Source: See end of section. 


Employers’ wage supplement contributions (table IT) include all social security, 
pension, accident, und family allowance payments made by the employer as well as 
any general taxes on payroll. The percentages of wage payments which they repre- 
sent are somewhat variable depending on the worker’s income. Generally, they 
vary progressively with workers’ pay up to the taxable maximum. For these 
reasons the percentages in this table which are based on average earnings in the 
electrical-equipment industry may differ somewhat from those in other industries 
or from the country’s national average. 

Except for the United States, only compulsory contributions were taken into 
account. Employers’ contributions for this country include compulsory social 
security and unemployment insurance payments as well as all other wage supple- 
ments customary in the electrical-equipment industry. The reason for including 
these voluntary supplements for the United States only is that they have become 
so strongly established in the industry as to carry almost the force of compulsion. 
In Europe most of these supplements are part of the compulsory social-security 
system. Exact wage supplement figures for Japan are not available but they 
amount to only a very small percentage of cash wages. 
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TaB.E IIT.—Jndustrial production and the production of electrical machinery and 
equipment for selected countries 


{Index numbers, 1938 100] 








1952 | 1951 | 1050 | 1949 | 1948 1947 | 1946 
United Kingdom: Industrial production 133 136 133 | 123] 116 | 103 97 
France | | | 
Industrial production | 146] 139 | 123 | 122) Ill 95 80 
Electrical machinery and equipment production |} 231 225 | 199 | 
Italy: | | 
Industrial production | 146 143 126} 109 99 
Electrical machinery and equipment production 125 117} 116 103 | 
Belgium | | 
Industrial production 139 | 144] 124] 122] 122] 112 89 
Electrical machinery and equipment production ! 121} 127] 102 101 | 105} 100 
Netherlands: Industrial production 146 144 138 126 112 93 73 
Japan: | | 
Industrial production. . 101 | 95| 72! ot] 48] 37 29 
Electrical machinery and equipment production 109 | 85 91; 83! 586 36 
Germany | 
Industrial production ? 144} 136] 114 90) 63]... a 
Electrical machinery and equipment production 4 288 222; 198 150 |. | 
Sweden: Industrial production a : 164 167 161 155 149 | 137 135 
United States: 
Industrial production... ... ‘ 248 250 226 200 217 210 191 
Electrical machinery and equipment production 492 425 109 327 364 366 283 
| 











11947= 100. 
21936= 100, 


Sources: See end of section, 


All indexes of general industrial production (table IIT) are derived from the 
International Labor Organization Yearbook for Labor Statistics and approxi- 
mately comparable. The indices for electrical equipment production have been 
taken partly from trade association publications and partly computed by deflating 
production value figures by an appropriate index, ‘Their comparability is there- 
fore only limited. 

The index for Germany, the source of which is the German Government, is 
definitely overstated in that a large part of the production increase is due to post- 
war transfer of production facilities from Berlin and Eastern Germany into West 
ern Germany and thus represents a shift in production rather than an increase 
thereof. One German expert estimates that if allowance for this transfer is made 
it would cut the index figures in half. 

The electrical-equipment production index for the United States is probably 
also somewhat overstated since it was constructed by deflating current-value 
figures by the Commerce Department’s “Implicit Price Deflator for Producers’ 
Durable Equipment.’”’ Had the deflator for consumers’ durable equipment been 
used instead the production index would have been somewhat lower. The per- 
centage of producers’ and consumers’ durable equipment in this industry is not 
available. 
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Taste I1V.—Hourly wages in manufacturing, money and real, for selected countries 
{Index numbers, 1948= 100] 




















| | 
1952 | 1951 1950 | 1949 | 1948 1947 | 1946 | 1938 
j I le } is 

United Kingdom: | | 

et SE re 101 99 101} 100 100 101 97 63 

PE cth the sndeadaies os 127 118 107 103 100 93 S4 42 

Trance: 

meme Ss S18 fe) Re | 126 119 105 | 100 100 103 Oy, ge 

POPU G Sheen ade. ccd bee 13} 158| 123/ 12] 100 65 a. ss 
Italy: | | 

OL te Le) ne 104 106 107 103 100 ta ae 

See. cose = 120 116 107 105 100 WO esse eee 
Belgium 

Real.....- ibd cidecn a. .daaane 119 116 114 109 | 100 105 105 106 

RS 127 122 110 105 100 91 7 28 
Switzerland 

es Ben ok ce 102} 101] 104; 102 | 100 98 95 90 

RRM tl 5 oe cad ee scat aun 107 | 103 101; 101 100 96 89 55 
Netherlands | | 

cet aati iaise de sede aiid 100 99 92 | 95 100 98 93 

es oe Scan 121 119 108 | 100; 100 4 88 |. 
Japan:! | 

NN hc shige? wurden chcmeachee 207| 198 179} 137] 100 62 ae 

le sald 288 | 266 207 | 171 100 Ea a 
Germany: | | 

MINIS ccksdntetmesiweanipeitdinnscindecert. AE hence ae 13] 110 RR atrecaecins 117 

i siatiiiteigall 148 | 138 121 1l4 100 90 86 76 
Sweden: | | | 

ON a cre ies eae | 115 112 105; 102 100 96 ee 

ES iacwreeaicall 150 | 133 108 | 104 100 92 | St te deine 
United States: | | 

NE aie ga cisci alesis ; in 109 109; 105 100 99 99 7 

I ee Pawan fauieatelsd 124 118 109 104 | 100 | 92 80 46 








1 Monthly wages. 
Sources: See end of section. 


The real and monetary wage indices (table IV) are taken from the International 
Labor Organization Yearbook for Labour Statistics and, except for Belgium, 
represent general wage trends in manufacturing industries. The Belgian indices 
are for the country’s overall wages. 


TaBLeE V.—Total wage payments as a percentage of production value, electrical 
machinery and equipment industry 





United 


United 
| States 


Kingdom 





Belgium | Holland |Germany} France | Japan! 








1 For salaried employees and production workers. 


Nore.—Figures include social security and other supplements to wages. 
Sources: See end of section. 


These percentage figures (table V) are based upon output and total wages per 
production worker (except for Japan). They include wages as well as all wage 
supplements (see table Il). Since only total employment figures for the electrical 
equipment industry were available for Japan labor costs for this country are com- 
puted on the basis of pay and output per full-time employee. For an estimate 
of labor costs based on production workers in Japan see the accompanying text. 
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TaBLEe VI.—Productivilty index of electrical machinery and equipment industry 


| 

| } 
France, | Belgium, Holland,| Japan, 
1938 = 100 | 1947100 | 1939100 | 1948 = 100 


| United Ger 
States many, 
1939 = 100 | 1936 100 


1936 r és 100 

1937 — 

1938 100 

1939 100 : 100 

1946 60.4 

1047 89. 6 

1948 129 112.7 100 
1949 . . 140 3. 0 111.6 124 
1950 146 4.9 18 123.2 132 
1951 132 112. 6 124 187 
1952 154 117.7 126 





Source; See end of section, 


The productivity indexes (table VI) for Germany and France are taken directly 
from trade association annual reports. For the United States, the United 
Kingdom, Belgium, and Holland they have been computed on the basis of pro- 
duction and total man-hour indexes. For Japan the index which has been com- 
puted by the Mitsubishi Economic Research Institute does not represent just the 
electrical equipment industry but the whole machinery industry of which elec- 
trical equipment and machinery represents about 30 percent. For international 
comparability of various productivity indexes see the accompanying text. 


SOURCES ON WAGES AND PRODUCTIVITY 


ILO International Labour Review 

ILO Yearbook of Labor Statistics, 1951-52, 1944 

U. N. Statistical Yearbook 

U. N. Economic Survey of Europe, 1951, 1950 

U. N. Economie Bulletin for Europe, First Quarter 1952 

U. N, Survey of the European Engineering Industry 

U. 8. Department of Labor, various studies and reports 

ILO Metal Trade Committee: “Factors Affecting Productivity in the Metal 


Trades”’ 1 
“Tnternationale Preis- und Kostenrelationen”’ 
“Situation de L’Industrie du Materiel Electro-Mecanique”, OEEC, 1950 


Individual country sources 
Great Britain: 
Ministry of Labour Gazette 
Monthly Digest of Statistics 
The Times, ‘‘Review of Industry” 
La Campagne de Productivite en Grande-Bretagne (La Documentation 
Francaise) 
La Reorganization Industrielle en Grande Bretagne (La Documentation 
Francaise) 
United Kingdom Census of Production (1948, 1950) 
France: 
Rapport Statistique du Syndicat General des Industries de la Construction 
Electrique; June 1953 
La Productivite en Action dans la Construction Electrique, October 1951 
Provisional Report, French Study Group on Productivity and Full Employ- 
ment, ECA, 1951 
Italy: 
Rassegna di Statistiche del Lavoro, 1953 
Banca D’Italia 
Annuario Della Congiuntura Econ. Italiana 
Bank of Rome Review 
Economic and Industrial Problems of the Italian Mechanical Industries. 
C.1.8.1. M. 1952 
Belgium: 
Bulletin de Statistique. Published by Institut National de Statistique 
Service Mensuelle de Conjoncture 
Le Benelux— Memo Economique. Presses Universitaires de France 
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Netherlands: 


De Nederlandsche N. V. Report of the Year 1950 

Jaareijfers voor Nederland 1947-50 

Statistische Zakboek 

Maandschrift van den Central Bureau voor de Statistiek, December 1952 


Japan: 


Japanese Year Book of Labour Statistics and Research, 1951 
Monthly Labor Statistics, January 1952 

Census of Manufacturing for Japan, 1947, 1948, 1950 

Japan Machinery Guide Book, 1952 

Japan Journal of Finance and Commerce, April 1953 


Germany: 


Unit 


Statistischer Bericht des Zentral Verbandes der Electrotechnischen Industrie, 
1949, 1950, 1951, 1952 

Die Industrie der Bundesrepublik Deutschland, Sonderheft 1 

Entwicklungslinien der Electrowirtschaft, 1951. Elektro-Verlag 

gon ng Branchenhandbuch fuer Industrie und Handel (1952): Elektro- 
techni 

Jahresschau der Deutschen Industrie: Die Elektrotechnische Industrie. 
Publisher: Kurt R. Selka 

ed States: 

Federal Reserve Board Bulletin 

The Conference Board’s Economic Almanac 

Survey of Current Business, United States Department of Commerce 


Some Speciric Instances oF CoMPARATIVE Costs AND PRICES 


For the following exhibits the Conference Board is indebted to several United 
States companies. 


Exhibit A gives information compiled from actual visits to important 
manufacturing plants in the countries indicated, and the labor rate (col. X) 
can be considered as an accurate indication of base rates. The figures under 
“‘General effectiveness in use of labor and material’ (col. Y), are the unan- 
imous opinion of several well qualified American engineers and production 
men, based on actual factory visits. These two columns, X and Y, taken 
together give a good idea of the labor cost in the different product lines and 
for the different countries. 

Exhibit B is a comparison of European and United States of America 
prices on actual jobs negotiated within the last 18 months in 1 of the South 
American countries. In all the cases the tenders were opened in the presence 
of company representatives, and therefore, the figures can be considered 
extremely accurate and represent actual prices quoted. As you will note, 
they are made up on the basis of the price of the United States company as 
100. Inno case was the price of the United States company higher than the 
domestic price in the United States of America, plus the usual export adders 
such as export boxing and freight. 

Exhibit C is simply a rearrangement of the data in exhibit B. 

Exhibit D contains additional data comparing the bids of United States 
Canadian, and European companies for various jobs throughout the world 
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England. . 
France 


Switzerlan 
Italy 


Germany 


Holland .. 


Sweden... 


Column 
class of wor 
Column 


Exul 


Turbogene 
United 
Alstho 
A. E. ¢ 


Hyrdaulic 
United 
Alstho 
A. E. ¢ 
Brown 


United Sta 


United Sta 
Alsthom (1 
Siemens (C 


Turbogene 
United 
Alstho 


Hydraulic 
United 
Brown 
Alstho 
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Exuipir A 


Y 
4 General effec X 
Country Major type of product Labor tiveness in 
Y 
rate use of labor 
ind materials 
| Percent Percent Percent 
England Apparatus | 35 55 04 
Lamps 35 70 50 
Radio tubes 35 5O vil} 
i rance Apparatus 0 45 67 
j Instruments and chemical 25 70 36 
j Lamps 30 40 7h 
i Switzerland Apparatus 30 70 43 
Lamps 30 50 60 
j Italy Apparatus 17 x0 57 
j Lamps 17 30 57 
Germany Apparatus 22 62 35 
Electronics 22 110 | 20 
Lamp 20 60 33 
Holland Lamps \ on én . 
Electronics and X-ray j 38 ~~ i 
Sweden Apparatus 37 60 62 
Lamps 39 50 7k 
Column X: Relative rate of typical employee compared to rate paid in United States of America for same 
ass Of work, 
Column Y: Effectiveness compared to top notch manufacturer in United States of America. 
Exuipit B.—Comparison of European and United States of America prices 
TWO 10,000-KW STEAM TURBOGENERATOR PLANT 
lurbogenerator | Transformers and switchgear 
United States company 100 United States company 100 
Alsthom (France) 61 | Alsthom (France) 102. 5 
4. E. G. (Germany 44 A. E. G. (Germany 85 
27,600-KVA HYDRAULIC TURBINE GENERATOR PLANT 
Hyrdaulic turbine generator | Transformers 
United States company 100 United States company 100 
Alsthom (France) 84 Alsthom (France 
A. E. G. (Germany 67 A. E. G. (Germany 64 
Brown Boveri (Switzerland) 82.5 Brown Boveri (Switzerland) 105 
rWO 7,500-KW STEAM TURBOGENERATOR 
United States company 100 | Alsthom (France 81 
FOUR 21,500-KVA HYDRAULIC TURBINE GENERATOR PLANT 
Hydraulic ' 
lran ’ 
turbine 4 Switchgear 
P iormers 
generators 
: United States company 100 100 100 
' Alsthom (France 62 
' Siemens (Germany) . .. 69.8 66. 5 60 
rwo 10,000-KW STEAM TURBOGENERATOR PLANT 
Turbogenerator Transformers and switchgear 
United States company 100 United States company 100 
Alsthom (France) 50. 5 Alsthom (France) . 56.56 
TWO 30,000-KVA HYDRAULIC TURBINE GENERATOR PLANT 
Hydraulic turbine generator | Transformers and switchgear 
United States company 100 United States company 100 
Brown Boveri (Switzerland 74 Brown Boveri (Switzerland : 75 
Alsthom (France) 122 | Alsthom (France) y 


42493—54—-pt. 1 33 
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Exuipit C.—European quotations as a percent of United States quotations 





Germany 














France |____ Switzerland 
(Alsthom) _— 
(A. E.G.) | (Siemens) | Boveri) 
Two 10,000-K W steam turbogenerator plants: 
Dc ntdictientt at ixtinséiens inbiawenebans 61 DT onksessneathoundaeelince 
Transformers and switehgear..................-.--- 102. 5 OO Nicsisccscaqgabiaudobaecscs 
27,600-K VA hydraulic cartine ou generator plant: 
Hydraulic turbine generator...........-.....-- aeent 84 ee 82.5 
Transformers... ._. - Piittees dddkg Ea pienievan aes OE Ih sskeensance 105 
Two 7,500-K W steam turbogenerat« Staph crcavacsa te De” Berke sei ch ccnensascebbeacceunenee 
Four 21,500-K VA hydraulic turbine generator plants: 

Hydraulic turbine generators GAO lisssecsedc.. 
Teabanon Laawenwen qhoadecnaeedsseecssoveses SEO tiekascaneren 
ici inline a cis iseaeMineeESaada aw cciGebveurteceueedsteds TD Indecscanvens 

Two 10,000-K W steam turbogenerator plants: 
ON. oc imndiines seu etcsasnnsniwanensdees GOD fo eros dp ec cnctddeuwslecwesucauess 
Transformers and switchgear...............--.----- OOS Bairckaeedd lendenseseswnl bectecsss~ 
Two 30,000-K VA hydraulic turbine generator plants: 
Hydraulic SOD NE nd ccs noscicecdsrcuns BED - dennwchimedkd leescsncvsase “4 
Transformers and switchgear...........-.........-- wD A.akiventien biecntcsacce a 75 





Exuisit D.—Comparison of foreign and United States prices 
[Two 2,500-K VA hydraulic generators; two 2,500-K VA transformers; two 150-K VA transformers] 
MAYURAKSAI, W. BENGAL, INDIA, 1952 





2,500-KVA | 2,500-KVA 150-KVA 
generators | transformers | transformers 


Manufacturer 









United States company 100 100 100 
Ansaldo (Italian) - as 67 5 ee eo 
Serene TH eee re Pee . 174 65 58 
Oe ee IS on uw. dan adoblacecce béatediegvanscekss oe i Tiskesdstoonurethoeueb weseen 
CRIS ao A220 RE Te oe Oe Se es oh ie ee 52 65 63 
Mitsubishi (Jap: I te ec bo ‘ id teat Ra 
Finns Hyttans by ASEA (Swedish). - iii oe aca ache 364 $73 56 
Siemens eee. bbs Rebs Ackkeeolidebch<n< : 90 

G.E.C i 96 

Oerlikon (Swiss) 

English Electric (British). 90 


Domite (German) _- 
Ferranti (English) 
Garkelah (German) 
Jast Eng. Co 
Lepper (German) 
B. E. T 

So. Wales Swgr. Co 
IE CEI os 5 cen eucecwscnvones 
Hack bridge 
Korch Serrel (German)- .._......-.-.-- 
ety by. | | iene ahaa amaatnn dake 
ACEC (Belgian). --.....--- z re ee ee ag ee 








1 Bonar Long. 
2ASEA. 


THREE 9,000-KVA HYDRAULIC GENERATORS—TUNGABHADA, MADRAS, INDIA, 1952 


United States company................---..-..- Pe 5-5 7 ns oie abnc eieukabeenkabnaak 
Brown Boveri (@Wies)...-...................... 69 | Jenomont (French) 

een PINNED 2s kkk ae cece csc dokenesed 75 1 PE (ORONONS) 20. cece sn cbsicis. 

English Electric pane SE ds ccdalwwndawkenbeve Tit NO CRD o vinccnsscnccusc Kes 
oD des atnsaadeanebnibnmian EF Rete RII cc ccwcweeanenanss 

PN oof) ee GR Se Se eee 94 | Itachi (Japanese) _.....-.........----- 

ee ee 83 | ASEA (Swedish)-........-.- Peuieehaeatowes 


TWO 10,000-KW UNIT POWER PLANTS—CANDIOTA POWERPLANT, STATE OF 
RIO GRANDE, BRAZIL, 1952 


United States company.... ...........--------- Francobel (French).... .........------- i sae 127 
Siemens (German)__.. -..--- Kocduphacieeiee English Electric & J. Thompson 





Japen heavy industries ........................ 7 other unlisted bidders.... .........-.--------- 


Ex: 
TWO 








United Sta 
English El} 
Oerlikon (: 
ACEC (B 
Elin (Aust 
Brown Bo 
Siemens (¢ 
Alsthom-C 





ON 


United Sts 
“Schneider 
Alsthom () 


United Sta 
I. E. M. (1 
Brown Bo 


United Sta 
Siemens (¢ 
AEG (Ger 


THREE4 


United Sta 
Alsthom (J 
Brown Bor 
Brown Bor 


United Sta 
Brown Bo\ 


10,0 
United sta 
12-500-K 


Generator: 
United 
Shibaui 


The pi 
ments su 
their wo 
country. 
in the U 
been a hi 
with whi 
subsidies 
and Belg 
Moreove 
with the 


* See Unit 

0Q@. M, ' 
37-44. 
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Exursit D.—Comparison of foreign and United States prices—Continued 


TWO 25,000-KVA GENERATORS AND TRANSFORMERS, CANASTRA, BRAZIL, 1952 








- 

| Generators | Transformers 
—_ —— — ~ - - OD 
United States company... aoe F oneal 100 100 
Enelish Electric (British) : lll 94 
Oerlikon (Swiss) -..... banibos be “ 84 78 
ACEC (Belzian). an a . 127 | 100 
Elin (Austrian) .... ‘ ' 142 = 
Brown Boveri (Swiss) abs 4 ee 80 7 
Siemens (German) - . “ : isi ‘ iia 114 101 
Alsthom-CGE (French).....-. . baidaniog weennwwncncnnccenee| 103 v4 


ONE 30,000-KW TURBO GENERATOR—TACOA STATION, VENEZUELA, 1953 





United States company -... ; 100 | Brown Boveri (Swiss). . abe . 47 
“Schneider” (French). ..........--. - 70 | Siemens (German). ... peineaind . 8 
Alsthom (French) ......... badeoo dens i DN CP charccécencnensnoanvan - 47 


THREE 9,333-KVA TRANSFORMERS—SAN BARTOLO, MEXICO 


United States company.... - oudeads in clare | UE GO CI 8 5 5s ccncencnnédbenecnecesecese 77 
I. E. M. (Mexico) ‘ 124 | Jenomont (French).. ..............-.- aGeaeteson 76 
Brown Boveri (Swiss) : 96 





50,000-KVA GENERATOR—IXTAPANTANGO, THIRD UNIT, MEXICO, 1950 


United States company. .-- 100 | Oerlikon (Swiss) .... ent arta te 76 
Siemens (German) .- 107} Elin (Austrian). . nneiieaaihducs 7 
AEG (German) - 100 | Brown Boveri (Swiss)..... ae ee 





THREE 42,800-K W GENERATORS—MIGUEL ALEMAN STATION SEPTEMBER 1953; HYDRO 
DEVELOPMENT, MEXICO 


United States company... ; 100 | Brown Boveri (German) = _ 67 
Alsthom (French) 70 | Oerlikon (Swiss)... in . 6 
Brown Boveri (Swiss) 69 | Siemens (German) ‘i adh ots rf 
Brown Boveri (Italian) -- 70 | (No British bids tabulated.) 


TWO 30,000-KVA HYDRAULIC GENERATORS—CIPRESES, CHILE, 1949 


United States company .....-- 100 | Secheron asia ala a ak —_ 
Brown Boveri (Swiss) ; : - 102 Oerlikon (Swiss)........................ e . lil 
10,000-KVA HYDRAULIC GENERATORS—LAXARVIEKJUN, ICELAND, 1950 
United states company .... soccer 6 100 | Brown Boveri (Swiss)... ee _ 9 


12-500-K W GENERATOR AND SPARE PARTS: SWITCHGEAR—WU-LAI, TAIWAN, 1952 





Generator: Switchgear: 
United States company-....-.- ' . 100 United States company.... > 
Shibaura (Japanese) - et . 8 Japanese (Mostly Mitsupbishi).............. 07 


Foop SUBSIDIES IN THE UNITED KINGDOM 


The purpose of this section is to examine the extent to which foreign govern- 
ments subsidize low wages through maintaining artificially low costs of food for 
their workers. The time available has not allowed a detailed study of every 
country. Attention at this time is, therefore, concentrated upon food subsidies 
in the United Kingdom where the cost of subsidies in the postwar years has 
been a higher percent of total expenditures than in the other European countries 
with which this project is concerned.® Other countries which have used price 
subsidies extensively, are the Netherlands,’ Sweden, and Switzerland. France 
and Belgium have also made limited use of subsidies on certain basic foods." 
Moreover, the report cannot be considered complete without some comparison 
with the use of subsidies in the United States. 


* See United Nations, Statistical Yearbook, 1952 (New York: 1952), pp. 465-473. 

1° G. M. Verrijn Stuart, ‘‘Economic Policy in the Netherlands,” Lloyds Bank Review (January 1953) 
37-44 

4 U. S, Bureau of Labor Statistics, Wage Trends and Wage Policies, Bulletin No. 934 (1948). 
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KINDS OF SUBSIDIES 


The food subsidies in the United Kingdom are administered by the Ministry 
of Food and the Agricultural Departments. They are designed to keep down 
the cost of food to the consumer, to improve nutrition, or to improve agricultural 
methods. (See table 1.) The ‘‘cost-of-living’’ subsidies make up the greatest 
part of the food subsidies. In 1950-51, the “‘cost-of-living’’ subsidies comprised 
86 percent of all food subsidies.“ By 1952-53, subsidies had been reduced, and 
those designed to curb the rise in living costs accounted for only 66 percent of 
the tetal. 

PURPOSE OF THE FOOD SUBSIDIES 


The food subsidies undertook to provide important foods to consumers at low 
prices in order to hold down the retail price index and prevent a rise in wage 
demands. The various measures to prevent inflation and growing pressure for 
higher wages were continued after the war, not only to stabilize the domestic 
economy, but also to keep down the costs of goods for export. It should be 
noted that the purpose of the British subsidies is to reduce the price of food to 
the consumer in contrast with the agricultural subsidies in the United States 
which raise the price of agricultural products to the consumer. 


TaBLe |.—Estimated food subsidies, United Kingdom, 1952-53 


Item £ Million 
Subsidies administered by the Ministry of Food —— =i 297. 4 
“Cost of living’’ subsidies___ states i ie ; 220. 9 
Bacon : 4 P : J78e a MG 
Bread_ Pee eed 
Flour (othe r than for bread) : * a ” 13. 3 
Shell eggs Teeue - , S04 22. 2 
Meat (carcass) j 25. 6 
Milk (liquid) __-__- —- ee oe . 39.8 
Butter ; ante seed a 20. 0 
Cheese - - -- ee ‘ 4 L 2. 1 
Margarine (domestic) m 13. 0 
Lard and cooking fat (domestic) ___-__- pUMR AS eS 4.5 
Sugar (domestic) Dae si add oatate. ~ me 
Miscellaneous ‘ - Sec gored 6.9 
Welfare and milk-in-school schemes ia wack 46. 5 
Animal feeding stuffs____- id 30. 0 
Subsidies administered by the Agricultural De »partme nts eas 34, 2 
Attested herds scheme - - - - 5 9.7 
Fertilizer subsidy _- . secu BULA 11.0 
White fish subsidy ia ; ; ie 1.8 
Plowing grants. _....-..-- = itl Sane ala ease Gwe . 6. ¢ 
Calf subsidy - --_-- Fecewews.«« 7 bin apdxa I 5.4 
Total, food subsidies isane BES 


Source: “‘Food Subsidies, 1952-53,"’ Ministry of Food Bulletin, No. 693 (March 14, 1953), p. 18 


The food subsidies, however, were only one of the anti-inflationary measures. 
The expansion of exports required both that the demand for goods at home should 
not keep exportable goods in the domestic market and that the costs of these goods 
be kept down in order to compete abroad. The food subsidies were helpful only 
in the latter purpose—that of keeping wage costs down. An accompanying pro- 
gram of taxation was required to absorb the funds in the domestic market that 
otherwise might be used to bid for the export goods." 

Another purpose of the subsidies has been the encouragement of agricultural 
production at home. The assistance to agriculture reduces the amount of foreign 
exchange that must be used for importing food. In 1950-51, about two-thirds of 
the food subsidies were paid on food produced at home, although about 60 percent 
of the ration requirements were imported.’ The net effect on the balance of pay- 


2 “Subsidies in Perspective,’’ ‘‘Cheap Food,”’ the Economist (Mar. 8, 1952), p. 572. 

4 C. R. Ross, “The Food Subsidies and the Budget,’’ Bulletin of the Oxford University Institute o 
Statistics, XIV, No. 3 (March 1952), pp. 79-80. 

4 “Subsidies in Perspective, Cheap Food,” op. cit., p. 85. 
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ments of the subsidies to agriculture will depend in part on whether factors are 
liverted to agriculture which could be used more.efficiently in the production of 
export goods 


THE AMOUNT OF THI FOOD SUBSIDIES 


The annual cost of the food subsidies rose from 1939 to 1949 and then turned 
ywwnward. The following are the sums spent each year, 1939-53, by the Govern- 
ment for food subsidies (in millions of £ for years ending March 31 





1939-40 15. 8 | 1946 325. 0 
1940-41 63. 1 | 1947 391. 6 
1941-42 95. 8} 1948 184. 5 
1942-43 142. 6| 1949 124.8 
1943-44 182. 5| 1950 100. 3 
1944-45 1905 7 | 1951 410. 0 
1945—46 265. 51 1952 331. 6 


In the fiscal year 1948-49, the food subsidies amounted to 13 percent of the total 
expenditures of the Central Government, but by 1952-53 the cost of the food sub- 
sidies had declined to 6 percent of the total." 
lable 2 shows the importance in the aggregate of the food subsidies to total 
personal expenditures for food and to total personal expenditures for all purposes 
from 1946 through 1951. The food subsidies, as a percent of personal expendi 
ires were: 


Percent of total 
personal 
expenditure | 


Percent of total 
personal 


for food expenditure 
17.5 4.5 

j 18. 5 § 
48 22.2 6.0 
9 19.7 5.5 
It 4.8 
1¥ 15. 2 4.5 


The food subsidies were highest in 1948, both in amount and in relation to total 
personal expenditure.’ The cost of the food subsidies in 1948 was £496 million 


hich was 22 percent of total expenditures for food and 6 percent of total personal 


expenditures Since 1948, the food subsidies have declined both in amount and 
in relative importance Although the aggregate figures cannot be interpreted a 
showing the importance of the subsidies in the factory worker’s budget, rationing 


and progressive taxation have kept the variation among economic classes below 


at might otherwise have been expected 


A survey by the Mini try of Food of family expenditures for food showed that 
1950, the subsidies accounted for one-fifth of the food expenditures of factory 


irkers’ families See table 3 More than one-half of their expenditures for 

od was for subsidized items The table shows further that the percent of 
expenditure on subsidized foods decreases as family income increases 

(nother survey of total expenditures of 41 working-class families in 1949 found 


( 
at 42.4 percent of household expenditures were for food.'® If this percentage 
l applied to the information regarding factory workers’ expe nditures lor food in 


table 3, the conclusion can be drawn that total family expenditure for factory 


Worke! vould have been about 8& percent greater in the absence of the food 
heid 
The amounts for the vear 139-40 are from Ross, op. cit., p. 78 r the ve 1948-52 from Ur i Nat 
tatistical Yearbook, 1952 (New York: 1952), p. 473; and for 1952-53 from ‘‘Food Subsidies, 195 ’ Mini 





of Food Bulletin, No. 693 (March 14, 
Based on data from United Nations, Statistical Yearbook, 1952 (New York: 1952), p. 473 
Caleulated from data on table 2 
§ The totals for food subsidies in table 2 are for calendar years and, therefore, differ from those given 
earlier for fiscal years. There also may be some difference in the inclusion of agricultural sub 
Schulz, ‘‘Family Expenditure in 1949, Part I,’’ Bulletin of the Oxford University Institute o 
Statistics, XIII (April 1951), 133. 


i), p. 1s 
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TaBLeE 2.—Total personal expenditures for food and rent, food subsidies and housing 
subsidies, United Kingdom, 1946-51 


{£ million} 











Item 1951 | 1950 1949 | 1948 1947 1946 
Total personal expenditures.........................-- | 9, 737 9,076 | 8,643 | 8,207 7,752 7,014 
Gs tubheninatihesd oanes | 2,867 | 2,627] 2,417] 2,230] 2,079 1, 804 
Rent, rates and water charge oa 701 77 649 648 631 602 
Son one eo eee a ee 6,169 | 5,772| 5,567 | 5,419] 5,042 4, 608 
Food subsidies... _. iccedlaiien aa tcietes 437 434 475 496 385 316 
Agriculture forestry and fi shing.- eavevesebadedtidee | 38 49 55 48 35 34 
Fertilizers and molasses_...................-.. 5 12 14 12 8 7 
POD BINED... ncrmcacdsccneanmss oniseuned 2 | 12 16 18 17 18 
IEE MT cs nicbatndinedonsxeibckeaktnntnd 6 D Lutbn sand eektuvilickumnselonet ans 
NIT ut diacniebeadiintieandaumininensnnediabeadee 25 22 25 18 10 9 
Trading losses of the Ministry of Food !_......_. . 334 324 357 390 296 237 
een NE CIID... 6 wks necrinccnccechndeosensce 65 61 68 58 54 45 
Milk and welfare foods, etc _._.........------ 40 36 37 36 35 30 
School meals (net cost to local authorities) - . .. 25 25 26 22 19 15 
I I onnoc cad save bescbse ctkdcaseusinsensed 74 73 69 65 57 43 
Central Government.................. sea hiitn Saeghaltd 60 59 56 53 46 34 
Local authorities... .... inbis cogeghiiitndaatie inte dastinieitetitaiaaass 14 4 13 12 ll v 





| 


1 Excludes the cost of milk and welfare foods schemes and the cost of food rationing. 


Sources: Personal Expenditures at Current Market Prices, pp. 27-28. Subsidies, p. 44. Current Grants 
to Persons from Public Authorities, p, 45. Central Statistical Office, National Income and Expenditure, 
1946-1951 (London: H. M. Stationery Office, 1952). 


TABLE 3.— Average weekly expenditure, per head of household, on the main subsidized 
foods, 1950, by | income class 


| Annual income of head of household 








Item | 
£650 and £400 to £225 to Under All house- 
over £649 £399 | £2252 holds 
| ad. bith kel 8s. d. ae 
Expenditures for food 
Main subsidized foods............- walk 8 2 8 3 8 1 8 2 8 1 
eas os 79 6 7 51 | 69 
Total___. 17 3 16 0 14 8 14 0 14 (10 
Subsidized food expe ‘nditures as perce nt of 
total food expenditures. ...........-. xe 47 52 55 58 54 
e ¢ e & 8. d. a. ¢ 8. 4, 
Cash value of subsidy. _.. 29 2 il 2 il 27 2 10 
As percent of expenditures ‘for ‘sub- 
sidized foods... 34 35 36 32 35 
As percent of expenditures for all foods} 16 18 20 18 19 





1 Factory workers 
2 Old-age pensioners and casual workers. 


Note.—The main subsidized foods are butter, margarine, rationed cooking fat, sugar, tea, bacon 
liquid milk, eggs in shell, rationed cheese, flour, bread, potatoes, and rationed fresh meat. 


Source: Adapted from Great Britain, Ministry of Food, Domestic Food C onsumption and Expenditure, 
1950 (London: H. M. Stationery Office, 1952) p. 48. 


The same survey of food expenditures in 1950 by the Ministry of Food showed 
that the food subsidies were of greater value to families with children. (See 
table 4.) Families with 3 or fewer children gained 1 d. per week per head more 
from the subsidies than families with 4 or more children. When the subsidies are 
expressed as a percent of total food expenditure, however, the percent which the 
subsidies represent of total food expenditures increases with the number of children. 
The subsidies represented one-fourth of the total amount spent for food eaten at 
home by families with three children. 

Table 5 shows the average value of the food subsidies for a family of four as a 
percent of the average wages of a manufacturing worker. The data in the table 
are limited in their usefulness by the fact that the value of the subsidies is an 
average calculated by dividing the total cost of the subsidies by the population 
and that only 1 wage earner is assumed for the family. The declining importance 
of the food subsidies over the past 6 years is apparent. The drop in the value of 
subsidies to a family of four from 13 percent of average wages in 1948 to only 4 
percent in 1953 is the result both of a reduction in the amount of the subsidies and 
of the rise in the average wage rate. 





TABLE 4 





All types... 
No childrer 
lor 2 child 
3 children .. 
4 or more cl 


email 
1 Exclude 


Source: A 
1950 (Lond: 


TABLE § 


Value of f 
family of 
Average W 
manw fact 
Value of f 
average \ 


1 Averag 
21948-51, 
Sources: 
Supplies,” 
Year Book 
Britain, M 


Altho 
tant to 
determi 
the reta 
measure 


TABLE | 


June 1947 


a 


July 1953. 


Source: 
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TABLE 4.—LHstimated value of the food subsidies of households with 1 male and 1 
female adult and varying numbers of children, 1950! 


{Per head per week] 


Annual average 
asa percent of 
total domestic 
food expendi- 





Annual 


Type of household 
average 


| ture 
ait 
All types 2 Ww 19 
No children » 10 16 
1 or 2 children es 21 
3 children 3 l 25 
4or more children 3 0 27 


1 Excludes old-age pensioner households, 


source: Adapted from Great Britain, Ministry of Food, Domestic Food Consumption and Expenditure, 
1950 (London: Her Majesty’s Stationery Office, 1952), p. 73 


TaBLE 5.—Value of food subsidies per week for a family of 4 in relation to average 
weekly wages in manufacturing, 1948-538 
| 1953 | 1952 1951 | 1950 } 149 1948 
a. d add @ &t wo &T aw éeb fo a 
Value of food subsidies per week for a | 

family of 4 6 9 9 5 12 8 12 4 13 2 4 Il 
Average wages per week for all workers in 

mufactoring ? 1h 7 150 10 isv 10 127 5 120 10 116 10 
Value of food subsidies as a percent of 

average wage 4 6 y 10 11 | 13 


1 Average for fiscal year beginning Apr. 1 
1948-51, average for September; 1952, average for October; 1953, estimated average for July 


wrees: Parliamentary Debates (Hansard), House of Commons (Feb, 18, 1953) col. 1229; “Britain’s Food 
Supplies,” Labor and Industry in Britain, XI, No. 3 (September 1953), p. 105; International Labor Office, 
Year Book of Labor Statistic 1951-52 and 1949-50; United Nation's, Monthly Bulletin of Statistics; Great 
Britain, Ministry of Labor, Monthly Digest of Statistics; The Conference Board 


THE RETAIL PRICE INDEX AND THE SUBSIDIES 


Although the ratio of subsidies to family expenditures or wages may be impor- 
tant to the housewife, the retail price index is much more influential in wage 
determination. Average weekly earnings have risen more since 1938 than either 
the retail price index or its food component. Since 1947, however, prices (as 
measured by the retail price index) have risen faster than wages. (See table 6.) 


TaBLEe 6.—I/nderes of average weekly earnings for all workers and of retail prices 
United Kingdom, 1943 53 


Retail price index 


A verage 

weekly 

earning All ite Food Rent ind 

rates 
ie | . 
June 1947 = 100 
June 1947 100 100 100 100 
1948 106 108 108 99 
1949 109 lil 114 100 
1950 lll 114 123 101 
1951 120 125 136 103 
1952 130 136 
July 1953... ; 136 141 ‘ 
January 15, 1952= 100 

1952 a . 7 ia 5 oa oud 103 105 | 102 
TEP ca nstnerdic-oe bests dabeians deena 107 | 114 | 109 


Source: Great Britain, Central Statistical Office, Monthly Digestic of Statistics. 
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In July 1953 retail prices were 41 percent greater than in June 1947, while average 
weekly earnings had risen only 36 percent. From January 1952 to July 1953, 
food prices had risen by 14 percent. A large part of the rise in food prices can 
be attributed to the reduction in the food subsidies in the past 2 years. 

The food subsidies have been a means of retarding the rise in the retail price 
index. If all the food subsidies had been removed on one of the dates indicated 
below, the index could have been expected to have increased by the following 
number of points (see table 7): 


Points 
PUTA nds Aisicweuicdeda tig sis aiinwee Ses oe e oe ors tee on Oe Oe 8. 01 
at ee da ie ee 6. 18 
SN a Se ditietiri pnp dn ananecven avash octet ise 3. 07 


The figure for January 31, 1953, refers to the revised index with January 1952 
as 100 and a set of new weights. Furthermore, the index averaged 114.1 in 1949; 
was 143.5 in October 1951; and was 109.2 in January 1953. hus the decrease 
in the importance of the subsidy from 1949 to 1953 is slightly less than the ficures 
above would indicate. 


TABLE 7.—Estimated effect of food subsidies on retail price index, United Kingdom, 
November 1949, Oct. 20, 1951, and Jan. 31, 1953 















Percent 












































Rise in 
| increase | Weight | index of 
| Average | in retail | in index | retail 

Commodity and unit retail Subsidy | price if | of retail | prices if 
| price subsidy prices subsidy 
removed removed 
s. d. é. 6, Thou- 
Nov. 1, 1949: sandths 
EO OU cn cc dackcbeuwnsbeupeetnene 11 6 54.5 1, 25 
Flour, 7 pounds... _.__..._. a ; 2 1 15 64.3 | 7 45 
Meat (carcass), pound... ...................- 4. «8 3 17.6 | 25 44 
8 eee: 2 8 1 2 51.9 18 . 93 
SL ea oe 1 6 100. 0 19 1.90 
BERURUNEE, WI, 8 << coin coemcnccacece 10 4.5 45.0 } 12 45 
Cooking fat, pound... _______. iin atk UPRncirek oe 1.9 3.5 | 92.0 | le 
NN MII si in iss, aise cinnlainln Suseiwiahlinslcot Ye 1 0.75) 91.0 5 46 
WO nn a Sd. A abiadudandt 3 0 1 3.25 42.4 13 55 
Res WOR: ican) baptiackudhanoekbbintins wk Shexdhs 10 2.5 25.0 32 88 
Sugar, pound. 5 1 20.0 ll a 
Tea, pound._..__- 3 #4 8 .5 21.3 16 . 34 
Potatoes, 7 pounds. --_. 10 2 20.0 | ll 22 
WN ir B08 eteccss cask BCs Cites. ab baa h od Ain Latte osadh Sead are 8.01 
Oct. 20, 1951: 
I IE ate ins tin asioncacnlitesatmined oy 1 0 6.5 54.2 23 1, 25 
a tinea eoiae caeewe> « 2 25 1 275 56. 2 7 . 39 
Meat (carcass), pound __- aS 3.5 7.5 42 .74 
Bacon and ham, pound....................-....- SF 1 3.5 50.0 18 . 90 
Butter, pound... __. isiplichscdh i chien daanaitae eames 2 6 9. 25 30.8 19 . 59 
NR I oo ans suck Shan hada osm ; 2 3. 75) 26.8 } 12 30 
Cooking fat, pound _- pond cidiamiahdeabiaainatieatet ae 3.5 | 21.9 | 
RE MN es, sen iseninennnapecmentee rg 16) 96.4 5 | 48 
Eggs (shell), dozen. __._. ariteapemens 3 10.5 mi 23.7 13 .31 
Max, Guatt......-..- = | ll | 2.5 22.7 32 .73 
Sugar, pound_. Dicndioe aaaa caetae ok ieee | 6 | 1 16.7 11 .18 
a SO ei ae | 38 8 8.5 19.3 16 13 
Potatoes, 7 pounds (no longer subsidized) _____- Bes ey | ws: . : 
Pict ea ra Phot UES dnwrntincuabeenaseadie : 6.18 
Jan. 31, 1953: | | 
Bread, 344 pounds...............--...-.-- eeutiech as 3.5 | 23.3 | 7 . 63 
STF mand ey 5. 75) 13.4 4 .05 
tL, ees ee i 1.5 6.2 69 . 43 
Beacon ant hem, pound... ... <2 .ccneuce-<-..s 3 10 7.5 | 16.3 | 18 . 29 
epee, Pome Ties eect edwntca . | 3. 4«O0 +s 22.9 | 14 . 32 
Margarine, pound _.__- ‘cadet Rss wtennkeeione i #4 a | 
Cooking fat, pound___- Gov bnowssapeetateudes | 1 4) + 11.0 il “12 
UII 5k RS is od sw cabins ebaee Sig | 1.5 | 5.8 y 05 
Eggs (she‘l), dozen 1__. . 4 0 1 | 20.8 22 46 
TE eS Oe Or SO | ee | 1, 75 13. 5 40 . 4 
Sugar, pound !______ Suda ss eres: 7 1. 25} 17.9 10 18 
Tea, pound (no longer subsidized) _............-- Rtaa ties Sel deeeSosdes za ae She 
Potatoes, 7 pounds (no longer subsidized) ....._- |-- |. |- 4 
NT ta tops ceddenl <at> seiinineiahohante-innnnelaatnaiinsal sion cial Scie ile akin i 3.07 
1 Subsidy has now been removed. 
Sources; “Arithmetic of the Subsidies,” The Economist (Apr. 15, 1950), p. 847; “Tackling the Food 


Situation,” The Economist (Dec. 1, 1951), p. 1346; “‘Britian’s Food Supplies ” Labor and Industry in 


Britain, XI (September 1953), p. 106; Great Britain, Ministry of Labor and National Service, Interim 
—— of Retail Prices, Method of Construction and Calculation, revised edition (London: H. M Stationery 
Office, 1952), p. 32. 
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The above figures show, however, the declining value of the food subsidies from 
1949 to 1953 as an instrument for preventing the rise in the retail price index. 
Whereas in November 1949, the food subsidies were holding the retail price index 
8 points below its level on that date; by January 1953, the immediate resulting 
rise in the index, if all the subsidies had been removed, would not have been much 
more than 3 points. After the removal of the subsidies from flour, eggs, and sugar, 
later in 1953, the remaining subsidies serve to prevent a rise of hardly more than 
two points in the index. Today the subsidies can be considered of slight importance 
in holding down wages through preventing a rise in the cost of living 


THE INCIDENCE OF THE SUBSIDIES 


The British food subsidies were not arranged to give relief only to those families 
in need of assistance. They were applied to keep down the prices of the basic 
foods, regardless of the economic status of the consumer. The cost of the sub- 
sidies was not covered by special taxation of selected economic groups. The 
burden of the subsidies can only be said to have been distributed in the same way 
as total taxation. The benefits of the subsidies favored the low-income families 
see table 3). 

The rapid reduction of the subsidies since 1952 has been accompanied by reduc- 
tions in taxation and increases in family allowances to offset the effect of higher 
prices caused by the smaller subsidies. The changes in the income tax in 1952 
consisted of an increase in earned income relief, an increase in exemptions and a 
reduction of the rates in the lower income brackets.° The budget of 1952 pro- 
posed a reduction of the annual cost of food subsidies from £410 million to £250 
million. This reduction of £160 million meant an average of 1s. 244d. per capita 
per week or £3.15 per capita per vear.?! 

Table 8, from a study by C. R. Ross, shows the net effect of the changes in 
income taxation, subsidies, and family allowance by type of family and income. 
Single persons and childless married couples with annual earnings of £350 to £400 
(a factory worker’s earnings) receive a net gain as a result of the changes in sub- 
sidies and income tax Families with one child in the £400 income class, how- 
ever, suffer a loss by the decreased subsidy in excess of the gain on income tax; 
and those with two or more children receive no advantage from the tax change, 
while their gain in family allowance is less than the loss through the reduced food 
subsidies. The net effect of the several changes favors somewhat the higher in- 
come groups and the smaller families. 


INTERNATIONAL COMPARISON OF FOOD PRICE LEVELS 


Foreign. food subsidies alone cannot account for the wide difference in food 
costs between the United States and European countries. 


»” Great Britain, Chancellor of the Exchequer, Financial Statement, 1952-53 (London: H. M. Stationery 
Office, 1952), p. 25 
1 Ross, op. cit., pp. 67 and 195 
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TABLE 8.—Net gain or loss to selected types of families from changes in income taz, 
food subsidies and family allowances in the budget of March 1952 


{In £] 





Gain from | Gain from 
In Extra tax Loss on Net gain 
come (earned) in pounds income ee liability subsidy or loss 


_— | | | SS | SSS 


3.15 —1.00 
3.15 +1. 60 
3.15 +15. 00 
3.15 +33. 40 
6. 30 —4. 80 
6. 30 —2.30 
6. 30 +2. 85 
6. 30 +8. 50 
6. 30 +35. 00 
9.45 —9. 45 
9.45 —6. 45 
9. 45 —1.60 
9. 45 +8. 70 
9.45 . 00 
12. 60 —4. 80 
12. 60 +5. 70 
12. 60 +47. 55 
15. 75 —0.15 
15.75 +13. 00 
15. 75 +48. 10 





Source: C. R. Ross, ‘*The Food Subsidies and the Budget a Correction,’ Bulletin of the Oxford Unt- 
versity Institute of Statistics, XIV, No. 6 (June 1952), p. 195, 


The food price levels in October 1951 of European countries as compared with 
the _— price level of the United States are shown by the following index 
numbers: ”? 


a RS Soe bc caeudesoen 10D) ee 3 oe ee eS: 57 
Oe eee, hy SS ee ee eee eee 64 
WRG. noche woe ws nen ce nenes et I ee peste usecens 81 
Geman (Federal Republic) _.._-- 7B) Waited BORO. 6005 cencuensen 46 
ken Ch TK Ge reac hee 


The indexes are made from retail prices of 17 foodstuffs in the capital city and 
other urban areas ef each country. The costs of food “baskets” conforming to 
the local patterns of consumption are compared by using the official exchange 
rates. 

The comparison through official exchange rates is useful in an examination of 
factors influencing international trade. Food prices play an important part in 
every consumers’ price index and, thus, in wage determination. If food costs in 
the United Kingdom are less than one-half food costs in the United States, the 
wage costs of export goods from the two countries, when the costs are translated 
into a third currency, must decidedly favor the United Kingdom. Food subsidies, 
however, even when amounting to one-fifth of food expenditures (see table 3), 
can account for only a part of the great difference in food costs between the two 
countries. 

SUMMARY 


The food subsidies may have had more effect than is apparent from their 
importance relative to expenditures, wages, and the retail price index. If earlier 
reductions in the subsidies would have released a much greater inflation through 
resulting increases in wage demands, increased costs, increased prices, and so on 
through the familiar spiral, then the fact that the subsidies immediately held 
down the retail price index by 8 points, in 1949, may have succeeded in curbing an 
ultimate rise of many times 8 points. 


32 “International Comparisons of Food Price Levels,”’ International Labor Review, Statistical Supple- 
— — 1952), p. 99. 
-» P. 97. 
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The food subsidies, however, were only one method used along with other 
restraints on prices, including high taxation, rationing and the holding back of 
wage damands. It must be recognized that the United Kingdom’s expenditures 
on food subsidies have been declining and today are relatively small; and that 
their purpose was to prevent inflation and hardship at home and was, only in 
part, directed toward improving Britain’s competitive position in foreign trade. 


Expenditure on rent as a percentage of total family expenditure, 1947 and 1950 





| 
Country 1950 1947 | Country 1950 1047 
. — - ws | . 
Austria | 13.6 Italy 1.0-1.5 5 
Belgium 7.0 5.6 | Netherlands 5.5 6 
Czechoslovakia | 3.3 Norway 7.2 
Denmark | 48.8 | Sweden | 8.1 | 8.4 
France 3.0 11.3 | Switzerland $13.2 
Germany 19.2 | United Kingdom | 7.0 7.6 
Ireland | 14.6 4.8 | 
' 
11949, 
11048, 


Source: United Nations, Economic Bulletin for Europe, vol. 4, No. 1, April 1952. 


Contribution of the public authorities to the financing of housing in 1949, as a 
perce ntage of tolal expendilure on housing 








Country | ae Subsidies Loan | Total 
— “a |. | 

ct hii 
Switzerland 18. 75 3. 50 | 22. 25 
Sweden 18. 30 4.00 4.00 26. 50 
Denmark 25 1, 25 32. 75 34. 25 
Italy | 16. 00 | 1.00 17, 25 34. 25 
Germany | | 37.00 
Belgium 7.75 12. 75 26. 75 | 47.25 
Norway 1.00 9.75 | 52. 50 | 63. 25 
France 40. 50 | 27.75 | 50 | 68. 75 
Netherlands a | 33. 50 | 15. 25 27.00 | 75. 75 
United Kingdom 1. 50 | 14. 00 62. 50 | 78. 00 


| | | 


Source: United Nations Economie Commission for Europe, Methods and Techniques of Financing 
Housing in Europe, March 1952 


SECTION V. SUBSIDIES AND OTHER STATE AIDS TO EXPORTERS 
SUMMARY 


With most countries practicing a wide range of import and exchange restric- 
tions the countries producing electrical goods domestically can simply apply 
quantitative import controls to keep out foreign-produced goods. The impor- 
tance of export aids is most keenly felt by United States manufacturers in com- 
peting in ‘third’? markets where domestic industry does not manufacture similar 
items and, consequently, the need to protect it does not exist. 

Export aids granted by governments may be of 1 or all of the following 3 prin- 
cipal types: (1) Subsidies; (2) export credit facilities; and (3) export guaranties 
against losses. 

Export subsidies with a dumping feature were denounced under the original 
ITO Charter, but not domestic subsidies paid to stimulate domestic production 
having only a small effect upon exports. The present GATT provisions do not 
classify various forms of tax relief and tax refunds as export subsidies although 
they may contribute to substantial price advantages as in the case of France. 
While most European countries and Japan pay direct or indirect subsidies to 
promote exports, the United States limits its direct export subsidies to a few agri- 
cultural commodities. 

For many years export credit facilities, of special importance in the case of 
capital goods exports such as heavy electrical equipment, and export insurance 
against a great number of risks not of the common commercial type have been 
available to exporters in practically all foreign countries as contrasted with the 
United States where business opinion in the past was opposed to extensive Govern- 
ment operations in the fields of export financing and risk insurance. To a limited 
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extent and only supplementary to commercial financing has the Export-Import 
Bank of Washington extended or underwritten credits for export transactions. 
And in spite of bills introduced in the Congress in recent years no comprehensive 
legislation on risk insurance was passed to date. Since 1947 the International 
Bank for Reconstruction and Development has provided credit facilities for 
equipment purchases for electric power projects, mostly in the underdeveloped 
countries. 


SUBSIDIES AND OraeR Export Alps 


Any adequate discussion of subsidies and other incentives available to ex- 
porters in various countries must include all export aid devices, including those 
that do not necessarily or directly contribute toward price disparities between 
United States and foreign-manufactured electrical goods, but that are important 
in the successful competition for orders, especially in third markets. For this 
reason, the following analysis is not limited to a discussion of the various forms 
of direct and indirect subsidies, but also includes special export credit and in- 
surance facilities. The latter may not be reflected in price quotations, but they 
govern credit terms—often the decisive criterion in the selection of a supplier of 
capital goods, such as heavy electric power equipment. 

In a world in which quantitative import restrictions and tariffs are widely 
maintained as direct controls on the flow of international trade, competition in 
the domestic market by a product subsidized abroad can be controlled by the 
application of import controls. The story is different when it comes to third 
markets where goods produced without aid find it difficult to compete on equal 
terms with goods subsidized in some form. And this is the area where the 
effects of subsidies are most keenly felt in present cireumstances.*4 

A growing distortion of competitive conditions in international trade as a re- 
sult of various export aid practices and an increasing concern about Government 
interference in the development of world markets has caused international or- 
ganizations such as the International Monetary Fund (IMF) and the Organiza- 
tion of European Economic Cooperation (OEEC) to take an active interest in 
the various export aid practices25 At the eighth session of the contracting parties 
of the General Agreement on Tariffs and Trade (GATT) at Geneva in October 
1953, government representatives of various countries appeared ‘frightened’? by 
the growth and effects of export subsidies2° The United States which took great 
pains to help the Italian economy get back on its feet during the postwar years 
was accused of driving Italy out of the market for oranges in northern and cen- 
tral Europe. And the United Kingdom delegate at the session announced that 
his Government would press for tighter provisions in the general agreement 
against subsidies when a general revision of the trade rules of GATT was con- 
sidered in 195427 

Export aids provided by governments may be broadly classified in these three 
principal categories: (1) Subsidies; (2) export credit facilities; (3) export guaranties 
against losses.28 Only an evaluation of total effects of the devices in their overall 
application seems possible. Export aids did not originate after World War II 
although postwar “export drives”, in order to stimulate exports primarily to the 
dollar area, were accompanied by all kinds of export incentives offered by many 
governments. Actually there is a long history of export assistance. As early as 
1921 the United States Congress passed antidumping legislation which permitted 
the Government to impose countervailing duties on goods threatening to flood 
the United States market solely because of irresponsible price cutting of foreign 
goods as a result of Government subsidies abroad.” Similarly, the introduction 
of export credits with Government participation and export insurance under 
Government auspices dates back to the years following World War I. In 1920 
TREDEFINA (‘‘Treuhandverwaltung fuer das deutschniederlaendische Handel- 
sabkommen’’) was organized to administer a credit of the Netherlands Govern- 
ment which was intended to make possible short-term financing of certain German 
exports.*® Also as early as 1920 Government insurance to cover certain types of 


3} GATT: International Trade 1952, p. 63. 

28 Bundesauskunftstelle fuer den Aussenhandel: Direkte Exportfoerderungsmassnahmen konkurrlerender 
Europaeischer Laender, p. 5. 

= a New York Times, October 8, 1953. 

7 Ibid. 

28 Export assistance in the foreign exchange field, such as special import rights and export bonus schemes 
have been discussed in the chapter on trade and exchange restrictions and their discussion is, therefore 
omitted here. 

#* Sec. 201, Antidumping Act of 1921. 

%* “Staatliche Exportfoerderung in der Bundesrepublik und in Ausland” in Boersen und Wirtschafts 
handbuch 1953, p. 148. 
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eredit risks not insurable with private insurance was provided for in the British 
Overseas Trade Credits and Insurance Act of that year 

Subsidies.—Governments may grant subsidies to exporters or to producers. 
While the nature of a subsidy may be similar in each instance, the purpose may 
be entirely different Export subsidies, in many instances, may be granted to 
enable domestic producers of, say, agricultural commodities to market an actual 
surplus abroad. Producer subsidies, on the other hand, are usually intended to 

timulate production of a given commodity, in response to some indicated demand 

frequently without special reference to marketing possibilities abroad Produc- 
tion subsidies appear to be more frequent than export subsidies. Quite obviously, 
however, they can also affect the volume of foreign trade in that they may result 
in the sale of a product abroad at a price which is lower than the domestic price 
The Habana Charter for an International Trade Organization made a distinction 
between export subsidies with a dumping feature and domestic subsidies having 
merely an incidental effect upon exports. The General Agreement on Tariffs and 
Trade does not consider tax remissions, tax exemptions and other forms of relief 
granted by some governments to their exporters on goods sold abroad as export 
subsidies,®! although such aid permits export prices to be lower than domestic 
prices since certain important cost factors are eliminated or reduced. Far- 
reaching refunds of social security charges and tax exemptions as granted in 
France have been given increasing attention by United States Treasury officials, 
but, in the absence of outright complaints from business, no formal study with 
a view to recommending the imposition of countervailing duties has been under- 
taken. 

A direct subsidy payment may be made in fixed amounts or as a fixed percentage 
of the value of the goods exported, with a greater percentage on higher turnover 
so as to act as a strong export incentive Excise, turnover and sales tax exe mp- 
tions may be granted for goods being exported. Manufacturers’ taxes and 
transmission taxes, often levied repeatedly each time the goods change hands 
while they pass through various stages of processing, often are reimbursed by 
granting a percentage refund of the value of the final product exported 

Numerous other forms of direct export assistance which may be better classified 
as indirect subsidies to promote export activities of various countries have become 
widely used. The United Kingdom, by importing raw materials on Government 
account which are exempt from import duties, provides the export industries of 
the country with supplies on a preferential and cheaper basis.» In the Nether- 
lands and the United Kingdom domestic prices were stabilized by the Govern 
ment—a step which helped improve the competitive position of the countries’ 
exports during periods of rapidly increasing inflationary pressures throughout the 
world such as that which followed the outbreak of the Korean conflict An ad 
ditional incentive is offered to Netherlands exporters in the form of tax-free 
export reserves amounting to 1 to 3 percent of export volume. Similarly, invest- 
ments in the Netherlands made to increase exports benefit from special ‘‘fast 
writeoff’’ provisions applicable for the years 1953 to 1957. Almost identical 
privileges have been granted to German exporters. Government participation 
in such export promotion costs as marketing research, product standardization 
and quality control, foreign trade fairs, etc., as provided by the Italian govern- 
ment to small and medium-sized companies and by the United Kingdom to 
stimulate dollar exports, must be included in any listing of indirect government 
subsidization. Finally, even progressive income tax rates as they are imposed in 
the United Kingdom are said to be an aid—if only accidental—to stimulate 
exports. Because profits are largely taxed away British industry is said upon 
occasion to have resorted to exporting at or even below cost to cancel out tax 
liabilities otherwise incurred as a result of profits from domestic business estab- 
lished during a taxable year. 

Finally, a few other practices may be properly cited as examples of indirect 
subsidies. In certain countries, the government, eager to promote the exporta- 
tion of certain designated commodities, permits particularly favorable rates at 
which exporters may exchange proceeds from their exports into the national 
currency. Here the nature of an indirect subsidy is based on the fact that the 
government pays an amount for the foreign currency earned which is higher than 
the officially fixed rate of exchange.™ 


"GATT, op. cit., p. 64. 

3 “Staatliche Exportfoerderung in der Bundesrepublik und im Ausland”’, op. cit., p. 148 
% Ibid Also Bundesauskunftstelle fuer den Aussenhandel, op. cit., p. 34 

% Netherlands Export Finance Corporation, op. cit., p. 3 
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Export credit facilities —Since the war adequate credit facilities granted to the 
buyer often have become a prerequisite for obtaining an order, irrespective of 
attractive prices, superior quality and convenient delivery terms. Tightness of 
the private capital market in most countries has induced exporters increasingly 
to bring pressure to bear upon their governments to provide such credit facilities 
as will permit the extension of 8- and 10-year credits to buyers of heavy electrical 
equipment needed for new electric-power projects, of ships, and of railway equip- 
ment. Notwithstanding the strong comeback staged by the manufacturers of 
electric goods in the Federal Republic of Germany as evidenced by rapidly 
expanding exports, these manufacturers have complained that, unless their 
Government provides more adequate credit facilities, they are hampered in their 
efforts to meet the credit terms demanded by customers in Latin American and 
other underdeveloped countries who lack the funds to make prompt payment for 
what are in effect basic investments designed to develop their economies and 
expand their productive facilities.*5 While the London money market has been 
able to meet the demand for self-liquidating short-term “cash” and “acceptance” 
transactions, banking houses are reportedly unwilling to tie up their resources 
in long-term credits. The British Government declined to give recognition to 
this situation when the Chancellor of the Exchequer said: “On the whole I 
believe that (our banking and financial system) does (provide adequate finance 
for our exporters) and if there is a problem here, it is rather one of making more 
widely known the financial facilities that already exist.” 36 But the Associated 
Electrical Industries, Inc.—the large British electrical manufacturing combine— 
have stated that ‘‘success or failure (to secure export orders for large capital 
projects) depends more and more on the ability of the manufacturer to negotiate 
long-term finance * * * Our financial resources do not permit us to bear the 
full burden of financing capital schemes of this kind. If we are to continue to 
secure our share of the export market, we must expect the finance to be arranged 
mainly by the city of London and the Government.” 37 

Even in the United States, the facilities of the Export-Import Bank of Wash- 
ington, a Government agency established in 1934 to further United States foreign 
trade without competing with private banking institutions, have been extensively 
utilized. The bank has underwritten private bank loans and credits and extended 
lines of credit of its own within the limits of its lending authority (at present it 
is $4.5 billion) for many capital goods transactions which include United States 
supplies of heavy electrical equipment purchased by foreign countries in con- 
nection with electric power projects, particularly in Latin America and Africa. 
Numerous transactions were arranged with the United States exporter partici- 
pating in the credit extension since the end of World War II.38 

Special Government credit assistance available to exporters in a number of 
countries is not limited to the extension of credit that cannot be obtained on a 
commercial] basis, but may include the manipulation of interest rates to keep them 
artificially low for the business community at large or provide for specially low 
interest rates in connection with governmental export credits. This results in 
lower credit costs to exporters and helps increase the products’ competitive price 
position in foreign markets. In Germany the Bank Deutscher Laender exercises 
such general control over interest rates. The Belgian Institut de Réescompte et 
de Garantie (Rediscount and Guarantee Institute), a semi-Government institu- 
tion, accepts commercial paper based on export and import financing operations 
and eligible for rediscounting by the National Bank of Belgium but having a 
maturity of longer than 120 days and grants lower-than-usual interest rates in 
connection with dollar exports and EPU area imports.*® Similarly, export paper 
having a maturity in excess of 2 years is purchased by the Société Nationale de 
Crédit 4 I’Industrie (National Industrial Credit Society). France permits 
private banks to exceed specified credit ceilings imposed upon them individually 
if they finance dollar exports. In February 1953 the discount period for com- 
mercial paper presented by French exporters was extended from 3 to 6 months 
and the discount 1ate reduced from 4 to 3.5 percent. The Netherlands Govein- 
ment sponsored the establishment of a special Export Finance Corporation in 1951 
and provided the institution with a guarantee against “liquidity shortages’’ not 
excecding 50 million guilders. The Export-Import Bank of Japan, authorized 


% “AEG im Zeichen der Konsolidierung” in Der Volkswirt, Apr. 25, 1953, p. 24. Also ‘German Export 
Crecit Functions Transferred”’ in Foreign Commerce Weekly, July 13, 1953, p. 9, and “West Germany 
Seeks To Improve Export Credit” in Foreign Commerce Weekly, Aug. 24, 1953, p. 5. 

* Budget s h of Chancellor cf the Exchequcr Hugh Butler of Apr. 14, 1953. 

® Associated Electrical Industries, Ltd.: Annual report for 1952, p. 9. 

* Details of individual credits granted by the Export-Import Bank are published in the bank’s semi- 
annual report to Congress. 

# It also offers special facilities for financing United States “offshore” purchases. 
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to finance capital goods exports is permitted to extend credits with commercial 
bank participation. Originally 75 percent of the credit could be provided by the 
Export-Import Bank in combination with 25 percent commercial bank credits. 
The ratio has now been changed to 90 percent and 10 percent, respectively. 
Under a hill approved by the Italian Government for submission to Parliament, 
Mediocr2dito (the Italian Central Institute for Medium-Term Credit Financing) 
would administer a fund of 40 billion lira to finance medium-term credits in 
connection with special exports and be empowered to discount papers and advance 
money against deposit of such papers.‘° 

Export insurance and guaranties.—Governmental export insurance and guaranty 
penetees have rapidly increased in number and application around the globe 

he end of World War II. Risks, insurance for which is not ordinarily writ- 
ten a private insurance companies, may broadly be grouped as follows: Political, 
catastrophic, commercial, economic, production loss, and cost fluctuations. 

Political risks insured by Government institutions include war, revolution in 
the buyei’s country, civil unrest, seizure by foreign government. ‘‘Catastrophic’’ 
risks include losses due to earthquakes, floods and other natural phenomena. 
Commercial risks which do not fall within the province of customary private 
jnsurance coverage ale insolvency of the buyer or the buyer’s failure to make 
payment within a specified period of time. E conomic lisks may consist of the 
exporter’s inability to obtain remittance in his country’s currency due to exchange 
restrictions imposed by the country in whcih the customer resides, losses resulting 
from adverse changes in exchange rates, sterilization of funds in b locked accounts 
abroad, conversion into a foreign currency not agreed upon, changes in clearing 
fees collected in connection with transactions governed by bilateral trade and pay- 
ments agrcements or levied, as in the case of Switze:land, in connection with 
transactions coming under the EPU settlement procedure. A guaranty against 
the possibility of production losses due to any of the foregoing causes o1 resulting 
from the cancellation of export licenses and the imposition of export. restrictions 
is available in some countries. Similarly, protection again-t fluctuations in 
production costs resulting from internal price rises, increases in the cost of raw 
materials and labor—limited in France to mechanical and electrical products —is 
designed to “underwrite” firm export prices quoted by exporters. A relatively 
new type of guaranty which was developed in recent years as pait of concerted 
drives to promote exports to the dolla: area is export promotion insurance which 
guarantees compensation for a stated percentage of the cost of market surveys, 
product development and test, advertising and sales promotion, and the keeping of 
inventori*s abroad in case expected exports do not materialize. 

In most instances governmental ay guaranties require the exporter to par- 
ticipate in the risk to a certain extent by limiting claims to as low as 70 percent 
of the total credit or transaction covered, depending upon the ty pe of risk involved. 
Often insurance is actually written by private insurance companies, with govern- 
rents merely underwriting or reinsuring the risks. Export credit insurance and 
guaranties are most highly developed in the important trading nations like the 
United Kingdom, France, the Netherlands, Switzerland and, more recently, 
the Tederal Republic of Germany. Belgium, Sweden, and Japan offer only 
certain types of coverage whereas Italy is only considering the adoption of an 
insurance and guaranty program.*! 

As an exan ple of a rapidly growing use during the postwar years of Government 
insurance facilities, activities of the British Export Credit Guaranty Department, 
set up in 1980 under the Secre tary of the Department for Overseas Trade, may 
be cited. As re ported by the president of the United Kingdom Board of Trade 
on March 6, 1952, an estimated 15 percent of total United Kingdom exports 
were covered by export credit guaranties in the year 1951—52 as compared to only 
8 percent in 1946—47. 

40 “Ee xportkreditversicherung in Italien’’ in Neue Zuercher Zeitung, September 22, 1953, Foreign Edition, 
». 10 
' 41 “Exportkreditversicherung in Italien,’’ op. cit, 
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United Kingdom exports and reexports covered by export credit guaranties 


| Value of ship- 

Proportion of | ments declared 

Year | totalexports | under ECGD 
| (percent) guaranties 
(£ million) 








i 
1946-47 8.0 | 82.9 
ee Se d in 8.3 | 108. 3 
1948-49 Sebi pide ‘ eae ws 9.6 | 168. 6 
1949-50... . 4 es eal 11.5 217.9 
1950-51 7 5 12.6 205. 4 
1951-52 , 7 ts 115.0 425. 5 





1 Estimated. 


Credit insurance on foreign transactions is not written in the United States 
either privately or by the Government. Even domestic credit insurance is not 
written by any private company domiciled in the United States. Until recently 
risk insurance beyond that for normal commercial risks which, of course, may be 
covered by privately written insurance, was limited to marine and aviation war- 
risk insurance. Such insurance was handled by private companies with the 
Government actually providing only reinsurance facilities, i. e., the Maritime 
Administration and the Defense Air Transport Administration, both agencies 
of the Department of Commerce, are empowered to provide coverage if war- 
risk insurance is withdrawn by private companies because of international 
developments. 

A somewhat stronger interest in Government participation in risk insurance has 
manifested itself more recently. Under an amendment to the Export-Import 
Bank Act of 1945 ” which was approved by the President on May 21, 1953, the 
Export-Import Bank of Washington was authorized to “provide insurance in an 
aggregate amount not in excess of $100 million outstanding at any one time for 
the benefit of citizens of the United States * * * against the risks of loss of or 
damage to tangible personal property of United States origin which is exported 
from the United States in commercial intercourse and is located in any friendly 
foreign country * * * (resulting) from hostile or warlike action in time of peace 
or war * * * or from an order of any government * * * confiscating, expro- 
priating or requisitioning such property * * *” Essentially this type of insurance 
coverage is similar to guaranties against loss of inventories kept abroad which is 
available in many other countries. The United States coverage was expected 
to benefit primarily exporters of agricultural staples such as cotton who make it 
a practice to keep stocks abroad to which they retain title. 


Country SuMMARIES OF SuBsIDIES AND OTHER Export AIDS 


1. United Kingdom 6. Sweden 

2. France 7. Italy 

3. Federal Republic of Germany 8. Switzerland 
4. The Netherlands 9. Japan 

5. Belgium 10. United States 


UNITED KINGDOM 
Taz relief 
1. Exports exempt from purchase tax. 


2. Reduction of internal taxes effective April 13, 1953, intended to reduce 
prices and thus stimulate exports. 


3. “Expire preferences’: British goods admitted in Commonwealth countries 
upon payment of duties reduced by 15 to 45 percent. 


Export financing 


1. No specific program. In some cases the Export Credits Guarantee Depart- 
ment guarantees credits granted by commercial banks. 


4 Public Law 30, 83d Cong., Ist sess. 
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Export insurance and guaranties 


1. Administered by the Export Credits Guarantee Department (ECGD), 
Department for Overseas Trade, Board of Trade 
2. Coverage, 50 to 90 percent, depending upon type of risk insured. Premium 
rates, one-half of 1 percent to 2 percent 
3. Risks covered: 
a) Political (war, revolution in buyer’s country, civil war and commotion 
extra freight charges due to division of cargo 
b) Catastrophic: None. 
(c) Commercial (buyer’s insolvency or failure to pay within 12 months 
from due date). 
(d) Economic (exchange restrictions or lack of foreign exchange in buyer’s 
country that prevent the transfer of pound sterling to the United Kingdom 
(e) Production losses (resulting from above causes, from cancellation or 
non-renewal of export licenses granted, or from introduction of new export 
restrictions previously not applicable) 
(f) Price fluctuations: Of unspecified nature 
(g) Special guaranties: Under a 1949 act transactions undertaken in the 
national interest such as 
(1) Sales development and expansion in a desirable market (dollar 
export drive). 
(2) Exportation of a large domestic surplus of a particular commodity. 
(3) Inventories kept abroad 
Up to 50 percent of cost covered. 


FRANCI 
Tax relief 
1. Exemption from 

(a) Production tax (taxe unique a la production and taxe a la valeur 
ajoutée, 15.35 or 6.35 percent). 

(6) Sales or turnover tax (taxe sur les transactions, 1 percent Both are 
assimilated in the ‘‘taxe sur le chiffre d’affaires.’’ Discounts of 11 to 14 
percent allowed on dollar sales to tourists as a refund from production and 
transaction taxes. 

2. Refund of 

(a) Social charges (sickness, accident, unemployment insurance, family 
allowances 

(6) Payroll taxes. Refund is 100 percent. Social charges and payroll 
taxes amount to 28.1 percent of salaries. Settlement monthly 

( Fiscal taxes Refund is a percentage—5.45 or 8.72 percent, depending 
upon type of commodity—of export price; intended as a compensation for 
taxes on the product during preceding stages of manufacture 


Export financing 


1. Credit volume ceilings imposed upon individual commercial banks lifted in 
the ease of exports. 

2. Discount period for commercial paper presented by exporters 6 instead of 
3 months. 

3. Discount rate for export paper reduced from 4 to 3.5 percent 

1. CITER (Compagnie Intercontinentale d’Etudes et de Réalizations), sup- 
plied with capital by a Government-owned and a private commercial bank, 
facilitates dollar export transactions and extends loans to increase production 
for export. 

5. Banque Frangaise du Commerce Extérieur (capital subscribed by Govern- 
ment-financed institutions) guarantees commercial paper; this permits exporter 
to draw immediately on the Bank of France. 

Export insurance and guaranties 

1. Administered by Compagnie Frangaise d’Assurance pour le Commerce 
Extérieur (CFACE). 

2. Coverage, 65 to 90 percent. Premium rates, one-half of 1 to 2 percent. 

3. Risks covered: 

(a) Political (same as United Kingdom). 

(6) Catastrophic (earthquakes, floods, other natural phenomena). 

(c) Commercial (same as United Kingdom). 

(d) Economic (adverse change in exchange rate, blocked accounts, delay 
in transfer of funds). 

(e) Production losses (same as United Kingdom) 


424983—54—-pt. 1_—-34 
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(f) Price fluctuations (increase of raw material and labor costs; covered 
by Commission des Garanties et du Crédit au Commerce Extérieur rather 
than CFACE). 

(g) Special guaranties: Same as United Kingdom, except that risks incident 
to the exportation of commodities that are in surplus domestically are not 
covered. 

FEDERAL REPUBLIC OF GERMANY 

Taz relief 

1. Exemption from— 

(a) Turnover tax (Warenumsatzsteuer). 

(b) Insurance tax on shipping charges if insurance includes forwarding 
of the shipment abroad. 
Refund of 1 to 3 percent to compensate for turnover tax levied during 
earlier stages of production, 

3. Special tax benefits: 

(a) Tax-free export reserves (1 percent of value of shipments of exporter, 3 
percent of value of shipments of exporting manufacturer). 

(b) Tax-free amount in determining taxable profit, (Percentage is same 
as under (a). 


2 


Export financing 
1. Administered by the Deutsche Ausfuhrkredit A. G. (Cerman Fxport Credit 
Bank). Credit financed up to 80 percent, with exporter participation. 
2. Credit terms: 
(a) Long-term credits (1 to 4 years, in exceptional cases longer; interest 7 
percent. 
(b) Medium-term credit (6 months to 2 years; interest 534 percent). 
3. Maximum credit, DM 5 million (with certain exceptions). 
4. Bank deutscher Laender (National Central Bank) keeps interest rates low 
to help exports compete abroad. 


Export insurance and guaranties 


1, Administered by Hermes Kredit Versicherungs A. G. 
2. Coverage, 75 to 95 percent. Premium rates, }4 to 144 percent. 

3. Risks covered: 

(a) Political (seizure by foreign government, war, revolution). 

(b) Catastrophic (not known). 

(c) Commercial (same as United Kingdon). 

(d) Economie (blocking of transfers, conversion into foreign currency 
not agreed upon). 

(e) Production losses (same as United Kingdom). 

(f) Price fluctuations (not known). 

(g) Special guaranties (unknown). 

Norre.—F xporter carries 25 percent of the commercial and 15 percent of the 
political risk himself. 

THE NETHERLANDS 
Taz relief 

1. Exemption from turnover tax. 

2. Proposed refund of ‘‘compensation tax” (a payroll tax). 

3. Special tax benefits: 

(a) Tax-free export reserves similar to those permitted by Germany. 
(6) Faster write-offs of investments made during 1953-57 in connection 
with exports. 

4. Reduced income tax rates and other tax relief, to take effect January 1, 
1954, intended to assure stable domestic prices. This may help competitive 
position of Netherlands products abroad. 

Export financing 

1, Administered by the Export Finance Corporation (N. V. Export-Financier- 
ing-Maatschappij). 

2. Credit terms: 

(a) Long-term credits. 
(b) Medium-term credits. 

Credits mainly intended for capital-intensive export transactions (shipbuilding, 
9 equipment), particularly exports to Latin America, Indonesia, the Near 
vast. 

3. Government guarantees Export Finance Corporation against “liquidity 
shortages’’ of up to 50 million guilders. 
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Export insurance and guaranties 


1. Administered by the Netherlands Credit Insurance Co., Ltd. (Needer- 
jandsche Credietverzekering Maatschappij, N. V.), a private company under 
the supervision of a ministerial Guarantee Commission, 

2. Coverage, 70 to 90 percent. Premium rates not known. 

3. Risks covered: 

(a) Political (same as United Kingdom). 

(b) Catastrophic (same as France). 

(c) Commercial (same as United Kingdom). 

(d) Eeonomic (exchange rates, transfer). 

(e) Production losses (same as United Kingdom). 
(f) Price fluctuations (not known). 

(g) Special guaranties (same as France). 

Norre.—Exports originating in one of the BENELUX countries and consigned 
to another BENELUX country are (a) free from import duties in the other 
country and (b) subject to excise and other tax levies made increasingly uniform 
for all BENELUX countries. 

BELGIUM 
Taz relief 

1, Exemption from— 

(2) ‘lrarns‘er tax (taxe sur les trarsnissions, mostly 4.5 percent). 
(b) Invoice tax (taxe de facture, 0.45 percent). 


Export financing 


1. Administered by the National Institute for Rediscount and Guarantee 
(Institut de Réescompte et de Carantie) and National Industrial Credit Society 
(Sociéte Nationale de Crédit 4 l’Industrie), both para-statal institutions. 

2. Credit terms: 

(a) National Institute for Rediscount and Guarantee accepts commercial 
paper of longer than 120 days’ maturity eligible for rediscounting by the 
Pelgian National Pank; grants lower-than usual interest rates in connection 
with exports to the dollar area; and offers special financing for United States 
offshore purchases. 

(b) National Industrial Credit Society purchases export paper with 
maturities of more than 2 years at more favorable interest rates. 

3. Commercial bank loans guaranteed by the Government to a very high 
amount. 

4. COMIFEX, a consultative committee for the coordination of medium-term 
credit, has representatives of Government, public credit institutions, and banking 
circles, 


Export insurance and guaranties 


1. Administered by Office National du Ducroire, a Government institution. 
2. Coverage, 80 to 85 percent. Premium rates: Short-term, 0.30 to 1.25 
percent; long-term, 3 to 5 percent. 

3. Risks covered: 

(a) Political (same as United Kingdom), 

(b) Catastrophic (same as France). 

(c) Commercial (limited to foreign public bodies). 

(d) Economic (same as Netherlands). 

(e) Production losses (same as United Kingdom). 

(f) Frice fluctuations (not known). 

(g) Special guaranties (same as France). 


Notre.—Exports orivinating in one of the BENELUX countries and consigned 
to another BENELUX country are (a) free from import duties in the other 
country and (b) subject to excise and other tax levies made increasingly uniform 
for all BENELUX countries. 

SWEDEN 
Taz relief 
1. No tax remissions or other tax relief available to exporters. 


Export financing 

1. No direct Government aid in export financing. Assistance limited to repay- 
ment guaranties available to commercial banks for credits extended to exporters, 
up to 75 percent. 
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Export insurance and guaranties 


1. Administered by the Swedish Export Credit Board, a Government institution, 
2. Coverage, 75 percent, in exceptional cases 85 percent. Premium rates, not 
known. 
3. Risks covered: 
(a) Political (not known). 
(b) Catastrophic (not known). 
(c) Commercial (buyer's insolvency). 
(d) Economic (blocked accounts, general moratoria; exchange rate fluctua- 
tions). 
(e) Production losses (none). 
(f) Price fluctuations (none). 
(g) Special guaranties (losses on consignment stocks in hard-currency 
countries, aid in connection with market studies). 


ITALY 
Taz relief 
1. Refund of— 

(a) Turnover tax (refund limited to certain products, including electric 
cables and conductive material; in connection with dollar drive, also including 
certain labor-intensive products such as textiles; 2.4 to 5 percent of the amount 
invoiced). 

(b) Manufacturers’ tax (refund limited to a few commodities). 

(c) Customs duties on imported goods used in the processing of export 
products. 


Export financing 
1. No program adopted. 
2. Government-endorsed program of export financing to be considered by 
Parliament: 
(a) To be administered by Mediocredito (Central Institute for Medium- 
Term Credit Financing). 
(b) To have funds of 40 billion lira to finance medium-term eredits in con- 
nection with special exports. 
(c) Credit operations to consist of discounting of export paper and advanc- 
ing money against deposit of such paper. 


Export insurance and guaranties 


1. No program adopted. 
2. Government-endorsed program to be considered by Parliament: 
(a) To be administered by Instituto Nazionale della Assicurazioni (INA) 
a public insurance agency. 
(b) Coverage, 75 percent. Premium rates, 1 to 3 percent. 
(c) Risks to“be covered: 
(1) Political, not known. 
(2) Catastrophic (same as France). 
(3) Cummercial, not known. 
(4) Economie (blocked accounts, delay of transfer of funds). 
(5) Production losses, not known. 
(6) Price fluctuations, not known. 
(7) Special guaranties, not yet included in present proposal. 
(d) Guaranty ceiling of 60 billion lira for fiscal years 1953-54 and 1954-55 
proposed. 


SWITZERLAND 
Taz relief 


1. No special tax relief is granted to exporters. 
Export financing 

1. No special export financing is provided or underwritten by the Government. 
Export insurance and guaranties 


1, Administered by Department for Publie Economy and the Federa! Office for 
Industry. 
2. Coverage, up to 80 percent. Premium rates, one-half of 1 percent. 
3. Risks covered: 
(a) Political (war, revolution, civil unrest). 
(6) Catastrophic, not known. 
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c) Commercial (same as United Kingdom, but application to Government 
buvers only), 

(d) EKeonomie (blocked accounts, exchange rate changes, changes in clearing 
fees collected in connection with transactions governed by bilateral trade 
and payments ayreements) 

e) Production losses (same as United Kingdom 

f) Price fluctuations, not known. 

(g) Special guaranties, not known 


JAPAN 
Tax relief 
1. Exemption from commodity tax (which is computed on the basis of the 
manufacturing price and ranges from 10 to 50 percent) 


2. No other tax rebates or exemptions known. 


Export financing 


1. Administered by the Export-Import Bank of Japan which has a 5-year life 
and may be succeeded by the Japanese Development Bank. 

2. Only capital goods exports financed, at interest rates ranging from 4 to 
6.5 percent. 

3. Commercial bank participation required; present ratio, 90:10 (75:25 before). 
Export insurance and guaranties 


1. Administered by Export-Import Bank of Japan. 
2. Coverage, up to 80 percent of value. Premium rates, 0.48 to 1.0 percent, 
3. Risks covered: 

(a) Political (same as United Kingdom) 

(b) Catastrophic, not known. 

(c) Commercial (buyer’s insolvency or failure to pay within 6 months from 

due date). 

(d) EKeonomic (same as France). 

(e) Production losses (same as United Kingdom). 

f) Price fluctuations (exchange fluctuations as they affect prices). 

(g) Special guaranties, not known. 


UNITED STATES 
Tax relief 
1. No special tax relief for exports is provided. Exports, as are shipments 
outside a local area generally, are exe — from sales taxes levied by municipalities 
or other political subdivisions in the 48 States, Territories, and possessions. 
Export financing 


1. Administered by the Export-Import Bank of Washington. 

2. Loans and credits are granted to aid in the financing of exports and imports. 

3. Credit terms: 

(a) Medium-term. 
b) Long-term. 

Interest rates vary and are set in relation to prevailing rates for Government 
obligations. 

4. Bank is limited in the exercise of its functions to supplementing and en- 
couraging (i. e., underwriting) commercial credits rather than competing with 
them 

5. Bank may not have outstanding, at any time, more than $4.5 billion in 
loans, guaranties, and insurance. 


Export insurance and guaranties 


A. Special insurance under Public Law 30, 83d Congress: 

1. Administered by Export-Import Bank of Washington. 

2. Coverage, 100 percent. Premium, 0.10 percent for 30 days. Exten- 
sion possible. Insurance available as from November 16, 1953. 

3. Risks covered: Tangible personal property exported from the United 
States in commercial intercourse which is stored in a friendly foreign country 
and to which the insured has retained title may be insured against damage 
resulting from hostile or warlike action, including civil war, rebellion, revolu- 
tion, insurrection; Government confiscation, expropriation or requisition. 

4. Insurance authority limited to an aggregate amount of $100 million 
outstanding at any time; reinsurance for private companies provided. 

B. Mavine and air war-risk insurance: 
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1. Administered by Maritime Administration and Defense Air Transport 
Administration, both agencies of the Department of Commerce. 

2. Coverage: Operative if and when similar coverage is withdrawn by 
private companies following the outbreak of hostilities abroad. 

C. Proposed insurance and guaranties, Senate bill 8. 849: 

1. To be administered by a Foreign Trade Insurance Division of the 
Export-Import Bank of Washington. 

2. Coverage, 90 and 100 percent. Premium rates to be established. 

3. Risks covered: All-inclusive coverage “to insure or reinsure either 
directly or in participation with other [private] insurers, payment of moneys 
due United States residents or partnerships or corporations * * * for the 
export sale of goods (including services and charges related thereto) to such 
foreign debtors.” ® 


SECTION VI. IMPORT RESTRICTIONS AND EXCHANGE CONTROLS 
WITH PARTICULAR REFERENCE TO THE DIFFICULTIES THEY 
PLACE IN THE WAY OF UNITED STATES SALES ABROAD 


SUMMARY 


Quantitative import controls and exchange restrictions, first introduced during 
the great depression of the 1930’s, were continued by most countries after the 
end of World War II, fist to regulate imports to meet reconstruction needs 
mostly available from the dollar area only and later to conserve gold and hard 
currency reserves in the face of an apparently persistent “dollar gap.” Intra- 
European trade (outside the Iron Curtain) and Western Europe’s trade with 
some of the wider monetary areas—such as the sterling bloe—included in the 
clearing arrangements of the European Payments Union, by contrast, has been 
increasingly freed from quantitative trade restrictions. 

Imports, especially from dollar sources, are usually planned by foreign countries 
and import licenses granted on the basis of priority and importance for their 
economy or the use of imports for processing into goods for export, again with 
emphasis on export promotion to the dollar area. Import licenses usually carry 
with them the automatic right to the foreign exchange required for the transaction 
authorized. They are issued on the basis of broad published regulations usually 
subject to wide discretionary powers left to licensing officials. It is, therefore, 
extremely difficult to assess properly the effect of the restrictive practices upon 
electrical products in particular without the knowledge of specific experience of 
individual companies whose products may have been denied entry into other 
countries. 

It can be stated, however, that raw materials, foodstuffs, and certain industrial 
products, particularly capital goods, are usually accorded preferential treatment. 
Consumer goods, especially luxury items, ordinarily are not admitted when the 
need for hard currency to cover such imports arises and the same products are 
available from soft currency sources. From this point of view United States 
heavy electrical equipment appears to enjoy a distinct advantage over United 
States electrical household appliances in the light of import controls in effect in 
other countries. As a matter of fact, tariff benefits and more generous import 
authorizations have induced American manufacturers of mass-produced items 
- — their products in sections and parts and carry out assembly operations 
abroad, 

Relatively free from discriminatory restrictions as to their nature, but not as 
to quantity are imports from the United States under the British “import token 
plan” (limited to token quantities) and the export bonus dollar schemes, of 
importance until recently, of the Netherlands, the Federal Republic of Germany, 
Denmark, France and others (limited to the amount of bonus dollars available 
from exports to the dollar area). 

Bilateral trade and payments agreements governing much of the trade batween 
Western and Eastern Europe and between Western Europe and Latin America 
and the Far East have been used as instruments of commercial policy not only 
to secure needed imports, but also to retain export markets for luxury goods. 


“ Senate bill 8, 849, see. 1. 
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TRADE AND CurRRENCY RESTRICTIONS AND CONTROLS 
INTRODUCTION 


Until the onset of the great depression of the thirties when a number of countries 
began to experience a rapid loss of foreign exchange reserves and faced acute 
balance-of-payments difficulties, tariffs were practically the only regulatory instru- 
ment available to check a heavy influx of foreign goods. 

Following bank failures in Central Europe and termination of the gold standard 
for the pound sterling in 1931 numerous countries resorted to quantitative import 
restrictions and exchange controls. National currencies, for the most part, no 
longer were freely convertible into one another and the volume of imports was 
formally controlled by the institution of import quotas so as to conserve pre- 
cariously low foreign exchange reserves. 

Quantitative import controls and exchange restrictions, introduced as an 
expediency to cope with certain external aspects of the depression preceding 
World War II, were retained by most countries following the end of the war. 
Indeed, dislocation of production and of world trade accompanied by internal 
and external financial instability growing out of the upheaval wrought by the war 
were taken into account in the articles of agreement which provided for the 
organization and operation of two international agencies, the International 
Monetary Fund and the General Agreement on Tariffs and Trade. Both docu- 
ments, the former signed in Bretton Woods in 1944 and the latter in Geneva in 
1947, made special provision for a ‘‘transitional period’’ expected to last for the 
5-year period 1947-52 and gave member countries of the fund and contracting 
parties to GATT the express right to maintain exchange restrictions and import 
controls if warranted by circumstances for the duration of the transitional period. 

The need for capital equipment destroyed by the ravages of war and raw 
materials required to bring domestic industrial plant back into production as 
well as acute shortages in foodstuffs and other essentials led the countries of 
Europe and the Far East to plan imports on the basis of priority. With supplies 
largely available only from the United States and other countries like Latin 
America that would not sell but for dollars—the primary hard currency which 
had assumed the traditional role of the British pound as a generally recognized 
medium of exchange—import and exchange controls were primarily aimed at 
dollar imports. Initially, however, such controls also sought to regulate the 
direction of intra-European trade because of the genera! scarcity of goods available 
for exports in European markets. 

With the advent of the Marshall plan the European nations banded together 
within the framework of the Organization for European Economic Cooperation 
and attempted to solve their problems, with the aid and financial assistance 
available from the United States, in a joint undertaking. Soon the level of produc- 
tion in most countries approached or even exceeded the prewar level. Once again 
goods became available for export and the volume of intra-European trade, greatly 
facilitated by the multilateral clearing system of the European Payments Union 
established in 1950, reached sizable proportions. 

While European trade was thus revived and individual countries were able to 
settle trade and service balances satisfactorily via the EPU all member countries, 
with the exception of Switzerland, continued to run heavy deficits with the dollar 
area. The loss of traditional sources of supply and markets in Eastern Europe 
caused by the East-West split and heavy reliance on the United States for capital 
equipment and other essentials on one hand and loss of earnings from ‘‘invisibles”’ 
owing to the liquidation of foreign investments and reduced ‘“‘service’’ facilities 
destroyed by the war, such as shipping, on the other, increased the size of the 
“dollar gap.” 

In contrast with the progressive liberalization of import restrictions accom- 
plished for much of the intra-European trade, controls on trade and financial 
transactions with the dollar area, in many instances, were tightened rather than 
relaxed during the postwar years. 

The great majority of countries have introduced a system of import licenses 
which, in most instances automatically entitles the holder of a license to the neces- 
sary foreign exchange. Imports are usually granted on the basis of either a gen- 
eral license or a special license, depending upon the origin and the nature of the 
proposed imports. While member countries of OEEC retain the licensing pro- 
cedure for imports originating in other member countries, a high percentage of 
goods have been “‘liberalized’’ (more than 90 percent in the case of the Belgium- 
Luxembourg Economic Union and Italy) and licenses for their imports are freely 
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granted. Applications for import authorizations covering goods from the dollar 
area are much more closely scrutinized by the licensing authorities and often re- 
quire individual approval. 

While the policy of licensing dollar imports has varied from country to country 
and from time to time—depending upon the degree of recovery accomplished and 
upon developments in a country’s balance-of-payments position vis-a-vis the 
dollar area—the guiding principles have ordinarily been that licenses would be 
generally granted if imports were believed essential for the country’s economy and 
could not be obtained from sources other than the dollar area. This would usually 
include raw materials and foodstuffs as well as certain industrial products, such 
as capital goods—the latter if their introduction was believed likely to increase the 
efficiency and/or capacity of production of various economic sectors, or enhance the 
possibility of cost reduction and greater productivity in connection with concerted 
export drives, principally aimed at selling in the dollar market. Certain imports, 
like luxury items, might be banned completely and a wide range of other goods 
made subject to discretionary approval by the licensing authorities. 

Eagerness to sell on the United States and related markets and thus earn dollar 
exchange induced various governments to offer their exporters an incentive for 
dollar exports by granting them permission to retain part of the hard currency 
they earn and use it for the importation of dollar goods which, in many cases, is 
otherwise prohibited or subject to specific quota limitations. 

Another restrictive import device developed by the United Kingdom is the 
“import token plan’’ which permits various dollar products not otherwise admis- 
sible into the United Kingdom territory to enter in small quantities considered 
sufficient to keep them before the British public so as to assure them of interest 
and a market at some future date when more generous imports may become 
possible. 

In considering products of the electrical industry a basic differentiation was 
made between imports of heavy electrical equipment, such as generators, turbines, 
transformers which belong to the category of capital goods and durable consumer 
goods like electric home appliances. The former were needed for the reconstruc- 
tion of war-damaged power stations and industrial plant or for the construction 
of new power projects designed to increase the productive capacity in countries 
already industrialized or still underdeveloped. Home appliances such as re- 
frigerators, radio, and television sets, on the other hand, were often considered 
luxury items and thus denied the classification of essentiality assigned to imports 
of the heavy types of electrical equipment. Other electric motors and apparatus 
are traditionally manufactured in nearly all industrialized countries and, as im- 
ports, were treated as belonging to a third or intermediate category considered 
important only to the extent that their import was necessary to make up early 
postwar or other temporary deficiencies in home production to meet domestic 
anger: 

eavy electrical equipment.—As part of the general reconstruction effort in 
Europe a comprehénsive electric power program was developed by a special com- 
mittee of OKEC which, undoubtedly, also took into account electric power needs 
studied by another group under the sponsorship of the United Nations Economic 
Commission for Europe. Imports of heavy electrical equipment, for the most 
part, had to come from the United States, the industrial plant of which not only 
had suffered no war damage, but also had been expanded greatly in connection 
with the war effort; from Switzerland where industrial capacity also had been 
spared damages; and, to a smaller extent, from the United Kingdom where initial 
export availabilities were curtailed by the need for internal reconstruction. Al- 
though these suppliers were thus located mostly in the hard currency area the 
governments of importing countries needed to be little concerned with furnishing 
foreign exchange because such shipments were financed from dollar aid granted 
by the United States under the European recovery program, 

Aside from the reconstruction angle so relevant during the initial postwar 
vears, industrial expansion to meet growing population pressures generally and 
industrial development in the underdeveloped countries specifically had an im- 
portant bearing on the demand for capital goods, including heavy electrical 
machinery. Many electric power projects throughout the world were financed 
by long-term loans granted by the International Bank for Reconstruction and 
Development after the bank’s special missions had studied the desirability and 
soundness of the projects abroad and the bank’s board of directors had given its 
approval, with the bank making funds available for purchases abroad in the 
currency or currencies needed. With power projects financed in all parts of the 
world, especially in Latin America, Africa, the Near, Middle, and Far East, 
American industry enjoyed an overwhelming share in providing the equipment 
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eeded, Similarly, in recent vears, the Export-Import Bank, often in conjune 
yn with loans granted by the IBRD, extended credit facilities having a more 
ntermediate term character for the purchase of equipment in the United States 
For all equipment imports financed by either of the two institutions there wa 
ttle need for the application of import controls in the various countries because 
if the availability of dollar and other exchange 

Finally, even imports of electrical equipment requiring payment in hard cur 
rencies, i. e., mostly dollars, on a strictly commercial basis were given some kind 
of preferential treatment or special consideration in connection with the granting 
of import licenses and allocation of foreign exchange because of the beneficial 
nature of these types of capital equipment for economic recovery and expansion 
As a matter of fact, in many instances internal domestic power projects and 
other projects designed to enlarge productive capacities would require prior 
Government sanction before they could be undertaken Such sanction once 
given would carry with it approval for the importation of necessary equipment and 
provision for foreign exchange 

While, therefore, imports of heavy electrical equipment under the various 
forms of financial arrangements were relatively free from the strict applications 
of existing broad import restrictions throughout the earlier postwar years, 
American producers who were able to furnish the greatest part of the equipment 
until recently are now facing increasing competition on the part of German, 
British, and other manufacturers who have made a strong comeback and even 
begun to compete in the United States market. 

During the early postwar period a number of Latin-American countries, 
desirous of speeding industrial development, used a substantial part of their 
dollar holdings accumulated as a result of deliveries of basic commodities to the 
United States during the war years for the purchase of capital equipment, includ 
ing electrical equipment. These commercially financed transactions together 
with the unusually large importation of “luxury’’ goods, such as automobiles, 
refrigerators, and a wide range of other dollar goods, quickly depleted the coun 
tries’ dollar reserves and led them to curtail dollar imports, except for essentials 
like fuel \ similar development occurred again when these very same countries 
earned large amounts of dollar exchange as a result of heavy deliveries of raw 
materials following the outbreak of the conflict in Korea when the United States 
was engaged in a huge stockpiling program and a steep rise in world market 
prices for basic commodities greatly favored the terms of trade for the exporting 
countries Later consequences were also similar Such instances of acute dollar 
crises were reflected in special credit arrangements negotiated between Argentina 
and the Export-Import Bank of Washington in 1949 ($125 million) and between 
Brazil and the bank in 1953 ($300 million) for the purpose of clearing up outstand 
ing dollar payments due for imports and other transactions on ‘‘ecurrent’’ account 
with the United States. 


Electrical appliances In contrast with heavy electrical equipment dollar imports 
f electrical appliances had to face a much greater hurdle of restrictions and cor 
trols. These items were not given the same kind of priority consideration from 
the balance-of-payments point of view that was accorded heavy equipment \ 


number of countries encouraged the establishment of new or expansion of existing 
assembly operations within their borders by admitting parts at more favorable 
tariff rates than fully assembled appliances, and even denied import licenses in 
ome instances outright Such Government policy, of course, was dictated b) 
a desire to create employment opportunities domestically for the growing labor 
force which continually had to be absorbed by the economy in such population 


rplus countries as the Netherlands, Belgium, and Italy Finallv, the desire 
to protect domestic industry in the electrical field led to the strict application of 
import restrictions to foreign goods. While such exclusion of foreign goods was 
mostly handled on the ‘administrative level’ (i. e., left to the discretionary 
powers of licensing officials), a few instances can be cited where regulations speci 
fically limited the importation of individual electrical products or even electrical 
goods generally Belgium restricted the importation of electronic tubes admit 


tedly for other than balance-of-payments reasons.‘4 The United Kingdom, after 
running sizable deficits with other OL EC countries, rescinded a long list of prod 
ucts previously included in the OKEC trade liberalization program and reimposed 
quantitative restrictions by establishing global import quotas (which, incidentally, 
were thus no longer discriminatory against dollar imports) in a series of three 
steps taken between November 1951 and March 1952. The last of the steps 


“GATT: International Trade 1952, p. 82 
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also covered the entire range of electrical goods.“5 Although some of these restric- 
tions were subsequently lifted as the position of the United Kingdom in EPU 
improved later in 1952 electrical goles apparently were not restored to their 
original ‘‘liberalized”’ position, possibly as a result of strong pressure brought 
about by British industry which in 1952 began to experience the return of a buyers’ 
market in the electrical appliance and even electric motor fields at home and 
abroad. 

While this study is primarily concerned with the effect of foreign import and 
exchange controls upon the electrical industry in the United States, the experience 
of certain foreign competitors in third markevs may be cited as an indication that, 
in many instances, such markets are not closed to dollar goods alone. Thus the 
Netherlands firm Philips reported that, in 1952, “* * * international trade 
policies * * * adversely influenced exports * * *.”. The company’s products 
“were worst affected by * * * restrictions in overseas countries * * *”, ‘Trade 
and currency controls continue to affect * * * exportsin 1953 * * *.’’4 Simi- 
larly, preferential treatment accorded to imports of unassembled parts does not 
apply to American products exclusively. Because “import restrictions make 
the export of complete receivers hazardous and unpredictable * * *’” the British 
radio industry meets “quota restrictions in otherwise promising markets like 
South Africa * * * by exporting the chassis only, leaving the importer to fit 
it into a locally built cabinet.” 47 

Bilateral trade and payments agreements, first negotiated extensively during 
the prewar depression and based on a strictly quid pro quo barter principle, have 
governed much of the foreign trade of foreign countries during the postwar 
period. Although, with improvements in the payments mechanism, the pressure 
for bilateral balancing has eased, “the agreements are still playing an important 
role in the commercial policies of the European countries.” 48 Because they are 
considered essential not only to secure needed imports, but also to sell luxury 
goods, even a country like Switzerland which otherwise imposes relatively few 
import restrictions relies upon this device to a considerable extent. Moreover, 
“trade between East and West European countries is basically ‘bilateral’ in 
character.”’ 48 Thus the largest German manufacturer of electrical goods, 
Siemens, has stressed the difficulties which result from delivery of capital 
equipment—in the nature of long-term transactions—in the light of short-term 
bilateral trade and payments agreements.‘ 


CountTRY SUMMARIES 


1. United Kingdom 5. Belgium-Luxembourg Economic 
2. France Union (BLEU) 
3. Federal Republic of Germany 6. Sweden 
4. The Netherlands 7. Italy 
8. Japan 


UNITED KINGDOM 


The Exchange Control Act of 1947 in effect continued the exchange and trade 
control system introduced in the United Kingdom on September 3, 1939. The 
administration of exchange control is entrusted to the Bank of England which acts 
in behalf of the United Kingdom Treasury, with certain authority for approving 
normal payments delegated to commercial banks Import and export licensing— 
the latter not related to exchange control, but to other considerations such as the 
— nature of the goods to be exported—are in the hands of the Board of 

‘rade. 

Sizable imports on Government account—mostly foodstuffs and raw ma- 
terials—are not subject to import licensing, but imports on private account are 
subject to one of the following types of license: World open general license, open 
general license, open individual license, or individual import license. 

The use of the world open general license is necessarily not great because it 
permits any person to import selected commodities from any source without limit 
of quantity. A considerably wider range of goods may be imported on open gen- 
eral license which permits unrestricted imports from so-called “soft currency” 
countries. Thus imports from countries belonging to the European Payments 
Union and a few other nonsterling nondollar countries are admitted generally on 





4 Tbid., pp. 67-48. 

« N. V. Philips’ Gloeilampenfabrieken; Annual Report for 1952, p. 16. 

“ The (London) Economist, September 5, 1953, p. 658. 

“GATT: op. cit., p. 88. 

# “Weiterer Kraeftezuwachs bei Slemens” in Der Volkswirt, April 18, 1953, p. 26. 
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the basis of open general license or quantitative “global” (area) quotas. The 
latter type of licensing, on the whole, is nendiscriminatory as to individual coun- 
tries belonging to a given area and has been more widely used since the United 
Kingdom, following a deterioration of its position in EPU reimposed import 
restrictions late in 1951 on certain goods already liberalized under the OKEC trade 
liberalization program. 

The open individual license is a variation of the open general license and is 
issued to individual traders who are permitted to import without limitation of 
quantity, but subject to the observance of conditions such as compliance with 
internal distribution controls. Finally, the individual import license is mainly 
reserved for imports from the dollar area and certain other countries It enables 
licensing Officials to pass on each individual transaction 

In the overall programing of im>orts a broad distinction is made between 
imports from hard-currency and from soft-currency sources of supply For the 
former, detailed import schedules for individual commodities have been carefully 
drawn up annually and reviewed semiannually since 1948 Such schedules take 
into account imports on private as well as Government account and are arrived at 
in the light of total import requirements, availabilities from other sources and 
current balance-of-payments considerations vis-a-vis the dollar area. Of course, 
in instances where the United Kingdom has concluded bilateral trade and pay- 
ments agreements with other countries, individual licenses are required and 
import allocations for goods originating in such other countries are reviewed 
periodically in consultation with the countries concerned 

Individual licensing, in some instances, may also be determined by the end use 
to which imported goods will be put. This applies to dyestuffs and, of particular 
interest to the electric industry, certain types of machinery. 

The United Kingdom, the dominions, dependent overseas territories, and certain 
other countries, originally called the ‘‘sterling area,’’ are now designated the 
“scheduled territories.’ Trade and exchange controls of the group are closely 
coordinated and maintained for the avowed purpose of conserving gold and 
hard-currency reserves and achieving the best possible balance-of-payments 
position on an overall basis, with a common currency pool centrally administered 
in London. The pool also serves as the clearing house for the monthly settlement 
with KPU which the United Kingdom undertakes in its own behalf and in bebalf 
of its associated territories 

Subject to the submission of evidence of importation, or, where this has not 
yet taken place, the relevant import license, foreign exchange is automatically 
granted. Commercial credits may also be opened to take care of shipments to or 
from the United Kingdom. Except where no transfer of funds outside the sched- 
uled territories is involved, such credit accommodations require the approval 
of the exchange control authorities. Credits ordinarily should not exceed 9 
months’ duration and provide for drawing at sight or up to 90 days Import 
licenses must be held and valid for the period of the credit The license period, 
under exceptional circumstances, may be granted for periods longer than 9 months. 

The Bank of England usually provides foreign exchange cover against com- 
mitments payable in a foreign currency for freight charges incurred or to be in- 
curred in connection with specific shinments of goods upon submission of docu- 
mentary proof of a firm contract. United Kingdom residents also may obtain 
foreign exchange to cover other approved transactions, such as agents’ commissions 
royalties, insurance premiums and claims, income from investments, including 
profits on companies controlled or partially controlled abroad A free foreign 
exchange market for approved spot transactions operates within specified limits 
(in the case of the United States dollar, 2.78 selling and 2.82 buying as compared 
with the official par value of 2.80). Forward exchange transactions covering 
firm commercial contracts involving a movement of goods also are permitted 
Dealings are carried on by authorized banks. Specified currencies, particularly 
the United States and Canadian dollar, Swiss franc, Belgian and French franc, 
Netherlands guilder, acquired by residents of the United Kingdom must be offered 
for sale to the Treasury through authorized banks 


FRANCE 


The French trade and exchange-control system, first introduced on September 
9, 1939, was generally overhauled and codified in July 1947. A decree dated 
July 13, 1949, regulated the issuance of import licenses, but import restrictions 
were sut sequently modified on several occasions, particularly in February 1952 
when France, after having “liberalized’’ as much as 75 percent of its trade with 
OEEC countries, reimposed strict controls upon transactions with that area. At 
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the present time, therefore, practically all imports require the granting of a 
license. 

The French Minister of Finance is granted extensive overall authority in the 
field of exchange and trade control. Import licenses are issued by the Service 
Central des Licenses (Central Licensing Service) and approved by the Office 
des Changes (Exchange Office). Licenses are valid for 6 months and automati- 
cally entitle the beneficiary to acquire the necessary foreign exchange from an 
“approved” bank. If the importer expects delivery of goods ordered from abroad 
to require more time than is provided for by the import license (i. e., a maximum 
of 6 months), he applies for a special advance authorization designed for such a 
situation (‘‘authorisation prealable’’). 

For imports from countries with which France has no commercial agreements 
containing quota lists of products to be exchanged, licenses are issued within the 
limits of allocations governed by an official import program drawn up annually. 
Licenses for imports under bilateral agreements with other countries are issued 
within the limits of the quotas fixed, but not necessarily to the full amount of the 
quotas if the foreign exchange available is inadequate. Trade with the dollar 
countries is not subject to commercial agreements; trade with the OEEC area 
during the past year has been largely determined by bilateral understandings 
reached between France and its European trading partners. 

The import of certain products—mainly industrial raw materials (solid fuels, 
petroleum products, electric power), certain agricultural commodities and va- 
rious finished products—on private account will not be licensed by the French 
authorities. This trade is reserved to ‘‘groupements d’importation,’’ privileged 
enterprises sometimes working closely with state monopolies. These ‘“‘groupe- 
ments’ were set up after the war when a joint effort in making purchases of 
scarce goods abroad was adjudged necessary. 

No individual import license may be required in the case of specified equipment 
goods, raw materials, and semifinished products for export-producing industries 
imported under the so-called ‘10-percent equipment”’ arrangement, or imports, 
unless absolutely prohibited, paid for with proceeds from prior exports to the 
dollar area and a few other countries. 

Export proceeds generally must be collected within 90 days from arrival of 
the goods at the point of destination and surrendered, through an “approved’”’ 
bank at free-market rates (in the case of currencies quoted on the free market such 
as the United States and Canadian dollar, Belgian and Swiss franc, etc.) and at the 
official-market rates for other currencies. Exempt from the surrender require- 
ments are 15 percent of proceeds from exports to any country payable in United 
States or Canadian dollar, Djibouti franes, or francs from a so-called “free franc 
account”’ (plus exports to Mexico, Peru, and Cuba for which payment is made in 
prescribed form) and 10 percent of proceeds from exports paid for in any other 
manner. Retention of proceeds from exports on consignment is limited to 6 per- 
cent. All proceeds retained are kept in so-called EFAC accounts (accessory 
charges export accounts) and may be used only by the account holder for a wide 
range of transactions, subject to individual licensing. One-fifth of the proceeds 
retained under the 15-percent provision, however, may be used by exporters for 
any payment abroad including payment for any imports except those absolutely 
prohibited.” “Invisibles’’ related to trade transactions, such as freight charges, 
insurance, commissions, foreign advertising, etc., are allowed freely where the 
basic trade transaction has been approved. Business profits and dividends as 
well as royalties may be remitted abroad, subject to supervision by the Exchange 
Office. 

Trade and exchange controls are administered uniformly throughout the French 
franc area which comprises, in addition to metropolitan France, Monaco, the terri- 
tory of the Saar, French overseas departments and protectorates as well as the 
Associated States of Cambodia, Laos, and Vietnam in the Far Kast. Most pay- 
ments agreements relate to settlements between the French franc area as a whole 
and the other countries concerned, except that specific provisions may apply to 
trade between the recently independent states of Indochina and other countries. 
The foreign exchange reserves of the French franc area are managed centrally 


% Effective November 1, 1953, the use of these funds for virtually unrestricted purchases abroad has been 
eliminated. Henceforth, imports paid out of the full 15-percent EFAC accounts must be essential goods, 
such as raw materials and equipment goods, used directly by the exporter himself for his principal opera- 
tions. Such imports, moreover, may not be resold in the same form “even if they are in relation to the im- 
porting concern’s direct business activity’”’ (Journal of Commerce, Sept. 29, 1953). In addition, after Janu- 
ary 10, 1954, and in quarterly intervals thereafter, 10 percent of EF AC account balances on hand at the close 
of the calendar quarter immediately preceding must be repatriated (ibid.; see also ‘France Restricts Use of 
EFAC Accounts” in Foreign Commerce Weekly, Oct. 12, 1953, p. 5). 
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Paris (similar to the administration of the foreign exchange pool of the Scheduled 
lerritories Which is in the hands of London During 1952 the rate on the “free 
arket”’ for authorized transactions in United States dollars fluctuated between 
349.50 and 350 franes. Since January 1948 France has maintained no official 
nar value for the frane under terms of the articles of agreement of the Inter 
ational Monetary Fund 


FEDERAL REPUBLIC OF GERMANY 


Exchange and trade controls, first introduced by Germany on July 15, 1931, 
were continued after 1945. The joint Export-Import Agency, operating in the 

estern occupation zones of Germany under Military Government Law No. 53 
of May 28, 1945, and in Berlin under Ordinance No. 337 of August 21, 1946, 
exercised an exclusive import monopoly in the early postwar years which was 
abolished in February 1949. Since then German traders have again been able 

handle foreign imports which, however, must conform with the basic provisions 
f Foreign Trade Circular No. 56/51 of December 15, 1951, establishing the 
present licensing procedure effective January 1, 1952. 

‘his procedure requires the issuance of a “purchase authorization’’ before the 
mporter is able to conclude a valid purchase contract abroad. The authorization 
renerally expires after 4 weeks and is a binding promise for an import and payment 
icense provided the purchase contract is concluded in accordance with general 
nport regulations and the specific terms of the purchase authorization. Pur- 
hase authorizations are granted on the basis of published “import possibilities’’, 
f “free lists’’ permitting quantitatively unrestricted imports from QEEC coun- 
tries and associated territories (as of April 30, 1953, 90 percent of OK EC imports 
were liberalized), and of imports permitted in connection with special exchange 
illocations available under the “import rights’’ system or from “foreign exchange 
vorking funds’’ (discussed below). Purchase authorizations are issued either by 
the Land Central Banks in the individual Laender (states) of the Federal Republic 

under the bank procedure’’) or a Federal agency (under the ‘‘Federal authorities 
procedure” or the “LV procedure’’ for the rapid handling of perishable food 
products The Bank deutscher Laender, Germany’s National Central Bank, 
acts as the ultimate reviewing agency in the case of the “bank procedure’’ (under 
which imports of consumer goods are generally carried on) and is notified by the 
local authorized bank which originally received an importer’s application for a 
purchase authorization, through a Land Central Bank, of the amount of the 
application. If the total amount of all applications exceeds the amount available 
n accordance with “‘import possibilities’ previously announced for a given period, 
foreign exchange is allotted on a pro rata basis. 

Application for an import license—as distinct from an application for a purchase 
yuthorization—which is issued exclusively by the Land Central Banks must be 
made immediately following the conclusion of a purchase contract. The license 
is usually valid for a period of up to 30 days beyond the specified delivery date 
and immediately permits an authorized bank to effect the foreign exchange 
payment approved. Licenses for goods on the ‘‘free list’’ applying to imports 
from OEEC countries are issued upon presentation of a certificate of origin by 
the importer. 

While all foreign exchange earned from visible or invisible exports must be 
surrendered, “import rights accounts” are granted for 40 percent of gross proceeds 
in freely convertible currencies (United States dollars and free Swiss frances) 
from exports of domestically produced goods. Because they are transferable 
and may be used for specified imports from the dollar area—the list of specified 
mports, first limited to 90 items in April 1952, was expanded to 400 items in 
July 1952—import rights have commanded a premium; this premium, however, 
has steadily declined from about 20 percent when the system was first instituted 
to 5 percent in December 1952 and to as little as 1 percent in the early months of 
1953 

Four percent of all proceeds from domestically produced exports that are not 
freely convertible are credited to “foreign exchange working fund accounts.’’ 
Similarly, 4 percent of freely convertible currency receipts may also be retained 
under this procedure; this is accomplished by the transfer of 10 percent of import 
rights accounts to foreign exchange working fund accounts. The latter type of 
account is, in principle, not transferable and is to be used by the firm which 
carries the account and within a specified period of time for the importation of 
raw materials and semi-finished products essential to export production. Mote- 
over, credits obtained abroad to cover imports of raw materials for the manufacture 
of certain exports may be repaid from such export proceeds 
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In accordance with a revision of rules governing the use of foreign exchange 
working fund accounts in July 1952, 20 percent of the funds credited to such 
accounts may be used for the importation of machinery or materials for increasing 

roductive capacity not directly concerned with the processing of export ds. 

rovided a permit is obtained from State authorities (for imports below DM 5,000) 
or Federal authorities (for imports above DM 2,000) no “purchase authorization” 
is required. 

In connection with imports commercial credits may not be opened earlier than 
60 days before the expected shipment of the merchandise. Forward exchange 
operations in certain currencies, including United States dollars, are permitted 
for duly licensed imports'up to a term of 3 months. Extension for a similar 
period may be granted. 

Accounts in foreign currencies are not permitted for nonresident individuals 
or firms; blocked accounts expressed in local currency can be used within Germany 
for investment purposes only, but may be transferred to other nonresident account 
holders and thus are salable in New York and elsewhere. 

Transfer authorization for trade-connected service expenditures such as freight, 
insurance, agents’ commissions, advertising promotion, is usually granted. 
Remittances abroad covering royalties are subject to special licenses. Certain 
exports—mostly of strategic commodities—require a license granted by the 
Federal Office for Merchandise Trade. 


THE NETHERLANDS 


The system of trade and exchange controls, originally introduced in the Nether- 
lands on May 10, 1940, has its present legal basis in the Foreign Exchange Decree 
of 1945. While the basic structure of the system has remained unchanged, con- 
siderable relaxation in its detailed application has been experienced since. 

The administration of exchange control is handled by the Netherlands Bank 
on behalf of several interested ministries, that of import and export licensing by 
the Central Import-Export Agency (CDIU) under the directives of the Direc- 
torate General for Foreign Economic Relations. The Netherlands Bank also 
licenses all invisible and capital transactions as well as those incidental to transit 
trade, the latter being considerable in view of the heavy volume handled by the 
port of Rotterdam. 

State trading, going back to 1930 when stabilizing prices of farm products was 
the principal aim, is still in force for certain grains and feedstuffs, among other 
things. Eighty-two percent cf imports from OEEC countries on private account 
were freed from quantitative restrictions as of April 30, 1953. While such imports 
generally continue to require licenses (which, however, are automatically granted), 
a large variety of goods in consignments of 400 guilders or less do not require any 
license at all. Imports from the Belgium-Luxembourg Economie Union (BLEU), 
on the basis of mutually applicable agreements and in line with the objective 
of achieving ultimately complete economic union of the Benelux countries, have 
been freed from quantitative control to the extent of about 95 percent. Trade 
in “nonliberalized’”’ goods with the OEEC countries as well as all trade with 
Eastern European, Latin American, and certain other countries is governed by 
bilateral trade and payments agreements. While the size of import quotas 
provided for in such agreements is generally determined by the availability of 
currencies needed for payment, it often is enough to permit, in fact, unlimited 
imports. 

An import program from the dollar area is drawn up annually. Goods included 
in the past were those not readily available elsewhere at the required quality and 
price. With the substantial improvement in the Netherlands reserves of gold 
and hard currency accomplished since mid-1951, however, the Netherlands 
Government was able to announce a relaxation of restrictions on imports from 
the dollar area in 1953. The Netherlands Minister in Washington even went so 

far as to declare that his country would “throw its foreign trade doors wide open 
to imports from the United States provided (the latter) * * * erected no new 
tariff barriers against Dutch exports” or quantitative import restrictions against 
agricultural products as was the case in recent years.®! In order to stimulate 
Netherlands exports to the dollar area, 10 percent of all proceeds in United States 
and Canadian dollars from exports of domestic goods to countries with which 
no specific payment agreement have been concluded may be retained and used 
for imports from any country pavable in dollars that otherwise are restricted. 
Import and exchange licenses for bonus dollar imports are automatically granted 
on application. In exceptional cases, however, they may be refused on grounds 


« The New York Times, Oct. 7, 1953, pp. 43, 46, 
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of commercial policy. The premium for export bonus dollars has largely dis- 
appeared as it did in the case of German import rights. Such dollars originally 
quoted at about 9 guilders subsequently became available at rates not much above 
the official rate of 3.80 guilders for the dollar. With Netherlands gold and dollar 
reserves at a very satisfactory level, the discontinuation of the export bonus 
dollar system was announced effective October 19, 1953.8 Other countries prac- 
ticing similar systems anounced that thev would follow suit. 

Except for the amounts retained under the export bonus dollar provision export 
proceeds generally must be surrendered at the official rate. Free spot and for- 
ward exchange markets have been established for a number of currencies, including 
the United States dollar. Forward transactions must be based on authorized 
merchandise or service transactions. Prepayment for goods prior to their dis- 
patch to the Netherlands is prohibited if United States dollars, Canadian dollars, 
or free Swiss francs are involved. 


BELGIUM-LUXEMBOURG ECONOMIC UNION (BLEU) 


Trade and exchange restrictions were first introduced in Belgium on May 10, 
1940. During the war years restrictions were applied separately in Belgium and 
Luxembourg. Since 1944-45, however, when the Belgium-Luxembourg Economic 
Union established a single control authority Luxembourg has introduced the same 
controls applied by Belgium. Responsibility for the administration of exchange 
control rests with the Institut Belgo-Luxembourgeois du Change (Belgium- 
Luxembourg Exchange Institute), that for trade control with an intergovernmental 
Belgium-Luxembourg commission. In many instances authority for payments 
and transfers is delegated to authorized banks. 

Until several new restrictive measures were introduced in September 1951 
BLEU’s exchange control system had been considered fairly liberal. These 
measures represented an effort, on one hand, to limit payments in hard currencies 
for imports and services wherever possible and thereby to reduce a persistent 
deficit with the dollar area and, on the other hand, to increase imports from OEEC 
countries and thus to facilitate the reduction of a heavy surplus with that area. 
Except for certain raw materials and other goods not otherwise available from the 
soft currency countries, dollar imports either were forbidden outright or, by ad- 
ministrative decision, sharply curtailed. At the same time, a part of the proceeds 
from exports to OKEC countries was made subject to withholding for a period of 
6 months. Funds resulting from the withholding procedure helped BLEU 
finance part of the large credit it was obliged to extend to EPU because of its sur- 
plus accumulation in the Union. For the purpose of discouraging exports to 
OEEC countries an export tax, first levied on all exports, was soon limited to 
exports to the OEEC area. 

BLEU is now back to basically more liberal controls. Following the accusation 
by the United States at the Seventh Session of GATT in Geneva in the fall of 
1952 of discriminatory practices against the dollar area—it was no longer claiming 
the benefits of a special provision in GATT permitting continued discriminatory 
import restriction in the ease of balance-of-payments difficulties—BLEU relaxed 
dollar import restrictions on two occasions during the early part of 1953. More- 
over, because monthly surpluses with EPU disappeared largely toward the end of 
1952 BLEU discontinued the practice of withholding part of the proceeds from 
exports to OEEC countries. 

Most imports into BLEU are free of specific import license requirements, but 
an import ‘‘declaration’’ must be made. The intergovernmental Belgium- 
Luxembourg commission supervising all trade controls publishes, from time to 
time, revisions to the lists of goods requiring specific import licenses. (The pro- 
cedure regarding exports is quite similar with ‘declarations’ or specific licenses 
required.) Import declarations and licenses must be stamped by authorized 
banks before exchange can be made available and actual importation may take 
place. A very high percentage of imports from OEFEC countries and associated 
areas have been “‘liberalized,” as has 95 percent of the trade with the Netherlands 
within the framework of special Benelux arrangements designed to lead to ulti- 
mate economic union between BLEU and the Netherlands. OEEC trade not vet 
“liberalized” as well as trade governed by bilateral payments and trade agree- 
ments (particularly with Eastern Europe) is scrutinized by the Exchange Institute 
and the licensing authority. Notwithstanding relaxation of import restrictions 
from the ollar area earlier this year, certain dollar goods, although only subject 


*? Cf. summary for the Federal Republic of Germany. 
* Journal of Commerce, Oct. 20, 1953. 
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to “declaration licenses,’’ still require approval of the central exchange contro] 
authority before an individual bank affixes its stamp. 

Permission for normal invisible payments is granted, subject to general review 
by the Exchange Institute. 

Exeept for currencies of EPU member countries the Belgian and Luxembourg 
exporter must surrender the proceeds from foreign transactions to his banker 
within 8 davs. But even the currencies which the exporter may freely retain 
ordinarily cannot be disposed of without a license. Belgium maintains a free 
market for a number of currencies. The currencies of EPU countries are negoti- 
ated in the free market at fluctuating rates, but the use of exchange thus acquired 
is limited to a few invisible transactions. There is a free market for spot and 
forward dollar; forward exchange contracts may be concluded for a period of up to 
6 months and renewed or extended upon proper justification. 


SWEDEN 


Exchange and trade controls, based on a law passed in 1939, were first intro- 
duced on February 25, 1940. Restrictions were more or less discontinued after 
the war. In March 1947, however, deterioration in the Swedish balance of pay- 
ments made a reintroduction of a comprehensive system of controls necessary, 
This system of controls experienced its last major revision on June 17, 1949. 
with payments in connection with intra-European trade and services considerably 
relaxed since. 

Import as well as export licenses are issued by the State Trade and Industrial 
Commission (except for fuel imports under the jurisdiction of the State Fuel 
Commission and agricultural products under the jurisdiction of the State Com- 
mission of Agriculture). Imports payable in United States dollars or other hard 
currencies are mostly limited to goods considered essential to the Swedish economy. 
Payments and transfers abroad must be made through the Sveriges Riksbank, 
the Swedish National Bank, or through one of 16 designated banks and require 
the approval of the Exchange Control Office which, however, has delegated much 
of its authority to the individual banks. 

Licenses are required for all imports which are not the subject of trade liberal- 
ization or included in the Swedish free import list. Such licenses are granted 
either on the basis of quotas in the case of bilateral trade and payments agreements 
or, as in the ease of dollar area countries, within limits governed by a Swedish 
import plan or current availabilities. While restrictions are considered necessary, 
the application of such restrictions is guided by a desire to preserve traditional 
import patterns. Thus importers are permitted to choose among products as 
long as they stay within the amounts of foreign exchange allocated to various 
branches of trade; the most recent base period practicable is usually selected for 
purposes of reference. 

Whenever an import license is obtained, or if no license is required at all, 
payment may be effected without delay, subject ‘to production of evidence of 
dispatch of the goods to Sweden and conformity with general rules applicable to 
the method of payment. Also payments for most current invisible items are 
freely permitted through authorized banks. Payment for imports prior to actual 
shipment is allowed in some instances. Forward operations are permitted in 
United States dollars and pounds sterling. 

The import of a number of agricultural products is centralized in the hands 
of state monovolies. Effective November 1, 1952, 92 percent of trade with 
OEEC countries was freed of quantitative import restrictions. This liberaliza- 
tion was extended to include other member areas of EPU, such as the sterling 
area, Finland, Portugal, and Indonesia. 

Most exports to the Western Hemisphere (except Argentina) and to all OEE( 
countries are free from licensing requirements. Payment for such exports, 
however, must be made within 6 months and all hard-currency exchange resulting 
from these transactions must be surrendered. While this surrender obligation 
does not apply to other currencies, such other foreign exchange can be used by 
the holder only upon authorization or may be sold against Swedish hroner at the 
official rate of exchaage. 


‘ 


ITALY 


Controls on international transactions were first introduced by Italy on Septem- 
ber 29, 1931, but were not established on a more systematic basis until 1934 
when the compulsory surrender of all foreign exchange and foreign assets was 
decreed. Restrictions of imports when believed necessary were first authorized 
by a law passed in 1926. his law was implemented by regulations adopted 
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1935, In 1939 imports without license were prohibited, as were exports in 
1940. The svstem of controls was last revised on September 19, 1949. 

The Italian exchange control system is operated by the Ufficio Italiano dei 
Cambi (Italian Exchange Office) on the basis of instructions issued by the Ministry 
of Foreign Trade. Import licenses when required are granted by the Ministry of 
Foreign Trade; some goods may be imported with the direct authorization of the 
customs authorities. Import licenses usually are valid for a period of 4 months, 
All purchases and sales of exchange, including those negotiated on the ‘‘free’’ 
market, pass through designated banks, Foreign exchange acquired in connectioa 
with exports and other transactions must be surrendered to the Exchange Office 
through the designated banks. In the case of United States dollars, Canadian 
iollars, and freely transferable Swiss franes, 50 percent of the exchange receipts 
are credited to a special account in favor of the recipient who may retain these 
funds for a period of 60 days. During this period the funds may be disposed of 
in any one of the following manners: (1) By making authorized paym« rh (2) by 

‘ling on the free market (where their use is restricted to imports or authorize d 
payments abroad by the buyer of the exchange), or (3) by selling to the Exchange 
Office 

Since 1948 Italy has progressively relaxed quantitative restrictions on imports 
from soft-currency countries. Except for some 16 tariff items, all such restrictions 
have been suspended on imports for which payment is made through EPU 

OEEC countries and associated areas, the sterling area, Indonesia). In order 
to encourage additional imports from PU member countries Italy even went so 
far as to provide for temporary arrangements which permitted Italian importers 
to borrow EPU currencies at specially reduced interest rates. Also import duties 
with regard to goods originating in those countries were temporarily reduced by 
10 percent. Other imports from countries with which Italy has concluded special 
pe ge mare (with payments affected outside of EPU) are limited in accordance 
with quota provisions contained in such agreements. However, even in these 
oases additional imports may be permitted within certain limits. Because of the 
country’s extent. of trade liberalization its balance-of-payments position vis-a-vis 
the EPU member countries greatly deteriorated when France and the United 
Kingdom “deliberalized” OEEC imports in 1951-52. 

Imports privately arranged on a barter basis with countries which are not 
signatories to payments agreements or otherwise do not permit settlement in 
dollars require individual authorization. 

Import policy concerning goods originating in the dollar area is aimed at 
limiting such imports to the availability of dollars. Free importation of certain 
products from dollar countries is authorized, however, and raw materials and 
essential products generally are given priority in licensing considerations. 

While importers of dollar goods are authorized to acquire dollar exchange for 
payment either in the ‘‘free’’ market at the market rate or from the Exchange 
Office at the official rate, steadiness of the market rate achieved in 1952 makes 
the source of dollar exchange unimportant. 

Italian State trading is confined to a monopoly of imports of tobacco, wheat, 
bananas, quinine, phosphorus and phosphorus sulfide, matches, and cigarette 
lighters. In the public interest the Government may also handle importing it 
bulk, an authoritv exercised in the past in the case of certain raw materials such 
as tin, various mineral products, and vegetable oils. As the supply position im- 
proved State imports have shown a gradual drop from 23 percent of tota] imports 
in 1948 to only 7 percent in 1950 

Certain commodities incl:ded in a special list (Tabella Esport) require export 
Heenses; such requirement is waived in some instances if payment. is received in 

hard currenev. In order to promote dollar exports the Italian Government 
provides special credit facilities and grants specified rebates of the turnover tax 
on a few commodities. 

Payments abroad for invisibles require licenses which are issued by the Ex- 
change Office. Foreign exchan‘e is freelv granted for expenses incidental to trade 
transactions. There are no forward operations at the official rate which is fixed 
daily by the Exchange Office and corresponds to the average of the closing rates 
on the Milan and Rome exchanges on the same day. 


JAPAN 


Exchange controls, oricinally introduced in Japan on July 1, 1932, in order to 
prevent a flight of capital, were increased on January 8, 1937, and subsequently 
made still more stringent. After the war the Supreme Commander for the Allied 
Powers (SCAP) exercised strict control over trade and exchange transactions until 
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an entirely revised foreign trade and exchange control law was put into effect on 
December 1, 1949. As of that date the Japanese Government took over the con- 
trol of page trade; on January 1, 1950, it also assumed the responsibility for the 
control of import trade and “invisible” transactions. 

On the policy level, a ministerial council plans the exchange budgets that govern 
many of the authorized imports. Such imports are communicated to foreign 
traders through “import announcements.”” Exchange and trade control policy 
is carried out by the Ministry of International Trade and Industry in regard to 
merchandise transactions and by the Ministry of Finance (through its Foreign 
Exchange Bureau and Foreign Exchange Council) in regard to all nonmerchandise 
transactions. Finally, on the technical level, the Bank of Japan and certain 
authorized banks are entrusted with the administration of the controls. 

Practically all imports are subject to individual import licensing and registra- 
tion. Licenses for imports covered by “import announcements”’ are issued by 
authorized banks, while licensing of other imports is handled by the Ministry of 
International Trade and Industry. Import licenses are granted rather freely for 
specific commodities, such as foodstuffs, basic raw materials, and specified machin- 
ery and equipment. The Ministry of International Trade and Industrv also has 
jurisdiction over the granting of licenses if the proposed payment is not in accord- 
ance with methods of settlement prescribed for the territory related to the trans- 
action, i. e., if it is not to be effected in pounds sterling for the sterling area; 
United States “accounting” dollars with so-called ‘‘open-account”’ countries 
(settlement through accounts established in accordance with individual pay- 
ments agreements) ; or United States dollars in respect to all other countries and 
monetary areas. 

According to regulations issued in July 1952 importers were forbidden to im- 
port coal and raw cotton from the dollar area unless, under a “linked system,” 
such imports were combined with a certain percentage of imports of the same 
commodities from the sterling area and/or ‘‘open account area.” 

While certain imports trom the dollar area are thus subject to stricter con- 
trols than imports from other areas, exports to the dollar area are given special 
incentives. /hereas all export proceeds have to be surrendered within 10 days 
from the date of acquisition or repatriation, a percentage of dollar proceeds from 
specified exports (other than ‘accounting’ dollars)—ranging from 5 to 15 per- 
cent—may be used by the recipient of the proceeds for the purpose of foreign- 
trade promotion (travel abroad) and importation (including related incidental 
costs) of commodities required for export processing and/or economic recovery. 

Payments covering incidental costs in respect of authorized imports and ex- 
ports and specified categories of transfers—in connection with insurance, shipping, 
etc.—are freely permitted. 

All exports are subject to registration with an authorized bank or, in the case 
of strategic commodities or commodities in short supply, require licenses from 
one or more Ministries. Approval by authorized banks makes full payment or 
the establishment of an irrevocable letter of credit a prerequisite. 

Norr.—The summaries are based primarily on the following source material: 

The National City Bank of New York: Summary of Exchange and Foreign 
Trade Regulations as of January 1, 1953, together with supplementary in- 
formation contained in issues of Customers Confidential Bulletin irregularly 
published during 1953 (United Kingdom, pp. 83-98; France, pp. 56-68; | 


Is exchange permit required? 


| 
| 
| 


Is import license necessary? 


| 


Germany, pp. 68-69; Netherlands, pp. 138-139; BLEU, pp. 48-51; Sweden, 
pp. 82-83; Italy, pp. 73-78; Japan, pp. 122-124). & 
International Monetary Fund: Exchange Restrictions, Third Annual Re- i 
port (1952) (United Kingdom, pp. 159-164; France, pp. 93-98; Germany, 
pp. 162-171; Netherlands, pp. 123-125; BLEU, pp. 38-46; Sweden, pp. 
144-145; Italy, pp. 118-120; Japan, pp. 213-215). 
International Wiietary Fund: Exchange Restrictions, Fourth Annual Re- 
port (1953) (United Kingdom, pp. 286-293; France, pp. 152-161; Germany, 
pp. 199-201; Netherlands, Pp. 223-235; BLEU, pp. 63-72; Sweden, pp. 
264-267; Italy, pp. 204-209; Japan, pp. 210-215). 
General Agreement on Tariffs and Trade (GATT): The Use of Quantita- 
tive Import Restrictions Io Safeguard Balances of Payments (October 
1951) (United Kingdom, pp. 72-74; France, pp. 46-47; Germany, pp. 48-49; 
Netherlands, pp. 56-57; Sweden, pp. 66-67; Italy, pp. 54-55). 
GATT: Third Report on the Pidtinindhery Application of Import Re- 


Summary of foreign control regulations applying to imports from the United States 


Country 


many, P 22; Netherlands, pp. 24-25; Sweden, pp. 26-27; Italy, p. 24). 
GATT: International T! e, 1952 (June 1953), pp. 66-87. 


strictions (November 1952) (United Kingdom, p. 28; France, p. 22; Ger- | 
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SECTION VII. MISCELLANEOUS TABLES 


WAGES & SALARIES, CUSTOMS DUTIES 
AND OTHER GOVERNMENT RECEIPTS 


AS PER CENT OF GROSS NATIONAL PRODUCT 


GOVERNMENT RECEIPTS 
EXCLUDING CUSTOMS 


CUSTOMS DUTIES 





546 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


Revenue sources of the central government—selected nations for fiscal year 1951 





| 

| 

i ! EK xeise United 

a Income’ General, and} meyer | Capi- | States | Other | 
ountry | taxes sales cus- taxes tal (coun- rev- |Total 
taxes toms | “ levies (terpart), enues 
taxes grants 
— |--—--—-- —4-—-}+-— ae 

Belgium_. .- vonelies 35.5.4...95.2).17-3 $.A1...4,6.4,...8—1.8,4,pe 100 
Canada ; 48.9 14.8 24.7 1.1 0 0 10.5; 100 
Frarice 25.6 36.4 9.5 5.8 | 1 11.3 11,3 100 
Germany (West ie .22.3 20.7 21.3 4.1) 6.9 9.8 13.9 100 
Greeave oy ; .6 120.0 (2 12.0 | 1} @.7 21.6 100 
Hollane d 41.4 22.0 17.4] 63 1.5 0 11.4) 100 
Italy 11.9} 17.2 45.0 s Lo} 164 6.8) 100 
Portugal 4 190) A389) Hots 0 0 | 46.2] 100 
Sweden... “ 43.4) 141.27) (2). | (7) | -= O #8 15.44 100 
Switzerland 3 31.0) 156.1 (2) (?) 0 0 4812.9 100 
Turkey 3 i ; 46.4 | 131.7 (2) m | ® 0 lssaro} 100 
United Kingdom # 49.0 7.3 33.3 5. 6 1 0 4.7 100 
United States * 70.8 | 0 417.5 | 0 0 (811.7 100 


' General sales tax, customs, and excise taxes combined 
? Not available 
* Fiscal 1950 
* Percent of total revenues exclusive of appropriations to Federal social security trast fund 
* Other taxes and resources combined under “‘other reveaues.” 
* These data are percentages of total revenues, not of total tax revenues 
Note.—Comparisons of the finanves of central governments, exclusive of those of state and local sub- 
divisions, while not comprehensive, are useful where overall data are not available. 


Sources: For Canada, Statistical Summary of the Bank of Canada; for other foreign countries, Econamic 
Cooperation Administration reports; for United States, Department of Commerce. 


Production of selected products in OEEC countries combined 






Electric 
power Hard coal } Crude steel} Cement 
Monthly average (million (million (million (thonsand 
kilowatt- |metric tons)| metric tons)| metric tons) 
hours) | 
1938 : 10, 600 39.8 3.8 2, 938 
i946 eth 28.3 | 2.2°} 1, 719 
1947 saitiainattlaliie ; : . s 13, 800 | 30.7 4 2.6 | 1, 993 
1048 | 15, 400 33.2 | 3.3 2, 685 
1949 16, 500 | 36.2 3.9 | 3, 111 
1950 18, 800 | 36. 8 4.3 | 3, 600 
1951 | 38 5 47 4, 008 
1952 39.3 5.1 4, 285 
19538—January \ 42.6 | 5.5 | 3, O87 
Febrvary 38. 2 | 5.0 3, 140 
J Er } 42.3 6.5} 4, 740 








Nore.—The Organization for BHuropean Economic Cooperrtion consists of the following countries 
Austria, Belgium, Denmark, France, Germany (Federal Republic), Greece, Iceland, Ireland, Italy, 
Lux@mbourg, Netherlands, Norway, Portugal, Trieste (free territory), Turkey, Sweden, Switzerland, 
and United Kingdom. 


Searce: OE EC Statistical Bulletins, General Statistics, July 1953 
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General indices of industrial production in OFEC countries 1950 100 


Member 
countries 
combined 


82 


Member | 
countries 
combined | 


82 


80 | 
90 
100 
110 | 


111 


NOTE 


Austria 


Ireland 


5S 


71 
77 
88 
100 
102 
er) 


Belgium 


87 | 


100 
114 


115 | 


Luxem- 
bourg 


Nether- 
lands 


79 
53 
68 | 
81 
91 | 
100 
104 | 
105 


Den- 
mark 


Norway 


67 
65 
77 


R6 

93 
100 
105 
104 


France 


Sweden 


61 
84 
86 
91 
96 
100 
104 
103 


Germany 
(Federal 


Greece 


Republic) | 


Turkey 


58 
RO 
89 
92 
Os 
100 
106 
122 


The Organization for European Economic Cooperation consists of the following countries 


United 
Kingdom 


76 
76 
80 
87 
93 
100 
104 
100 


Austria, 


Belgium, Denmark, France, Germany (Federal Republic), Greece, Iceland, Ireland, Italy, Luxembourg, 


therlands, Norway, 
Kingdom, 


Protugal, 


Trieste (free territory), Turkey, Sweden, Switzerland, and 


Source; OEEC Statistical Bulletins, General Statistics, July 1953. 
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Selected indices of industrial production for OREC countries combined 1950=100 
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THE FOREIGN TRADE POSITION OF THE UNITED STATES AND THE 
ELECTRICAL MANUFACTURING INDUSTRY 


INTRODUCTION 


In July 1953 the National Electrical Manufacturers Association (NEMA), the 
trade association representing the producers of over 90 percent of the electrical 
goods manufactured in the United States, decided to have a study made on the 
industry’s foreign trade problems. 

The.oceasion for the study was the legislation which provided for the extension 
of the reciprocal trade treaties and created a Commission on Foreign Economie 


Policy. The decision to have a study made was based on NEMA’s belief that, to 
the maximum extent possible, the economic problems of the electrical manufac- 
turing industry relating to imports and exports should be divorced from emotion 
and prejudice and discussed on the basis of sound information. 
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Accordingly, the board of governors of NEMA commissioned the National 
Industrial Conference Board of New York to study the economic phases of the 
problem; and it commissioned Messrs. Donovan, Leisure, Newton, and Irvine to 
study existing laws, regulations, and administrative rulings in the field. 

The conference board report was to include a study of the relationship of the 
United States electrical manufacturing industry to the national health, welfare, 
safety, and security. Because it was felt that this required an engineering back- 
ground in the electrical field, the conference board subcontracted this phase of 
the study to Stone & Webster Engineering Corp. 

All three organizations participating in the study were instructed to present 
factual conclusions only, and to make no attempt at analysis, evaluation, or 
recommendation. 

In view of this objective and factual approach, O. Glenn Saxon, professor of 
economics at Yale University, was asked to make an analysis and evaluation of the 
three documents and to prepare his own conclusions and recommendations as to 
foreign economic policy. Professor Saxon was asked to make the analysis as a 
recognized expert in the field, divorced from the economic impacts of day-to-day 
foreign-trade problems. 

The three studies by the conference board, Stone & Webster, and Donovan, 
Leisure, Newton & Irvine, and the analysis by Professor Saxon, contain sum- 
maries by the authors. Because the studies and the analysis are somewhat 
voluminous, Westinghouse Electrie Corp. has collected these summaries and pre- 
sents them in this booklet for the easy use and reference of those who do not wish 
to examine the basic background material 


Tue Unrrep Srares anp Irs Foreragn Trape Posirion AND THE ELECTRICAL 
MANUFACTURING INDUSTRY 


A SUMMARY PREPARED BY THE NATIONAL INDUSTRIAL CONFERENCE BOARD OF ITS 
SPECIAL REPORT PREPARED FOR THE NATIONAL BLECTRICAL MANUFACTURERS 
ASSOCIATION 


The highlights of the factual data, charts, and tables of this report—a large 
portion of which has never before been available for general public use—may be 
summarized as follows: 

1. The dollar value of total sales of United States corporations manufacturing 
electrical products, as well as the dollar value of both exports and imports of such 
products, have risen sharply in the postwar vears, 1946-53 (inclusive), but at 
widely varying rates. 

(a) Total sales during the postwar years have averaged 6.6 times their average 
for the prewar years (1935-39, inclusive). 

(b) Exports have averaged in the postwar years 4.9 times their prewar average. 

(c) Imports have averaged in the post war vears 4.6 times their prewar average. 

2. While total sales in 1952 were 9 times their prewar average, imports in 1952 
were 12 times their prewar average. In contrast, export sales in 1952 were only 
six times higher than their prewar level. 

The foregoing data are expressed in tabular form below: 


Average annual sales value 


(1935-39 = 100) 
1946-52 71952 
United States imports 455 1, 210 
United States exports . - - 3 490 630 
United States manufacturers’ total sales 660 900 


3. The rate of increase of imports of electrical equipment reflects the rehabilita- 
tion of foreign industry and its approach toward a surplus position. 

The rate of increase in imports has accelerated significantly in more recent years, 
as compared with a slowing down in the growth of exports. 

This divergence in trends became far more marked in 1953, as is shown by the 
following table: 
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Excluding Canada, exports for the first 6 months of 1953 were 7 percent below 
those of the first 6 months of 1952. 

4, Competition from foreign countries for third markets has also grown much 
keener, especially during the past 2 vears, and is now threatening further inroads 
upon United States exports of electrical equipment, particularly in South America. 

For example, a comparison of European and United States price quotations of 
heavy electrical equipment, publicly opened within the past 18 months in Latin- 
American and Asian countries, shows that of 124 different quotations 80 percent 
were less than the United States bid. 

5. Foreign manufacturers of electrical products have very large labor cost 
advantages over United States competitors. These advantages are greater now 
than ever before. 

(a) In 1952 total monetary hourly wages and wage supplements (converted into 
United States dollars at official exchange rates) of the 9 nations covered by the 
survey ranged between only 10 percent of United States wages (and supplements) 
in Japan to 33 percent in Belgium and Sweden. In 1938, the range was from 
7.3 percent in Japan to 46.6 in Germany. 

Wage supplements have now become a significant factor in any wage com- 
parisons among nations. For example, in France and Italy such supplements 
exceed one-third of the cash wages of their workers. 

The wage ranges for 1938 and 1952 in the nine countries were as follows: 

| 
| 1952 1938 1952 
| 


United States 100.0 100 Switzerland . . . 23.8 
Belgium i | 33.0 34.5 || Germany 22.0 
Sweden 33.0 .1 || Netherlands 20.7 


9.9 


| 
France 30.9 3.3 || Italy. 19.6 
United Kingdom | 28.0] 37.0 || Japan | 


The wage differentials between the United States and these nine countries have 
widened substantially in the postwar years. Only Japan, of the nine countries, 
has increased its wage rates relative to the United States since 1938. Germany, 
as shown by the above table, has moved from her prewar position of the highest 
wage country among the nine nations to the fourth lowest in 1952. 

(b) By 1952 industrial production in 7 of the 9 countries had recovered to levels 
which were 33% percent or more above their 1938 levels. Japan was only 1 
percent above her 1938 level. 

West Germany’s production in 1952 was 44 percent higher than in 1936, while 
her production of electrical machinery and equipment was 188 percent above 1936, 
but a substantial portion of these gains has been the result of transfers of industrial 
capacity from East to West Germany rather than overall increases in West 
German production. 

(c) The legal workweek (before overtime payments become due) ranges between 
44 and 48 hours in most European countries. Overtime payments are not gener- 
ally more than 25 percent above regular wages. 

(d) During the poastwar period, labor costs as a percentage of production 
value have decreased considerably more in the various foreign countries than 
thev have in the United States. Three of the four countries for which comparison 
with a prewar year is possible also show a much steeper decline for that period 
than does the United States. The reason for the more rapid postwar decrease 
in labor costs abroad is a combination of increases in productivity, which was 
very low at the beginning of the postwar period, and in value of production 
both rising considerably faster than wage rates (including wage supplements). 
In the United States, on the other hand, money wages and wage supplements 
approximately kept pace with increases in productivity and in value of output. 
These factors are mainly responsible for the increased disparity in labor costs 
between the United States and the various European countries. 

(e) Statistical limitations make it impossible accurately to compare the output 
per. man-hour between particular industries of various nations. However, it is 
both proper and possible to compare trends in productivity of particular industries 
of various countries, since substantiating data are available for certain nations 
over certain periods. 

The following table show changes in productivity of the electrical manufacturing 
industries in six nations over certain years for which comparable data are available. 





550 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 








Output per man-hour | Output per man-hour 
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Germmy......---..-...... 19365 117 || Holland 1939 1 123 
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* For 1951. 


Qualified representatives of a United States manufacturer of electrical equip- 
ment recently made a study of prevailing labor rates and general efficiency in the 
use of labor and materials in that industry in seven foreign countries. This 
study concluded that labor costs of various electrical products in the countries 
ranged between 20 and 78 percent of United States labor costs of the same 
products. In Germany, where there is a combination of low wage rates, a high 
workweek, and efficiency of both labor and equipment, labor costs excluding 
relatively moderate supplements in the industry are shown to be only about one- 
third of United States labor costs. 

6. Foreign exporters almost universally enjoy the benefits of many and varied 
kinds of both domestic and export subsidies, as well as a rather wide variety of 
other types of aid from their government. United States industrial producers 
enjoy much less assistance of this sort, 

7. Postwar conditions have led to the establishment (or intensification where 
they already existed) of numerous import restrictions and exchange controls 
abroad, Many of these restraints on international trade are far more effective 
barriers to its expansion than are protective tariffs. Most such restraints are not 
practiced by the ited States Government and, where practiced, are not generally 
applied to the electrical-equipment industry. 

Since dollars in the postwar years have been, and still are, scarce in most foreign 
countries, such restrictions have fallen more heavily on goods offered abroad for 
dollars and upon United States exporters selling for dollars than upon foreign 
exporters who can sell for their “‘soft’’ (nondollar) currencies. There has been a 
very considerable relaxation of many such controls and restrictions, as they 
apply to other currencies but relatively little as they apply to the United States 
aoilar. 

8. Substantial losses of foreign investment income and smaller profits from 
various services since World War II have tended in the postwar years to create 
heavily adverse balance-of-payment positions among European countries and 
Japan, particularly with respect to the United States. This state of affairs, due 
primarily to lack of multilateral convertibility of most foreign currencies, and the 
need for goods often available only in the United States, has led to ‘‘dollar drives’’ 
and other efforts by foreign governments to subsidize and otherwise stimulate 
their exports to the United States. 

9. There has been a dramatic improvement, however, in almost all foreign 
countries over the last year and a half toward balancing off their respective 
dollar sales with their dollar purchases. Figures for France for 1952 were not 
available in time for inclusion in the report. Except for Italy and France all 
other seven countries (covered in the survey), whose payment balances have been 
causes of concern, show substantial credit balances in their current accounts for 
1952 and to date in 1953. 

If the “dollar gap’’ be defined as the excess of the dollar value of United States 
exports of goods and services over United States imports of goods and services, 
then the gap has vanished, at least for the time being. During the year ended 
June 30, 1953, United States imports for the first time since prewar days sub- 
stantially exceeded United States exports for which we were paid. The United 
States has been called upon in this 12-month period to settle these adverse 
accounts by deliveries of gold bullion and transfers of United States (dollar) 
bank balances and Federal Government bonds or other obligations. 

Foreign nations nonetheless, during this 12-month period, received economic 
and military aid from the United States in larger sums than during any previous 
12-month period since the war. 

This general reversal of the world’s balance-of-payment position with: the 
United States was even more remarkable during the first half of 1953, when 
United States gold, bank balances, and Government securities—earned net by 
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other nations—would have more than paid for all economic aid extended by the 
United States in the period. 

10. «lualified opinion differs as to the probable durability of this dramatic 
change, but there is substantial support for the view that this improvement in 
balance-of-payment positions now rests on more solid foundations than did a 
similar improvement in 1950, after which conditions were rendered highly aby; 
normal by the outbreak of war in Korea. 

11. To a major degree the postwar progress abroad has been due to United 
States aid, but full credit should be given to those nations which have adopted 
policies that have been successful in ending inflation, expanding production, and 
reducing restraints on domestic and foreign trade. 

Germany is now outstripping all others in return to normal peacetime operations, 
despite loss of Kast Germany 

Replacement of bombed-out and dismantled machinery and equipment in 
Germany and Japan has given these countries more technologically efficient 
industrial plants than they had prewar. Because of their more efficient industrial 
plants, trade taking the place of aid might well benefit Germany more than any 
of our World War II allies. However, both Germany and Japan must expand 
their exports outside the [ron Curtain or they will be forced to do so inside that 
curtain to support normal employment and feed their peoples. 

12. In all foreign countries, duties on imports produce much larger percentages 
of their respective total revenues than they do in the United States, where customs 
duties produce approximately | percent of total Federal revenues, compared with 
sharply higher percentages of total revenues produced by import duties in most 
foreign nations. In 1951 the combined individual and corporate income taxes 
produced 71 percent of total Federal revenues in the United States, while abroad 
no nation collected more than 49 percent and the majority collected not more 
than 35 percent on an average from their income taxes—France only 25.6 percent; 
West Germany, 23.3 percent; Italy, 11.9 percent; Switzerland, 31.0 percent; and 
the United Kingdom, 49.0 percent All national, State, and local government 
receipts in the United States (mostly taxes arising direetly or indirectly from the 
domestic operation of the economy) come to about 26 percent of gross national 
product. 

Foreign nations, therefore, make up this difference in income-tax receipts 
primarily from general sales taxes or excises which importers into these countries 
must absorb in addition to their own income tax costs. The general sales tax 
ranges from 36.4 percent in France to 7.3 percent in the United Kingdom. 

Consequently, foreign competitors selling into the United States or third 
markets have sharply lower tax costs than American competitors selling into 
their own or foreign markets. 

13. In summing up: 

(a) The wage differentials in postwar years between United States electrical 
equipment manufacturers and their foreign competitors have broadened compared 
to prewar years. 

(b) Domestic and export subsidies and aids by foreign nations exceed those 
enjoyed by their United States competitors. In the postwar vears, the differen- 
tials in this respect have substantially increased. : 

(¢) There has been an increase in the number, and intensification in the use, of 
various types of exchange controls and other restraints on foreign trade since 
World War II which discriminate against the United States. 

(d) The so-called dollar gap in foreign balance-of-payment positions has dis- 
appeared in the last 18 months. It has been replaced by a dollar surplus. 

(e) Because of Germany’s more efficient industrial jlants, trade taking the 
place of aid might well benefit Germany more than our World War II allies. 

(f) Foreign competitors selling into their own, United States, or third markets 
have sharply lower tax costs than United States manufacturers selling in their 
own or any foreign market. 


THE UNITED STATES ELECTRICAL MANUFACTURING INDUSTRY AND 
ITS RELATION TO THE SECURITY, HEALTH, SAFETY, AND WELFARE 
OF THE COUNTRY 


A SUMMARY PREPARED RY STONE WERSTER ENGINEERING CORP. 


The conclusions contained in this report of Stone & Webster Engineering Corp. 
as to the dependence of the security, health, safety, and welfare of the United 
States upon the use of domestie-built electrical products have been summarized 
by Stone & Webster as follows 
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Tue Evecrricat InpUstTRY IN THE UNiTED STaTEs AND I's PLace In THE UNITED 
Srates Economy 


The economy of this country, its great productivity and high standard of living, 
is dependent upon electric power and the proper equipment to use it. The 
extraordinary development of the United States economy has been made possible 
by the United States electric utility industry expanding its capacity and by the 
United States electrical manufacturing industry developing and producing the 
equipment for generating, transmitting, and distributing electric power, and for 
using it effectively and economically. 

From 1946 through 1955, the electrical industry will have produced and put in 
service more electrical equipment than in the previous seventy-odd years of its 
history. The generating capacity scheduled to be in place by 1955 will be more 
than double the 1946 capacity. 

The continuous and uninterrupted supply of adequate electric power is essential 
to the industrial, agricultural, and domestic economy and health of this country. 
Without such power the expansion of industry, the growth of agriculture, and the 


improvement in the standard of living which have taken place would not have 
been possible. 


RESEARCH, DEVELOPMENT, AND SERVICES PERFORMED BY THE UNITED STATES 
ELectricaAL MANUFACTURING INDUSTRY 


The great progress made in the United States in the use of electricity is due to 
the recognition of the great potential of this form of energy by users and producers 
of electrical equipment anal their continuous cooperative effort to develop the 
equipment necessary to realize this potential. 

There is intense competition among United States manufacturers to develop 
new and better equipment. This continuous development is accomplished with 
the funds of private companies, without Government subsidy. 

Standards for equipment are established which maintain that high degree of 
reliability and high quality of electrical service accepted as commonplace in this 
country. 

Progress in establishing international standards has been slow as United States 
representatives, at meetings held for this purpose, have refused to lower United 
States standards and European representatives, seemingly content with their 
lower standards, have declined to raise their standards to our level. 

The research, development, and planning service so essential to the continuing 
expansion and increased availability of power in the United States is supported 
by the sale of electrical products. Such service is not available in this country 
from others than the United States electrical manufacturing industry. Foreign 
manufacturers do not incur a proportionate share of the cost of this research, 
development, and planning service and are therefore in a favorable position in 
competitive bidding if price alone be considered. 

Comparative aspects of United States and foreign-built equipment.—United States 
built equipment generally is capable of operating above capacity. This was a 
significant factor in the outstanding performance of United States industry during 
World War IT. 

It is the generally accepted opinion of engineers in the United States that 
foreign manufactured equipment does not have the capacity or reliability of equip- 
ment furnished by United States manufacturers. 

Maintenance service by the United States electrical manufacturing industry.—The 
United States electrical manufacturing industry undertakes the installation, main- 
tenance, and servicing of its products throughout the country. For this purpose, 
it maintains an extensive field service organization of highly skilled specialists in 
all types of electric products whose activities include, among other things, instal- 
lation, preventative maintenance, and repair of equipment. 

The ability, knowledge, and skill of these field forces has established the general 
reputation of United States built equipment for efficient operation to full capacity 
promptly following its installation without long shakedown periods during which 
realinement and readjustment of parts and components are made. Standards 
prevailing in this aspect of the work compare with those for the production itself. 

It is not uncommon for one United States manufacturer to maintain or repair 
products of another. This derives from the development of more or less common 
standards in this country and the familiarity which each manufacturer has with 
the products of his competitors. American maintenance and production methods 
are sufficiently standardized to permit this practice. 
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A corresponding ability by United States manufacturers to maintain or repair 
foreign-built equipment does not exist for a number of reasons, including differ- 
ences in basic design and manufacturing practices. 

In the event of war or other disaster, the burden for maintenance and repair 
would, in all probability, rest solely upon the United States electrical manufactur- 
ing industry. The delays which could be expected if any material amount of 
foreign-built equipment were installed may be anticipated as a result of numerous 
unsatisfactory experiences with foreign-built equipment in Latin-American coun- 
tries in World War Il. 

Installation of large electrical units involves intimate knowledge of the entire 
electrical system by the manufacturer. This is significant when it is recognized 
that these units are the heart of utility and industrial systems and of many highly 
classified military and governmental installations, and when the possibilities of 
sabotage and bombing with this intimate knowledge in the hands of foreign na- 
tionals are considered. 

The disaster service record of the United States electrical manufacturing industry 
The United States electrical manufacturing industry has assumed important 
responsibilities in emergencies, such as the disasters caused by flood, fire, and 
eX} losion, 

There have been many such disasters for which the electrical manufacturers 
have mobilized personnel, equipment, and materials from their many facilities 
and field organizations, often pursuant to previously developed disaster plans 

It is evident that foreign manufacturers could not render an equivalent service 

In such disasters as the eastern seaboard hurricane of 1938 or the Kansas City 
flood of 1951, not only was the economy of the stricken area seriously affected, 
but also the economy of many others depending on the area. The ability of the 
industry to assemble trained personnel from all over the country and to make its 
facilities available was invaluable in minimizing the effect of the disaster and 
restoring the economy and life of the area with relatively limited delay. The 
great distances between manufacturing plant and site location of equipment and 
the absence of large service forces available for concentration in a given area 
would, if foreign-built equipment were involved, have resulted in a substantially 
longer disruption of local life and economy and substantially greater financial and 
economic losses than actually occurred. 


EXPBPRIENCE WitH ELEcTRICAL EqQuIPMENT PURCHASED FROM ForEIGN 
MANUFACTURERS 


Experience with equipment of foreign manufacturers, drawn from instances in 
which United States electrical manufacturers were asked to service, replace, or 
rebuild such equipment, clearly indicate the hazards of purchasing essential equip- 
ment from foreign manufacturers. There have been many instances documenting 
this conclusion in Latin American countries. 

The United States power supply could face serious emergencies arising from 
substantial delays and expense in overhauling and replacement of foreign-built 
equipment and in adapting United States designed equipment for use with 
foreign equipment if it is dependent upon such foreign-built equipment. 


PosstnLE Errects or INTRODUCTION OF ForREIGN-BurILtT EQUIPMENT IN THE 
UNITED STatTEs 


The experience with equipment and service provided by foreign manufacturers, 
particularly at times of stress such as war, indicates that they cannot be depended 
upon to deliver essential equipment as needed nor to service that equipment after 
it is installed. For a number of reasons, including differences in basie design, 
manufacturing practices and specifications, it would be difficult for electrical 
manufacturers in the United States to repair or service such equipment. 

If very much essential electrical equipment is purchased from foreign manu- 
facturers for installation in the United States some reduction in the rates of ex- 
pansion and the rate of operation of American industry and of agricultural and 
civilian utilization of electric power can be expected. 


CONCLUSIONS PREPARED BY MESSRS. DONOVAN, LEISURE, NEWTON, AND IRVINE 
TO THEIR SPECIAL STUDY FOR THE NATIONAL ELECTRICAL MANUFACTURERS 
ASSOCIATION 


The foregoing study reveals that there exist in the United States today two 
policies which were adopted at different times by the Congress and the executive 
branch of our Government to promote radically different objectives. One is 
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the historic policy of maintaining and improving the American standard of living 
by erecting tariff barriers and encouraging domestic consumption of American 
goods by such laws as the Buy American Act. The other is the poliev to insure 
the security of the United States by strengthening its allies. It is hoped to 
accomplish the objectives of this policy by removing, to as large a devree as 
possible, our restrictions on the importation of foreign products. It finds its 
expression in the slogan ‘‘Trade not aid.’ 

The fact disclosed by our analysis of applicable legislation is that the American 
standard of living has in the past been protected by artificial) barriers against the 
impact of cheap foreign labor. The principal factual question which this study 
poses is, to what extent will the removal of these barriers jeopardize the American 
standard of living? 5 

In the years immediately following World War II, the second of the two policies 
had little effect on domestie industry because foreign producers were iti no condi- 
tion to make serious attempts to capture the American market. ‘Today it is a 
different story and resurgent foreign industry may pose a serious threat to any 
American industry in which labor is a large factor of cost. 

Prior to the war, American industry to a considerable extent was protected from 
ruinous foreign competition by then existing legislation. The Buy American 
Act was an effective instrumentality for protection because the administratively 
adopted 25-percent cost differential really meant something. Since the polices 
of ‘trade not aid’’ was not in existence, there was no pressure on agenev heads 
to ignore the cost differential and base awards on public interest considerations 
Moreover because of the absence of inflation the 25-percent differential could 
have been a fair measure of the differences between foreign and domestic costs 
The impact of the Reciprocal Trade Agreements Act of 1934 was not severe 
Trade agreements with competitive countries were not consummated until late 
in the thirties and their significance was soon eliminated by the outbreak of war 
in 1939. 

Now, of course, the situation has radically changed. We have seen how postwar 
trade agreements have substantially reduced the rates established by the ‘Tariff 
Act of 1980 and prewar trade agreements and we have noted the manner in which 
the policy of “trade not aid’’ is overriding the protection hitherto afforded by the 
Buy American Act 

All this leads to the question of what legal procedures can affected industry 
now follow to protect itself. Unfortunately the answer must be that very little, 
if anything, can be done under existing conditions. Our study has shown that 
there can be little hope of suecess if one attempts to obtain relief by invoking 
the “escape clause”’ or “peril point’ procedures of the Reciprocal Trade Agreements 
Act. 

If the cost of a domestic product exceeds that of a foreign product by more than 
25 percent, the domestic product is automatically out. If the cost differential is 
less than 25 percent, the domestic product still may be eliminated if the agency 
head decides that it would be in the publie interest to award the contract to the 
foreign producer. Despite any criteria which may be established, it would seem 
safe to say that only the strongest considerations of defense and security will 
override the policy of encouraging foreign imports. 

There exists no appeal from the adverse ruling of an agency head except to 
public opinion, which at present seems largely sympathetic to the policy of 
“trade not aid.” 


A CONDENSED SuMMARY PREPARED BY O. GLENN Saxon From His ANALYsis Or 
THE Srupies oF THE Nationat INpusTRIAL CONFERENCE Boarp, STONE & 
Werster ENcInrertnG Corp., aNd Messrs. Donovan, Lersurnk, NEwron, 
AND IRVINE 


THE PRESENT TARIFF STRUCTURE OF THE UNITED STATES 


The tariff structure of the United States, on an average, has been reduced 71 
pereent from its 1930 level. Today, the United States stands seventh from the 
bettom of the list of 45 nations in degree of tariff protection. No industrial 
nation today has as low a tariff structure on the average as the United States. 
Any further overall substantial reduction in rates would, in effect, put the United 
States on a basis of international free trade—without reciprocity from the rest 
of the world. 

From the point of view cf the United States, the reciprocal trade program has 
been a failure. It has not been responsible for the subsequent expansion in 
international trade nor has it produced reciprocal benefits in exchange for those 
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granted other nations. It has not been effective in reducing trade barriers and 
jiscriminatory practices against the United States. Nor did it expedite recovery 
from the depression in the years between the two World Wars. 


Offensive and defensive weapons in international trade 


In the years between the wars, foreign nations developed many new and more 
ffective barriers on international trade than had existed prior to World War I. 
They included minimum export prices, export duties, and export subsidies of 
irious kinds (direct and indirect), as well as discriminatory subsidies and foreign- 
exchange controls to stimulate exports. These nations also engaged in competitive 
urrency devaluations to leap over tariff barriers 

They likewise developed import embargoes, quotas, and licenses; exchange 
ontrols, licenses, and quotas; higher protective tariffs; and domestic subsidie 
3 home-grown products (which could be imported at lower prices). The various 
quotas, licenses, and controls were administered on a discretionary and discrimi 
tory basis against exports from the United States, Germanv, and Japan. 

As one nation adopted a new offensive weapon to expand its exports, other 
nations followed suit, while those nations whose markets were threatened de- 
eloped new weapons of defense. The result was that each device, offensive 
or defensive, became the weapon for an increasingly intensive, competitive and 
retaliatory cutthroat warfare for the constricted trade of the world. Conse- 
juentlv, foreign trade was reduced to lower levels than otherwise would have 
pre vailed. 


The United States position on unfair practices in foreign trade 


The United States, prior to 1929, had never engaged in the various monopolistic 

| restrictive devices, exchange controls, export and import subsidies, commodity 

yntrol schemes and the like that have prevailed in international trade since 
World War I. It had relied solely upon protective tariffs as a defensive weapon 
wainst them. Since 1934, however, despite the reciprocal trade program, we 
have adopted a few of these devices Wherever used, however, they have not 

en extensively practiced. They have been applied chiefly to protect and 
support our domestic agriculture. 


Effects of World War ITI on international trade and finance 

During World War II, the United States made net grants to its Allies of more 
than $40 billion and loans of $715 million. Between July 1, 1940, and June 30, 
1953, the United States made free net grants of $71.9 billion and loans of $10.7 
billion 

Due to the more liberal policy of the United States Governmentin World War I] 
and to expanding populations in European nations, in 1952 the total and per 
capita debts of the Allied Nations growing out of World War II are lower than 
their respective total and per capita debts growing out of World War I. Con- 
sidering only the principal of the World War II debts, they now range between 
$42 per capita (Italy) and $93 per capita (Great Britain). This is in sharp 
contrast to the total per capita debt of the people of the United States to their 
governments (Federal, State, and loeal) of $1,840 in 1952. 

Of this total, $1,651 constitutes the per capita debt of the American people to 
the Federal government, of which $450 (per capita) represents the $71.9 billions of 
free grants made by the United States to foreign nations between July 1, 1940, 
and June 30, 1953. 


Inconvertible currencies 


The current situation in Europe has resulted in an effort by nations of Western 
Europe and Great Britain to balance off on a bilateral basis their dollar commit- 
ments with the United States by their dollar sales to the United States. This 
could not be done in the early postwar years. Even if this balancing could be done 
now, with their recovery of industrial production—primarily as a result of United 
States economic aid—it should not be done because the natural and prewar markets 
of these nations were not in the United States, but in other world areas. 

The mere statement of this problem leads to the conclusion that a further 
reduction in United States tariff rates will not solve the problem. The only 
solution which will reestablish international trade, stabilize it and allow it to 
expand will be the mutual convertibility of all national currencies into gold as soon 
as practicable and, in the meantime, into dollars which since the end of World 
War I have remained convertible into gold by foreign nations and their central 
banks. 

As the United States reduces and eventually eliminates its economic aid to 
Europe, if it should open United States markets widely to Europe and Great 
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Britain, we may make it impossible for international trade and finance ever to 
become stabilized on a multilateral basis. 

The most effective action would be the repulsion by the United States of all 
efforts in that direction and an insistence that foreign nations regain their prewar 
markets in other world areas, service them as they have in the past, accept the 
currencies of those areas and encourage them to return to the international gold 
standard, or dollar convertibility until that is possible. Meantime, the United 
States can best serve third nations by maximizing its imports of raw materials 


from them and minimizing its exports to them, encouraging them to buy from 
their prewar sources of supply. 


United States capital exports 


The threat or likelihood of withdrawal of United States economic aid has raised 
throughout Europe and even in the United States a demand for sharp reduction 
in United States tariffs and “freer”, if not free, trade on the part of the United 
States under the slogan ‘‘trade, not aid.’”’ This concerted drive is based upon 
the misconception that a creditor nation must under all circumstances maintain 
import merchandise balances, if it hopes to secure repayment of its private and 
governmental loans and investments abroad. This fallacy is based upon Great 
Britain’s prewar experience when her large import balances were counterbalanced 
by income from large investments abroad. 

The United States is in few respects in a position similar to that of Great 
Britain. The American economy is the most productive economy in the world 
and can produce at competitive prices both agricultural and industrial products 
for world markets, while maintaining the highest living standards for its own 
people. Export merchandise balances can be continued for an indeterminable 
period by a creditor nation, such as the United States. The excess of exports 
over imports can be counterbalanced by other services, such as shipping, insurance, 
tourist expenditures, immigrant remittances and the like, through the most im- 
portant offsetting factor is the conitnuation of foreign investments by American 
nationals at a sufficient annual rate to overcome deficits in balance of payments 
position that may otherwise accrue. 

The United States has today the largest reservoir of capital savings of any 
nation in history available to foreign nationals and their governments on exactly 
the same basis as capital is available to American enterprises. There is no need 
of continuation of United States Government loans or grants abroad as long as 
foreign nations and their nationals can borrow at the lowest rates of interest ever 
enjoyed on free markets in history. 

All that they need do is to offer the same collateral security, the same mortgage 
protection, and the same terms as American enterprises offer and establish the 
same reputation for moral and financial integrity. All that they need to do clear 
the decks for this action is to assure American investors that their investments will 
not be nationalized for a reasonable length of time and then only with adequate 
compensation. The United States State Department through diplomatic chan- 
nels and from other trading posts can expedite such assurances. 

It is worthy of note that since 1945, United States private investments abroad 
have expanded 40 percent, despite chaotic conditions and confiscations in various 
nations. There is every reason to believe that, if conditions continue to improve 
and assurances against confiscation are given, these investments could easily 
expand sufficiently to counterbalance export merchandise surpluses for an in- 
determinate period. 

In fact, merely through continuation and moderate expansion of foreign invest- 
ments, the United States can continue to enjoy merchandise export balances for 
a minimum of one or two decades and even longer under existing capital shortages 
throughout the rest of the world. This course will not disrupt international 
balances of payments so long as annual capital exports equalize any annual balance 
of payments due the United States on all other international accounts. Such a 
period of grace in the present chaotic political and economic conditions throughout 
the world will give it additional time in which to attempt to resolve the cleavages, 
political, ideological and economic, which now divide the world into two hostile 
camps. 

Under these circumstances and particularly in light of the remarkable, even 
dramatic, change in the balance of payments position of Great Britain and most 
European nations within the last 2 years—discussed in the Conference Board’s 
report—it would be a serious mistake for the United States at this time to enact 
a sharp and overall reduction in its tariff structure. 
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Conclusions 


The conclusions from this review of debts of foreign nations to the United 
States, the offensive and defensive weapons in international trade and their rela- 
tion to the problem of free or “‘freer’’ trade on the part of the United States can 
be best summarized by the following statement: 

Advocates of a radical revision of United States tariffs or of unilateral adoption 
by the United States of free trade fail to recognize that tariffs are only a minor 
factor under present chaotic conditions of world trade and finance and current 
international monetary instability. Total, unilateral, and immediate elimination 
of all United States tariffs would accomplish little in our efforts to stabilize 
international trade relations in the Western World or restore its economic balance 
on a multilateral basis 

So long as international trade, financial, and monetary relations are domi- 
nated by socialistic theories of managed currencies, compensatory spending, 

balanced budgets, monetization of public debts, competitive currency devalua- 
tions, arbitrary and discriminatory exchange controls, inconvertibility of cur- 
rencies, artificially maintained exchange rates among national currencis, dis- 

riminatory export and import quotas, discriminatory export and import duties, 
ernmental fixation of minimum (monopolistic) prices on exports of major 
ternational staples, and state-trading, as well as state-financing by nations of 
the Western World, it is utterly unrealistic to discuss tariff reductions by, or 
inilateral free trade for, the United States as a material factor in correction of 
current instabilities and imbalances in the Western World. * * *’! 

Especially since 1934, under the reciprocal trade program, repeated efforts 
have been made to secure elimination by international agreement of the most 
bjectionable of these trade barriers. There has been almost unanimous consent, 
xcept from Russia, that they should be abandoned and agreements have been 

cuted to that end, but always with “escape” clauses that permit the contin- 
iance of their use under various emergency conditions, real or artificial, that 
never end, 

The United States under these circumstances is fully justified in rejecting the 
femand that the United States accept on a unilateral basis the doctrine of free 

r freer trade. While the United States should be willing at all times to review 
ts tariff structure in the public interest, at this time it should carefully reappraise 
he entire international situatiyn. In view of the failure of the reciprocal trade 
program to effect reciprocal benefits to the United States in exchange fer the 71 
percent reduction in its Overall tariff rates since 1934—-and in view of the intensifi- 
cation, rather than decrease in the use of beth offensive and defensive weapons 
of unfair competitive practices in international trade by European nations which 
have benefited from this program and the United States postwar grants-in-aid 
n view of all that, the least that the United States can demand is the elimination 
of discriminations against the United States dollar and United States exports. 

The United States should use its tariff-bargaining positinn——cr what is left of 
t—along with any other trading asset it may have, to encourage the British 
Kmpire and other nations to break down al! discriminatory tariff and other 
barriers by which for years they have protected their own and their colonial 
areas against the products, not only of Japan and Germany in the years between 
the two wars, but also of the United States. 

Until these discriminations are removed against all nations, neither Great 
Britain nor other nations can come to the United States with clean hands, demand- 

g that we eliminate or sharply reduce our protective tariffs. This is true, not 
nly with regard to the United States, but with regard to Germany and Japan, 
soth of these countries, as in the past, would look toward countries that are now 
inder the domination of Soviet Russia for large markets for their exports. To 
what extent they trade behind the Iron Curtain is a matter of great military 
importance to the Western World and, if in the interest of the defense of the 
Western World, they agree to limit trade with Russia and its satellites to non- 
strategic exports, they should be given reasonable opportunities to make up 
anj resulting deficiencies through larger exports to the markets of the Western 
orld. 





‘Statement by the author of this analysis in The Economics of Tariffs—a forum held by the National 
Industrial Conference Board, March 13, 1953. 
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THe IMPORTANCE OF THE ELEcTRICAL MANUFACTURING INDUSTRY TO THE UNITED 
States Economy 


All production and distribution, all communications and transportation, as 
well as the living standards of the American people, are dependent upon the 
constant expansion of the electric-power industry and the electrical manufacturing 
industry which serves it. 

In addition to its paramount importance as a direct producer of war materiel. 
the Nation’s entire mobilization base is dependent not only upon power, but also 
the availability of its emergency and maintenance services. 

Rapid growth has been accompanied by increasingly active competition within 
the industry for the domestic market. 

The number of competing manufacturing establishments in the industry has 
risen from 1,979 in 1939 to 4,294 in 1951. 

The combined share of the industry’s annual sales volume, held by its 2 largest 
producing units, has declined from 37.6 percent of the total in 1936 to 27.6 percent 
in 1951. 


Competitive position of the industry in foreign trade 


During and since World War IT annual exports of the industry's products have 
ranged between $400 million to $600 million to support the war activity and later 
to help rehabilitate competitive industries abroad, as well as supply neutral 
markets that for years had gone unserved. Imports during this period remained at 
low levels, rising from an average of $2 million in 1936-39 to $4 million in 1946-50. 

In the last 18 months the situation has undergone a rapid change. 

In 1952 total sales of the United States industry were 9 times their prewar 
average and adjusted imports were 8 times their prewar average. In contrast, 
however, export sales were only 6 times their prewar level. 

During the first half of 1953, competitive imports of electrical products exceeded 
those of the entire vear 1952 by 20 percent, while exports of the industry during 
the first half of 1953 were 46 percent below total exports for the entire year 1952. 

Total (unadjusted) imports of electrical products have soared from their average 
level of only $4 million in 1946-50 to $14.6 million in 1951, $17.4 million in 1952 
and $41.6 million in 1953 (based on the first half year.) In other words, total 
imports of electrical products in 1953 will be more than 10 times their 1946—50 
average and more than 20 times their 1936-39 average. At the same time exports 
of electrical products in 1953 will be only 50 percent above their 1946-50 average 
and less than 7 times their 1953-39 average. 

As foreign competitors reestablished and exceeded their prewar production 
levels, they first took over their own domestic markets, which the United States 
industry had largely served between 1945 and 1950. 

In addition, with much more efficient facilities—largely as a consequence of 
United States economic aid—with substantially lower overall labor costs and lower 
tax costs than in-United States and, finally, with various export subsidies from 
their governments, foreign competitors since 1950 have been rapidly regaining 
their prewar markets in countries which do not have electrical-manufacturing 
industries. These combined advantages are considerably higher today than they 
were in the prewar years. 

This stronger competitive position of foreign producers will mean sharply 
reduced exports of electrical products from the United States to neutral markets 
that since 1939 have been served by the United States industry. 

The United States electrical manufacturing industry is, therefore, facing not 
only a certain loss of a substantial part. of its export markets, but also a serious 
threat of substantial losses in its domestic market (which has already been 
invaded) to foreign competitors. 

Those very items upon which the United States economy and the entire indus- 
trial mobilization base of the Nation are most dependent, such as heavy power 
equipment, are those which have already been particularly subjected to sharp 
underselling of United States producers by foreign competitors. 

The United States Government, despite the philosophy of the Buy American 
Act, has increased its purchases of th:s type of strategie equipment from foreign 
sources to an alarming degree 

Data, compiled primarily from United States Government and other public 
sources, show that during 1950-53 (inclusive) foreign bidders have been awarded 
50 percent of the dollar value of all awards to United States manufacturers of heavy 
power equipment, ordered by the agencies of the Federal Government and other 
public users of such equipment (including municipalities, public utility power 
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districts, Rural Electrification Administration power cooperatives, and a small 
jumber of private utilities and industrial users). 

The dollar amounts of the contracts won by bidding foreign manufacturers rose 
from 11.3 percent of the dollar amounts of contracts won by United States manu- 
facturers in 1950 to 62.5 percent for the first 10 months of 1953. As of October 31, 
1953, with respect to the dollar value of pending bids, which had been opened, 
but not awarded, the combined low bids of foreign competitors were 83 percent 
if the combined low bids of United States manufacturers. 

United States tariff rates, sharply reduced in the years between the two wars, 
and even the more recent Federal legislation, designed to protect industry’s domes- 
tic market, are proving inadequate in view of the much stronger competitive posi- 
tion of foreign manufacturers since 1950. 
















CONCLUSIONS AND PROPOSALS FOR EFFECTIVE PROTECTION OF THE UNrrep STaTres 
ELECTRICAL MANUFACTURING INDUSTRY 











The United States electrical manufacturing industry is an industry that is vital 
to national security—a key industry, basic to the whole United States economy. 

The industry provides equipment upon which the transportation, communica- 
tions, power-generating and utility systems of the country, as well as all other 
industry, depend. 

It maintains, not only the plants, labor, and skills to produce this equipment, 
but extensive and expensive facilities to service it by repair and maintenance. 

Maintaining the industry and its productive and maintenance facilities in a 
strong position is vital to the economic health, to the general welfare, and to the 
safety, as well as to the security of the Nation. 

The industry, therefore, must be protected at all costs from any foree—external 
or internal—which might joepardize its stability or its capacity to produce, and 
provide services to maintain, the equipment for generating, distributing, and 
utilizing electric power, as well as its position on the front line of technological 
research and development. 

The industry—and the key items which it produces—cannot be allowed to 
become the subject of trading. off for uncertain reciprocal advantages between 
nations. 

The very items upon which our entire economy and our industrial mobilization 
base are most dependent, such as heavy power equipment, are those which have 
already been subjected to sharp underselling of American producers by foreign 
competitors. 

It is obvious from the facts presented in the report of the National Industrial 
Conference Board (supplemented by the report of the Stone & Webster Engineer- 
ing Corp. and the legal analysis of Donovan, Leisure, Newton & Irvine as well 
as this economic analysis) that United States markets for products of the industry 
are already in serious jeopardy—more so by far than following World War I or 
in the earlier years after World War II. 

It. is equally obvious from these reports and this analysis that foreign competition 
is almost certain to become progressively more intensified and bitter in future 
years with respect to both United States exports and United States imports of 
electrical products. 

While imports of electrical products into the United States have been only a 
small percentage of total sales of the industry, they have expanded since World 
War II at rates sharply higher than exports. The rate of increase—compared 
with that for exports—has sharply accelerated in the last 2 years, as foreign nations 
have completed rehabilitation of their productive facilities and begun to seek 
larger markets. abroad. In fact, current imports of electrical products are in- 
creasing more rapidly than the total demand for such products on the domestic 
markets of the United States. Therefore, these imports constitute a serious and 
growing threat to the Industry. 

The argument might be made that the small volume of imports of such products 
should be no cause for great concern to the industry. These imports, however, 
can undermine the price levels (resulting from a highly competitive industry with 
common cost factors) on which depends its ability to support the research, develop- 
ment, and productive strength of its entire organization. 

Consequently, the elimination now of all imports of those electrical products 
that are essential to the national security and the industrial mobilization base of 
the Nation—before they become substantial in volume—will avoid the grave 
dangers inherent in making the entire United States economy dependent on 
foreign sources. 
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Action now will prevent greater injury abroad later, when the impact of such 
action on foreign nations would have much more serious consequences to them. 

Action now is further justified because (as the report of the conference board 
and the conclusions of this analysis clearly show), the United States electrical] 
manufacturing industry is almost certain in the future to suffer extensive losses 
in its exports to foreign markets. 


SPECIFIC PROPOSALS FOR THE ELECTRICAL MANUFACTURING INDUSTRY 


The only constructive—the only safe—policy for the United States with respect 
to the electrical manufacturing industry is the elimination of the importation into 
the United States of all those custom-built items, having high labor content, such 
as heavy electrical machinery and equipment which are vital to the United States 
economy and national security. 

This objective can be effected in various ways—such as quotas or tariffs. 

The philosophy of the Buy-American Act should be broadened and its admin- 
istration strengthened to prohibit all Federal imports of the items to which these 
restrictions are applicable. 

The pressing need for outright elimination in the case of this type of equipment 
is illustrated by recent developments. The Federal Government has been mak- 
ing in recent months substantial purchases of heavy machinery and other electrical! 
equipment from foreign sources. This practice has increased to an alarming 
degree. The foreign equipment, in many instances, has already been ordered for 
our power systems, atomic-energy installations, and other governmental projects 
vital to national defense and security. The United States cannot afford to have 
these vital systems and essential projects depend upon foreign sources for emer- 
— service and maintenance. It cannot, from a security standpoint, have 
oreign nationals familiar with vital installations. 

This policy of purchasing from abroad impairs both the continued availability 
of power in emergency periods and the capacity of the electric power equipment 
industry to provide the necessary planning facilities and skills to assure such 
availability. 

Any attempt to compromise the present danger by continued reliance on “peril 
point” or “equalization of production costs’ or higher tariffs would require con- 
stant upward revisions of the rates for the key products of the industry, if the 
threat from abroad is to be eliminated. The legal analysis prepared by Donovan, 
Leisure, Newton & Irvine—referred to earlier in this analysis—documents the 
inadequacies of these provisions. 

The acceptance of this policy with respect to heavy machinery and equipment 
will not foreclose the Government from making selective upward or downward 
adjustments in tariff rates—after adequate analysis and study—on other, less 
strategic products of the industry, should such a selective policy be applied 
generally to other industries. 

It should be recognized that the most essential single element in the well-being 
of the free world and the promotion of its trade is a strong and productive United 
States of America which has the capability of sustaining and maintaining a large 
and expanding volume of trade, both domestie and foreign. In the light of the 
important place held by the electrical industry in the United States, from the 

standpoint of the investment in its facilities and the number of ple depending 
upon it for a livelihood, any broad tariff policy, applied product by product, 
should contemplate the establishment of tariff rates at levels which will protect 
United States manufacturers from lower labor costs and the many discriminatory 
advantages of foreign manufacturers. This would force United States manufac- 
turers to maintain a competitive position with respect to foreign producers, com- 
parable with that which now prevails on United States markets among efficient 
and progressive domestic competitors. 

Consequently, the most feasible alternative to the United States in its enlight- 
ened self-interest and the least damaging to foreign countries would be the elimi- 
nation of imports of all strategie products of the industry, with selective adjust- 
ments upward or downward for other products of the industry. 
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ANALYSIS OF LEGISLATION, TREATIES, AND REGULATIONS AFFECT- 
ING THE ABILITY OF AMERICAN MANUFACTURERS TO COMPETE 
WITH FOREIGN-PRODUCED GOODS 


Prepared for National Electrical Manufacturers’ Association by Donovan, 
Leisure, Newton: & Irvine 


PART I 
INTRODUCTION 
THE PROBLEM 


The problem is to determine the extent to which American industry today 
operates under statutes, regulations, and economic conditions which affect its 
ability to compete successfully with foreign industry for the American market 
This study deals with the acts of Congress and the rules and regulations of 
various governmental departments and agencies which bear on the problem 
direetly or indirectly. 

The relevant statutes and regulations fall into two categories. In the first 
category are those enactments designed to protect American industry from 
ruinous foreign competition. Among these we will be concerned with the Buy 
American Act, tariff legislation, and the various reciprocal trade agreements 
made under the Reciprocal Trade Agreements Acts, particularly the postwar 
General Agreement on Tariff and Trade negotiated originally at Geneva and 
expanded at Annecy and Torquay. These agreements express an increasingly 
liberal policy by the United States Government to encourage imports by tariff 
reductions and concessions. 

The second category consists of legislation which imposes on American suppliers 
who wish to deal with the Government standards relating to wages, hours, and 
working conditions which may be more stringent than those epplicable to foreign 
manufacturers. Typical of this type of legislation are the Walsh-Healey Public 
Contracts Act and the Fair Labor Standards Act. 

This study is divided into two parts. The first consists of a discussion and 
analysis of the problem as stated. The second part consists of a series of ap- 
pendixes containing more detailed summaries and excerpts of the statutes, rules, 
and regulations involved 

At the outset it can be said, by way of brief summary, that the costwise dis- 
advantages which our standard of living impovses on domestic producers are 
increased by such laws as the Walsh-Healey Act. The traditional protection 
afforded by our tariffs has been substantially decreased. At the same time, while 
the “Buy American Act’’ still stands on the books, current administrative inter- 
pretation and applicatian of its provisions have considerably weakened its force 
as a protection to domestic industry and the Americen standard of living. 


I. Srarutpes AND ReauiatTions Desianep To Protect AMERICAN INDUSTRY 
From RuiInous FOREIGN COMPETITION 


A, BUY AMERICAN ACT OF 1933 
Ge neral 


The Buy American Act of 1933! applies to all Government purchases of 
articles, materials, or supplies for public use within the United States, its Terri- 
tories and possessions. It provides that governmental agencies procuring such 
products for use within the United States must purchase domestic products only 
unless (a) such products are not available in sufficient commercial quantities of 
satisfactory quality, (b) the agency head determines that the purchase of the 
domestic product would not be in the publie interest, or (c) the agency head 
determines that the cost of the domestic product is unreasonable. 

The intended purposes of this act were twofold: First, to serve as a means of 
sustaining the employment of American. labor during the time of depression, and 
second, to retaliate against similar ‘Buy British”’ policies in effect at that time. 
The immediate occasion for the introduction of this legislation? was the fear that 





1 See appendix 1. Several other statutes either expressly require compliance with the Buy American Act 
or certain domestic preference requirements of their own in varying degrees. See appendixes 2 through 6. 

? This act was introduced by Senator Hiram Johnson of Califcrnia on February 2, 1943, as a floor emend- 
ment to the Treasury and Post Office Department Appropriation Act of 1934. 1t became law when the 
Appropriation Act was signed by President Hoover on March 3, 1933. 
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contracts for heavy electrical equipment for use at Boulder Dam might be awarded 
to German and other foreign producers of such equipment? 


Limitations on the application of the Buy American Act 


As previously stated, the act applies only to purchases for public use within the 
United States, its territories and possessions. It does not, therefore, apply to 
purchases made by governmental agencies at the instance of the Foreign Opera- 
tions Administration and financed by FOA.‘ 

Contracts, therefore, entered into by the Department of Defense for products 
purchased at the request of FOA and financed by FOA contain no reference to 
the Buy American Act. Actually most functions exercised under the various 


foreign assistance acts have been exempted from the requirements of the Buy 
American Act by Executive order.5 


Orders, directives, and regulations promulgated under the Buy American Act 


The Buy American Act does not establish standards as to what would be 
“Inconsistent with the public interest” or what would constitute “unreasonable 
cost,”’ 

For the purposes of this study it may be said that the major Government 
purchasing agencies are the Department of Defense, the General Services Admin- 
istration, the Department of the Interior, and the Atomic Energy Commission. 
Each of these departments has issued written policies on the application of the 
Buy American Act and has issued orders, directives, and regulations conforming 
to such policies. The written policies of each agency are in accord in two basic 
respects—first, all establish the same percentage differential for use in applying 
the “unreasonable cost’ criterion provided for in the act, and second, none, with 
the possible exception of the Department of Defense, establishes any standard to 
be applied in determining whether an award to a domestic bidder would be 
“inconsistent with the public interest.’ 

So far as the ‘‘unreasonable cost’’ criterion is concerned, the policy of each de- 
partment provides that the cost of the domestic product is to be deemed unreason- 
able when it exceeds that of the foreign product by 25 percent or more, or 100 
percent or more if the cost of the foreign product is less than $100, Under the 
various regulations, directives, and orders, contracting officers charged with the 
duty of making awards have little, if any, discretion but to make their awards to 
the foreign bidder where the prescribed differential is exceeded. 

The figure of 25 percent is not new. It first appeared in a written policy state- 
ment issued on March 31, 1934, by the Branch of Supply of the Procurement 
Division of the Treasury Department ° as a test of the reasonableness of domestic 
cost with respect to purchases exceeding $5,000.7 Thus, it is apparent that the 
figure of 25 percent, even if realistic in 1934, must be in and of itself unrealistic 
when applied under today’s inflationary conditions. 

While all departments apply the differential of 25 percent, their method of 
application differs, Thus, the Armed Forces except the Coast Guard, and the 
Atomic Energy Commission, apply the 25-percent differential to a figure which 
includes the foreign cost, plus duty. The General Services Administration and 
the Department of the Interior, on the other hand, apply the 25 percent to the 
cost of the foreign product, less duty. The resulting figure and the duty are then 
added to the cost of such product for purposes of comparison with the domestic bid. 


What is inconsistent with the public interest? 


Present-day policies of trade without aid and the like have rendered the 25- 
percent price differential of little actual effect. The question of “public interest’’ 
is now the overriding consideration and all the policies which must be followed by 
agency heads give such heads the right to determine whether the award to a 
domestic producer would be in the public interest even in cases where the 25- 
percent differential is not exceeded. 


5 For excerpts from the Congressional Record, see aprendix 7. 

4 FOA was created by Reorganization Plan No. 7 of 1953, the functions of MSA were transferred to it and 
M3A was ab lished, all effective August 1, 1953 (Aug. 4, 1953, 18 F. R. 4541). By Executive Order No, 10476 
(Aug. 4, 1953, 18 F, R. 4537) the President, who had previously delegated his own funetions under the var- 
ious forei¢n assistance acts to MSA, redelegated them to FOA. FOA makes no direct purchases of its own 
in cmneetion with the foreign-aid programs. Purchases in general are made either direetly by the foreign 
country or importers located therein on “procurement authorizations” issued by FOA or by other Govern- 
ment agents on requisition by FOA. (See MSA regulations, 22 C. F. R. 202.2-201.20.) The General 


Services Administration, for example, handles a large volume of FOA-financed purchases destined for 
southeast Asia, 


§ See appendix 8. 
* Circular Letter No. 6. 
’ See appendix 9. 
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Specific departmental regulations 


General Services Administration.—The General Services Administration was 
eated in 1949 and is charged with the purchase, on behalf of all agencies of the 
Government, of supplies commonly used by them in their operations. It also has 
duty of making purchases directed by the Office of Defense Mobilization under 
the Strategic and Critical Materials Stock Piling Act of 1939, and of making pur- 
ies and commitments to purchase metals, minerals, and other materials for 
Government use and for resale under the Defense Production Act of 1950.9 The 
GSA regulations © authorize the head of the department or independent agency 
ieerned in “appropriate cases’’ to determine that, the public interest is incon- 
sistent with the purchase of a domestic product for any reason other than the 
comparative cost of the foreign product. It neither defines the term “appropriate 
case’ nor does it establish any procedure for bringing particular instances to the 
attention of the head of the department or agency. 


Department of Defense 


Procurement activities of the Department of Defense are conducted under the 
Armed Forces Procurement Act of 1948." For the conduct of these activities the 
Secretaries of the Army, Navy, and Air Force have issued joint regulations called 
the Armed Services Procurement Regulation. The Coast Guard is not covered 
by the joint regulations and has issued regulations of its own. 

Che joint Army, Navy, and Air Force regulations deal, among other things 
vith the Buy American Act.“ Their administration can best be described by 
etting forth in full the latest Department of Defense directive date. June 19, 
1952: #8 

June 19, 1952. 
Number 4105.22 
DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Administration of the ‘‘Buy American” Act. 
Reference: (a) Department of Defense Direction 4105.20, May 27, 1952, ‘Buy 
American Act’’ Administration. 


1. At the request of the Secretary of Defense, the Munitions Board recently 
reviewed Defense procurement policy with respect to administering the provisions 
of the ‘Buy American”’ Act, in order to determine whether or not it was con- 
sistent with the objectives of the Mutual Security Program and U. 8S. foreign 
economic policy. 

2. The Munitions Board directed the Armed Services Procurement Regulations 
Conference to amend Paragraph 6—-105.1, of the regulations, reference (a), to 
make it mandatory, in any case involving foreign bids of less than 25 percent 
lifferential, where the total amount of the lowest acceptable foreign proposal 
exceeds $25,000, for the Contracting Officer to submit the matter for consideration 
of the Secretary of the military department concerned. The Board further 
directed that the change in the regulations was to become effective on June 1, 
1952 

3. The purpose of this directive is to assure that proposed awards, which will 
be reviewed at the Service secretarial level, will be evaluated in such a manner 
as to give due weight to the objectives of the Mutual Security Program 

1. For the Department of Defense adequately to support the Mutual Security 
Program and promote the mutual security of the United States and other friendly 
countries, it is requested that competitive bids from sour¢es in the United States 
and friendly foreign countries be considered on a common basis, this being 


* Under Reorganization Plan No. 3 of 1953 the function of direeting purchases to be made under the act 
was transferred from the Secretaries of the Army and Navy to ODM (18 F. R. 3375). 

* The act states that the President ‘‘may make provision for’’ the purehase, ete. By Executive Order 
No 10480 (Aug. 14, 1953, 18 F. R. 4939) he authorized and directed GSA te do so subject to the provisions of 
the act 

'° These regulations are almost a verbal restatement of the old Bureau of Supply Circular Letter B-61 
dated October 1, 1947. See appendixes 9 and 10. 

41U. 8. C, 151-161, 

2 See Appendix 11. The Secretaries of the Army and the Air Force have promulgated regulations 
supplementing the — regulations. The Secretary of the Navy has not. For provisions of the Army 
and Air Force supplemental regulations relating to the Buy American Act, see appendixes 12 and 13. 

"* See appendixes 14 and 15, 
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consonant with the public interest. Where one or more of the following factors 
exist, careful discretion should be exercisea in determining the award: 
A. Strategic Considerations: 
1. Competing foreign sources would be unreliable because of: 
(a) Limited capacity, or 
(b) Location in an area where political or economic instability might 
hinder production or delivery. 

2. The articles, materials, supplies or their related U. S. production 
facilities are of such strategic importance that domestic self-sufficiency must 
be fostered. 

3. No appreciable logistical advantage to collective security would result 
from maintaining or increasing production capacity in the foreign-source 
country concerned. 

B. Domestic Economic Considerations: 

1. The furnishing of scarce materials or production equipment which 
which would be required from the United States would unduly interfere 
with United States military production or the development of the United 
States industrial-mobilization base. 

2. The competing aomestic source would be a facility or facilities desig- 
nated as ‘‘small business’? by the Small Defense Plants Administration. 

3. The competing domestic source would be located in an area which has 
been designated by the Department of Labor as being one of substantial 
labor surplus, i. e., classified by the Department of Labor as a “Group IV”’ 
area. 

4. Competing domestic sources are found in an industry which is depressed 
or which is characterized by widespread open capacity. 


/s/ Wruttam C. Foster, 
Acting Secretary of Defense. 


It has been considered worth while to include the above directive in its eatirety 
because it states in clear terms the overriding consideration which governs the 
Department of Defense. That consideration is the mutual-security program of 
the United States as formulated and interpreted from time to time by the Depart- 
ment of State. 

This directive is singular and notable in that it lists strategic and domestic 
economic considerations which may require the award of a contract to a domestic 
producer regardless of the price differential. 


The Coast Guard 


As in the case of the Army, Navy, and Air Force, the Coast Guard procurement 
is governed by the provisions of the Armed Services Procurement Act of 1948. 
Insofar as it applies to the Buy American Act, the Coast Guard regulation " is 
distinctive in that if after the application of the 25-percent differential the for- 
eign bidder is still low, it is required that all bids be forwarded to headquarters 
for instructions 6r a certificate from the head of the department concerned prior 
to the award of the contract. It contains no mention of the public interest 
criterion and it does not prescribe any procedure for submission to higher au- 
thority in cases where the 25-percent differential is not exceeded. 


Department of the Interior 


The procurement and contract functions of the Department of the Interior are 
governed by the general laws on the subject. The Department has promulgated 
no regulations prescribing procurement and contracting procedures generally. 
It has, however, issued an order and an amendment thereto relating specifically 
to the Buy American Act.“ The original order merely prescribed the standard 
25-percent differential for the determination of unreasonable cost and made no 
provision for review in cases where the differential is not exceeded. The amend- 
ing order, however, conferred discretion upon the head of the bureau or office 
concerned to submit particular cases for the consideration of the Secretary as to 
the reasonableness of the cost of a domestic product if the lowest domestic bid 
exceeds the lowest foreign bid by an amount greater than $50,000 even though 
the differential remains less than 25 percent,!* and of course the Secretary of the 
Interior is empowered to determine whether an award to a domestic bidder would 
be inconsistent with the ‘“‘public interest.” 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


4 See appendix 16. 
No. 2289, January 1, 1947, September 26, 1951, No. 2289, amendment No. 1. 
1 See appendix 17. 
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Atomic Energy Commission 


On September 3, 1952, the Atomic Energy Commission issued a written state- 
ment of policy with respect to the Buy American Act.” This policy provides 
that in any ease involving a differential of less than 25 percent contracting officers 
may submit the matter to the agency head. In addition, contracting officers 
must submit the matter for such consideration when the differential is more than 
$5,000 although less than 25 percent. The policy does not enumerate any factors 
which must be considered by the agency head in making his determination. 


Efforts to achieve uniform administrative policy with respect to the Buy American Act 

Under the date of July 13, 1953, proposals over Secretary Dulles’ signature for 
the purpose of bringing about a uniform policy to be followed by all agencies 
regarding the administration of the Buy American Act were circulated. This 
document is classified as ‘‘confidential’’ and its contents and the nature of its 
proposals are unavailable at this time. 


The Buy American Act affected by title II of the First War Powers Act of 1941 

lhe First War Poweis Act of 1941 provided in part that the President, whenever 
he deems that such action would facilitate the prosecution of the war, may author- 
ize any department or agency of the Government exercising functions in connection 
with national defense to enter into contracts without regard to the provisions of 
law relating to the making of contracts. The provisions of this act were rein- 
stated on January 12, 1951, and all the agencies with which we are concerned were 
authorized to act in accordance with its provisions.’* Such delegations of author- 
ity have been extended to June 30, 1954. 

Similar delegations made under the original act were held to carry with them 
the authority to disregard restrictions imposed by the Buy American Act. 


B. TARIFF LEGISLATION 


Traditionally tariffs have been recognized as devices to enable American indus- 
try to meet foreign competition for the domestic American market. Such pro- 
tection was rendered by the provisions of the Tariff Act of 1930 which established 
a basic rate of duty on most imported electrical products, including such items as 
generators and transformers, of 35 percent ad valorem.'® This act is substantially 
impaired by agreements made under the Reciprocal Trade Agreements Act of 
1934. The impact of these agreements is dramatically illustrated by the fact that 
as of now the basic 35 percent rate established by the 1930 Tariff Act applies to 
flashlights only. Current rates on the balance of the electrical items included 
range from a low of 834 percent. to a high of 20 percent. The current rate on 
transformers is 1242 percent and on generators 15 percent.?° 


Effect of administration of Reciprocal Trade Agreements Act on rates of duty for 
electrical products 


Section 1 of the Reciprocal Trade Agreements Act authorizes the President to 
enter into foreign-trade agreements which modify existing duties and other import 
restrictions if he finds as a fact that existing duties or other import restrictions are 
unduly burdensome and restrictive to United States foreign trade and that the 
expansion of such trade will be promoted thereby. It is further provided that the 
proclaimed duties and other restrictions shall apply to the products of all foreign 
countries whether imported directly or indirectly. This provision is, however, 
subject to the proviso that the President may suspend such application to the 
products of any particular country because of its discriminatory treatment of 
American commerce or because of other acts or policies which in his opinion tend 
to defeat the purposes of the act.*! 

The President’s authority to proclaim modifications of duties under the act 
was redefined in 1945 as follows: 

“No proclamation shall be made increasing or decreasing by more than 50 
per centum any rate of duty, however established, existing on January 1, 
1945 * * *?? 22 

Prior to 1945 the Reciprocal Trade Agreements Act of 1934 had authorized 
tariff increases or decreases up to 50 percent of the rates fixed by the 1930 Tariff 





"G.M. Bulletin 8 & S—41; see appendix 18. 

' The basic Executive order was No. 10210. See appendix 19. 
'® See appendix 20. 

* See appendix 21. 

| See appendix 22. 

7219 U.S. C. 1351 a 2, at appendix 22. 
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Act. In fact agreements were made prior to 1945 establishing very substantial 
cuts and the 1945 amendment. permitted still further reductions.” 

The first of the major postwar reductions resulted from the negotiation at 
Geneva of a multilateral trade agreement known as the General Agreement on 
Tariffs and Trade.* Among those signing this agreement. were the United States, 
United Kingdom, Australia, Belgium, Canada, France, Luxembourg, and the 
Netherlands. The reduced United States rates which resulted therefrom became 
effective on January 1, 1948.35 

After the effective date of the general agreement, the preexisting bilateral 
agreements with the United Kingdom, Belgium, France, Netherlands, and 
Canada were rendered inoperative. 

In 1949 further meetings took place at Annecy, France, and an agreement 
known as the Anneey Protocol of Terms of Accession and the Annecy Schedules 
of Tariff Concessions was entered into2’ This agreement resulted in additional 
tariff concessions and the accession of several new nations including Italy and 
Sweden. The new rates of duty agreed to by the United States became effective 
on May 13, 1950.8 

From September 1950 until April 1951 a third series of negotiations took vlace 
at Torquay, England, which resulted in the Torquay Protocol of Terms of Ac- 
cession and the Torquay Schedules of Tariff Concessions. Several new nations 
including the Federal Republie of Germany became signatories to the general 
agreement and further concessions were made by the United States.?° 

As of now all mejor nations outside the Tron Curtain % except Japan and 
Switzerland are parties to the General Agreement on Tariffs and Trade either as 
original signetories or by accession st Annecy or Torquay and are entitled to the 
benefits thereof as a matter of right. So far as Switzerland is concerned, the 
bilateral agreement deted 1939 eontinues in effect and by virtue of its “most 
fevored nation cleuse’’™ thet country is entitled to the benefit of all t>riff con- 
cessions mede by the United States as the result of the general agreement. 

With respect to Jepan, it should be noted that further negotiations among the 
generel agreement signetories and other nations are now under way at Geneve 
and that among the subjects on tha agenda is the accession of Japan. Moreover, 
the Reciprocal Trede Agreements Act itself provides that reduced duties pro- 
claimed by the President pursuant to any trade agreement are applicable to im- 
ports from ell foreign countries unless suspended by the President. At the 
present time and for some time past it has been the United States policy to gen- 
eralize to all countries concessions which it has granted in trade agreements 
whether or not the perticuler country involved is a contracting party. As of 
now only nations behind the Tron Curtain are under suspension. The current 
edition of the T riff Commission’s ‘United States Import Duties, 1952” shows 
thet maximum reductions have been made on 14 electrical items including trans- 


formers. Further reduction is permissible on generators from the present 15 
percent to 12% percent. 


Relief provisions under the Tariff Act of 1930 ‘ 


The Tariff Act of 1930 contains several provisions for the adjustment of current 
tariff rates under specified circumstances.2 These are scarcely worthy of ex- 
tended discussion, however, since the most important of them are rendered in- 
applicable by the Reciprocal Trade Agreements Act. 


Relief provisions under the Reciprocal Trade Agreements Act of 1934 


The most, important relief provisions of the Reciprocal Trade Agreements Act 
are the so-called “escape” and “peril point’’ clauses. The “peril point’’ provisions 
provide a proeedure whereby the Tariff Commission, prior to the execution of a 
trade agreement, may establish limits to which concessions may be made.* 


% See appendix 23. 

*61 Stat. pts. 5 and 6. 

% See appendix 24. , 

61 Stat, 3689, 8715, 3721, and 3725; and Proclamation No, 2763, Dec. 24, 1947, 12 F. R. 8866. 

7 64 Stat. pt. 3, B 139, et seq. 

38 See appendix 25, 

® See appendix 26. f 

® Including the United Kingdom, Franee, Belgium, Netteflands, Germany, Italv, and Sweden. 

% See appendix 27. Under the “most favored nation” clause in the general agreement, nations signatory 
thereto are entitled to benefits of agreements between the United States and nonsignatory nations such as 
Switzerland. See Appendix 28. 

® See appendixes 29, 30, 31, 32, 33a, and 33b. An additional statute is the Antidumping Act of 1921 as to 
which see appendix 34. Regulations of the Tariff Commission and the Bureau of Custems various 
of the 1930 act provisions of this type are reproduced in appendixes 35, 36, and 37. 

4 See appendix 38. 

% See appendix 39. 
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The ‘fescape’’ clause provisions provide a procedure for applying for a modifica- 
tion of rates of duty established by trade agreements already negotiated and for 
the inclusion of such escape clauses in future agreements.** 


Escape-clause procedures 


The “escape clause’ provisions provide that, upon application by an interested 
party,®® the Tariff Commission must make an investigation, and, not later than 9 
months from date of application, a report, to determine ‘‘whether any product 
upon which a concession has been granted under a trade agreement is, as a result, 
in whole or in part, of the duty or other customs treatment reflecting such con- 
cession, being imported inte the United States in such inereased quantities, either 
actual o} relative, as to cause or threaten serious injury to the domestic industry 
producing like or direetly competitive products.”’ 

When during the course of its investigation the Commission finds evidence of 
serious injury or threat thereof, it is required to hold hearings on public notice 
If, as the result of its investigation and hearings it finds the situation above quoted 
to be present, the Commission ‘‘shall recommend to the President the withdrawal 
or modification of the concession, its suspension in whole or in part, or the estab- 
lishment of import quotas, to the extent and for the time necessary to prevent oi 
remedy such injury.’ Provision is made for transmission of copies of its report 
and recommendations to the President, to the Senate Finance and the Hous 
Ways and Means Committees. 

Lpon receipt of the Tariff Commission’s report, the President may, but is not 
required to make, the recommended adjustments. If he does not make them 
within 60 days, he must immediately submit a report to the Senate Finance and 
the House Ways and Means Committees stating why he has not. 

When, in the Tariff Commission’s judgment, no sufficient reason exists to 
recommend adjustments to the President, it must nevertheless make and publish 
a report stating its findings and conclusions. 

Aside from the above procedural provisions, the act provides that in arriving 
at its determination, the Commission, without excluding other factors, ‘‘shall 
take into consideration a downward trend of production, employment, prices, 
profits, or wages in the domestic industry concerned, or a decline in sales, an 
increase in imports, either actual or relative to domestic production, a higher or 
growing inventory, or a decline in the proportion of the domestic market supplied 
by domestic producers.”’ 

The current rules of practice and procedure of the Tariff Commission applicable 
to investigations under the eseape-clause provisions of the act are set forth in 
appendix 40 

The present ‘‘escape clause” criteria and procedures were first made a part of 
the statute by the Trade Agreements Extension Act of 1951. Prior thereto relief 
of this general type had been prescribed by various Executive orders. Under 
these orders, there was no procedure for submission of reports to the House and 
Senate Committees, Discretion was vested in the President to determine whether 
or not, modification would be in the public interest. Further, none of the orders 
specified any particular factors to be considered by the Commission in the course 
of its investigation. 

From the date of the initial Executive order (February 25, 1947) to the present 
time, the Tariff Commission has received a total or 51 applications from private 
parties for investigations under escape clause procedures. Of these 51 applica 
tions, 19 had been completed prior to the enactment of the statutory escape 
clause on June 26, 1951. Of the remaining 32 applications, 23 have-been finally 
disposed of and 9 are still pending.*’ 

Or the 42 applications which have been finally disposed of onl) 6 resulted in 
recommendations by the Commission that trade agreement concessions be modi- 
fied; and with respect to these 6, the President accepted the recommencations 
and placed them in force by preclamation in 3 instances * and rejeeted them in 
3 instances.** In connection with those instances in which*concessions were thus 
withdrawn, if is to be noted that the President, by Executive order, has provided 

55 See appendix 10. 

%* Or upon request of the President, resolution of either House of Congress, its own motion or upon resolu 
tion of either the Senate Finance Committee or the House Ways and Means Committee. 

* See appendix 42. 

* Women’s fur felt hats ane hat pao Proclamation. No. 2912, Oct. 30, 1950, 15 F, R. 7415; hatters’ fur 
Proclamation No. 2960, Jan. 5, 1952, . R. 187; dried figs; Proclamation No, 2986, Aug. 16, 1952, 17 F. R 
7567. The recommendations of the A BIR ym were unanimous in each of these instances. 

® Jeweled watches and watch movements: Aug. 14, 1952; garlic: July 21, 1952; screen printed silk scarves 


June 10, 1953. The Commission's recommendations were unanimous in the silk scarf proceeding but not 
in the watch and garlic proceedings 
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for continuing surveillance and review by the Commission and for restoration cf 
the concession, in whole or in part, by the President upon the Commission’s 
recommendation based upon investigation and full hearing. 

It appears from the Commission’s reports of its escape clause investigations 
that there has been a sharp difference of opinion among its members regarding the 
interpretation to be placed upon the phrase “domestic industry producing like or 
directly competitive products.” ® In several proceedings to date, the majority 
of the Commission, in refusing to reeommend modifications in duty concessions 
on particular products, has taken the view that, in considering whether such 
industry has sustained or is threatened with serious injury, it must look to the 
results of the overall operations of the industry as a whole and not merely to the 
results of the industry’s operations with respect to-the partieular product under 
inquiry. The majority in several instances has considered no modification to be 
necessary where the facts showed that a multiple product industry had continued 
to operate profitably without any appreciable decrease in overall emplovment 
despite drastic curtailment in the production of the particular product with 
respect to which application for investigation had been brought. A somewhat 
similar view was taken by President Truman and in part formed the basis for his 
rejection of the Commission’s recommended modification of concession, in the 
watches and watch movements proceeding.*! 

The above viewpoint of the majority of the Commission is evident, for example, 
in its September 1952 report on the groundfish fillets industry. In this report, the 
majority pointed out that several of the groundfish filleting concerns involved 
engaged in other processing activities besides filleting and that “while there have 
been ups and downs from year to year in their earnings, they are on the whole, 
as an industry, operating on a profitable basis.” ® 

Similarly, in its report on the glace cherry industry, published in October of 
1952, a majority of the Commission pointed out that several of the concerns in- 
volved produced other glace fruits as well as canned goods of varying sorts. 
The majority report commented that the gross value of sales by these concerns, 
despite curtailment of glace-cherry production, was in fact greater in 1951 than 
it had been in 1948. It also commented that despite the curtailment of glace- 
cherry production, there had been no appreciable decrease in overall employment 
in the concerns involved. With respect to this point, the majority stated that 
whatever decreases did occur in employment devoted to the production of glace 
cherries were offset by increases in employment devoted to the production of 
other products by the producing concerns. 

The above views of the majority in the glace-cherry report were the subject of 
vigorous dissent by Commissioners Brossard and Gregg as follows: “ 

‘This situation [production of products other than glace cherries] apparently 
leads the majority to the conclusion that there is no glace-cherry industry, as 
such, gut that the domestic industry (referred to in sec. 7 of the Trade Agreements 
Extension Act of 1951) is one consisting of producers of glace fruits and like prod- 
ucts, in. which the production of glace cherries is but a relatively minor part. 
Thus, based on such reasoning, even if imports of glace cherries are seriously 
injuring the glace-cherry business of domestic producers who manufacture and 
sell glace cherries, no serious injury can be found to such producers because 
they are or may be producing other products as weil as glace cherries and their 
overall operations might still be profitable: the majority apparently believes 
that, if any injury that may be caused to producers of glace cherries by a decline 
in the production of that product can be compensated for by the manufacture 


# See appendix 40; 19 U. 8; C. 1364A, 

‘1 See Tariff Commission Report No, 176, 2d series, p., 78: Watches, Watch Movements, Watch Parts 
and Watcheases, Report to the President on the Escape-Clause Investigation with the President’s State- 
ment on the Commission’s Recommendations, 1953. 

“ United States Tariff Commission, Groundfish Fillets, Report on Escape-Clause Investigation Under 
Section 7 of the Trade Agreements Extension Act, of 1951, pp. 20-21. 

‘* United States Tariff Commission, Glace Cherries, Report on Escepe-Clause Investigation under 
section 7 of the Trade Agreements Extension Act of 1951, p. 12. 

“Ibid. pp. 18-19, To similar effect, see the dissenting statements of Commissioner Brossard in the 
Commission’s report on its second investigation of the wood-screw industry (U. 8. Tariff Commis- 
sion, Wood Screws of Iron and Stee] (1953), Report on Escape-Clause Investigation under sec. 7 of the 
Trade Agreements Extension Act of 1951, Washington, 1953, p. 16) and in its inv tion of the chalk 
whi dustry (U. 8. Tariff Commission, C Whit {Chalk or W or White; Dry, 
Gronnd, or Bolted], Report on Escape-Clause Investigation No. 15 under sec. 7 of the Trade Agreements 
Extension Act of 1951). In the latter proceeding, the applicant was the only domestic producer of chalk 
whiting. The evidence showed that the ratio of imports of this product to domestic production had in- 
creased from 23 to 161 percent during the period 1946-52 and that during the same period the ratio of imports 
to domestic consumption had increased from 19 to 62 percent. The majority found, however, that there 
was considerable domestic production of another product which was competitive with chalk whiting, that 
the “domestic indu: ” involved was that which produced chalk whiting and the competitive product 
and that, viewed in this light the industry was not being harmed by imports of chalk whiting. 
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and sale of other products, no finding of injury is warranted. We wish emphatic- 
ally to dissent from any such interpretation either of the facts as revealed in this 


investigation or of section 7 of the Trade Agreements Extension Act of 1951. 
* + + * * * * 


“More important, however, than this consideration, in our judgment, is the 
fallacy involved in the theory that producers of a particular product cannot be 
found to be seriously injured because of the possibility that they might cease the 
production of the item in question, and undertake increased production of other 
items or convert their operations to importing, thus retaining their markets, 
but abandoning their functions as producers of the product in question.’ We 
believe that any such interpretation will defeat the purpose of the escape-clause 
legislation. An interpretation of the escape clause which results in the elimina- 
tion of many small industries on the uncertain ground that producers in those 
industries could shift to other lines of production, leaving the market in the United 
States for the particular products under consideration to foreign producers, surely 
does violence to the intent of Congress.”’ 

In the jeweled watch and watch movement proceeding, the original application 
for relief was concerned solely with watches containing between 5 and 17 jewels, 
domestic production of which, the evidence showed, had been virtually dis- 
continued in large part by reason of Swiss import competition. On its own 
motion the Commission extended the scope of ivs investigation to include all 
watches falling within the purview of the applicable Tariff Act paragraph 
Three of the Commissioners found that domestic industry had already been 
injured by the imports and that further injury was threatened. One found only 
that injury was threatened and the remaining two found that injury had neither 
been caused nor was threatened. 

The evidence showed that the industry as a whole continued to show a profit, 
despite abandonment of production of watches containing less than 17 jewels, 
in part because former manufacturers of such watches had concentrated on the 
production of watches containing more than 17 jewels. With respect to this 
aspect of the case, the President, in rejecting modifications of tariff concessions 
recommended by the majority of the Commission, stated as follows: 

“Another development in the watch industry on which the three Commis- 
sioners’ finding was based is the shift from production of watches with 17 jewels 
or less to production of watches with more than 17 jewels. To some of the 
Commissioners, this shift is an evidence of injury, even though the industry 
profited from its shift to greater production of the more expensive watches con- 
taining 17 jewels or more. It is difficult to see how any serious injury is evi- 
denced by a shift from the production of one product to the production of another 
which can be produced with equal or greater profit by the same labor and 
equipment.” 


Peril point procedures 


Unlike the provisions previously referred to, the “peril point’’ provisions of the 
act “ represent an attempt to close the barn door before the horse escapes. They 
are not designed to afford relief from existing situations. 

Under these provisions, the President, before entering into negotiations concern- 
ing any proposed foreign-trade agreement must furnish the Commission with a 
list of all products with respect to which duty modifications are contemplated. 
The Commission must then investigate (and in connection with its investigation, 
hold public hearings) and report to the President as to each product (1) the limit 
to which concessions may be made without causing or threatening serious injury 
to domestic industry, and (2) if any increases may be required to avoid such 
injury, the minimum increases required. This report must be submitted within 
20 days after receipt of the list and no agreement may be made until the report 
has been submitted. 

If a trade agreement is subsequently concluded which either fails to observe 
the limits of modification or to put into effect the minimum increases, the Presi- 
dent must, within 30 days thereafter, transmit a copy of the agreement to Con- 
gress stating his reasons for the action so taken and identifying the products in- 
volved. The Commission must then submit to the Senate Finance Committee 
and the House Ways and Means Committee a copy of the portions of its report 
relating to the particular products involved.” 


‘’ United States Tariff Commission, Report No. 176, 2d series, p. 78: Watches, Watch Movements, 
Watch Parts, and Watch Cases, Report to the President on the Escape-Clause Investigation with the 
President's statement on the Commission’s recommendations. 

See appendix 39. 

“ The Tariff Commission’s rules of practice and procedure relating to “peril point” investigations are 
reproduced in appendix 43. 
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The “peril point’ provisions were not a part of the law during the period of 
the Geneva negotiations that resulted in the signing of the General Agreement 
on Tariff and Trade in October of 1947. The procedure at that time, while it 
did provide for the expression of public views before the Committee on Reciprocity 
Information, did not provide for the establishment of any minimums or detailed 
reports. 

“Peril point’ provisions were first enacted into law by the Trade Agreements 
Extension Act of 1948 * and were in effect until the following year when they 
were eliminated by the Trade Agreements Extension Act of 1949. Hence they 
were in effect during the course of the Annecy negotiations but not the negotia- 
tions at Torquay. During the latter negotiations, the procedure prescribed by 
Kixecutive order was again similar to what it had been prior to the passage of the 


1948 act. The “peril point’? provisions in their current form date from the 
Trade Agreements Extension Act of 1951, 


Il. Leaistation Wuicu Increases Costs 


American producers are subject to various statutes and regulations which, 
because of conditions they attach to the employment of labor, tend to increase 
production costs. These are as follows: 

The Walsh-Healey Public Contracts Act of 1936; 

The 8-hour law of 1912; 

The Davis-Bacon Act of 1931; 

Convict-labor statutes; and 

The Fair Labor Standards Act of 1938, 
All except the Fair Labor Standards Act apply specifically to labor employed 
on Government contract work, The Walsh-Healey Act applies only to contracts 
for materials or supplies; the Davis-Bacon Act applies to construction contracts; 
and the 8-hour law and convict-labor statutes apply to both construction con- 
tracts and contracts for material and supplies. 

In considering the legislation it must be borne in mind that it is important 
to this study only to the extent that it has no foreign counterpart and it does not 
apply in the United States or elsewhere to the contractor supplying the foreign 
product. In this connection, it can be said generally that either expressly by 
statute or by interpretation, each of the statutes, if otherwise a alivatie, applies 
to all contract functions which are to be performed within the United States, its 
territories or possessions. Conversely, none of them apply to contract functions 


to be performed outside the boundaries of the United States, its territories or 
possession, 


The Walsh-Healey Public Contracts Act © 


This act applies primarily to contracts with governmental agencies for the 
manufacture or furnishing of materials, supplies, or equipment. Briefly, sum- 
marized, it requires the inclusion, in all such contracts in which the amount in- 
volved exceeds $10,000," of stipulations as to the contractor’s status as manu- 
facturer or regular dealer, minimum wages to be paid,® maximum hours of labor 
to be observed,® nonemployment of child and convict labor and maintenance of 
safe and sanitary working conditions. Penalties for violation of any of such 
stipulations, which are severe, include liquidated damages and debarment from 
further contract awards for a period of 3 years from date of breach. 

Regulations specifically relating to the Walsh-Healey Act have been promul- 
gated by the Labor Department’s Division of Publie Contracts. The Division 
has also issued a publication entitled “Walsh-Healey Public Contracts Act, 
Rulings and Interpretations” which contains many details relative to the admin- 
istration and interpretation of the act. This publication has been revised and 
amended through April 1953. 


# June 26, 1948, ch. 678, 62 Stat. 1053. 

# Of less significance and therefore not specifically listed are the Miller Act of 1935 (see appendix 44) and 
the Copeland Act of 1918 (see appendix 45). 

® See anynendix 46. 

| The Denartment of Lahbor’s Division of Public Contracts has rromnlgated rvlings and inter: retations 
which are concerned with the sroblem of when & contract will be deemed to exceed $10,000 in amonnt and 
hence be subject to the act. The applicable rulings and internretations are re’ rod'eed in appendix 47. 

® The provisions requiring minimum-wage sti‘ lations and renresentations annly only to purchases or 
contracts relating to such indvstries as have been the subject of minimnm-wage determination by the Sec- 
retary of Labor. No such determination has as yet been made with resect to the electrical industry as sch 
so that this requirement would generally be inapmicable to it. (See 41 C. F. R., sec, 202.2 through 202.49 
for en rrent determinations; see also annendix 46: 41 U. 8S. C. 45.) 

® The Secretary of Labor may permit increase in the statntory maximum hours, i. ¢., 8 hors a day or 40 


homrs & week, but when he does so, must set overtime pay rete at not less than time and.a half, (See appen- 
dix 46: 41 U. 8, C. 40) f 
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With the exception noted below, all contracts ‘for the manufacture or furnish- 
ing of materials, supplies, articles and equipment”’ in excess of $10,000 are subject 
to the Walsh-Healey Act even though they may call for the incidental erection or 
installation of the articles or equipment after delivery. An example of such a 
contract is one for the manufacture or furnishing of generators requiring prepared 
foundations or housing.» 

Contracts otherwise falling within the Walsh-Healey Act but which are to be 
performed outside the United States, its Territories or possessions are not within 
the purview of the act. ‘The regulations promulgated by the Secretary of Labor 
expressly exempt from the application of the act, contracts for materials, ‘‘no 
part of which will be manufactured or furnished within the geographic limits of 
the continental United States, Alaska, Hawaii, Puerto Rico, the Virgin Islands, 
or the District of Columbia.’’ The Publie Contracts Division’s Rulings and Inter- 
pretations interpret this regulation to exempt contracts to be performed outside 
the stated areas from the act unless their performance requires the shipment of 
the materials from outside to points within the stated areas, in which event com- 
pliance with the act need be shown only as to operations within such areas. Under 
this interpretation, operations such as the installation but not the manufacture 
of generators at a site in the United States by a foreign producer are apparently 
subject to the provisions of the act. 

The Walsh-Healey Act provides specifically that nothing therein is to be con- 
strued to modify or amend the “Buy American’”’ Act. Section 20 of the Public 
Contract Division’s Rulings and Interpretations indicates that where a contract 
is made under one of the exceptions in the ““Buy American’’ Act, it should contain 
the Walsh-Healey stipulations insofar as American-made goods required under the 
contract are concerned, 

Reculations promulgated by the various branches of the armed services as well 
as those of the General Services Administration contain provisions with respect to 
the Walsh-Healey Act. The joint regulations promulgated by the Army, Navy, 
and Air Force * state that the act applies to contracts for materials. ‘“‘which are to 
be performed within the geozraphic limits of the continental United States,’”’ its 
territories and possessions and the District of Columbia. 

On the subject of extraterritorial nonapplication of the act, Army procurement 
procedure provides as follows: 

“Clauses relative to the 8-hour law of 1912, Nondiscrimination in Employ- 
ment, the Davis-Bacon Act, the Copeland Act, the Walsh-Healey Public Contracts 
Act, and the Fair Labor Standards Act of 1938 were prescribed by various statutes 
and executive policies in order to protect American labor from various abuses. 
Such clauses obviously are not applicable and should not beincluded in contracts 
to be performed in foreign countries insofar as native foreign labor is concerned. 
Note, however, that such clauses may apply to American citizens emploved under 
such contracts in foreign countries.” 


Fight-hour law of 1912 


The 8-hour law of 1912 % provides that all contracts to which it is applicable 
shall provide against the employment of any laborer or mechanic for more than 
8 hours in any 1 day on contract work. Work in excess ot 8 hours is permitted 
provided excess hours are compensated at the rate of 144 times basic pay. 

By its terms the law does not apply to contracts ‘for the purchase of supplies 
by the Government, whether manufactured to conform to particular specifications 
or not, or for such materials or articles as may usually be bought in open market 
* * * whether made to conform to particular specifications or not.’’ The Attorney 
General many years ago interpreted the word ‘“‘supplies,’’ as used in the first 
portion of the quoted clause, to be synonymous with the words ‘‘materials’’ and 
“articles” as used in the second portion and, in general, to refer to items which 
are normally held in store or in stock.” In accordance with this interpretation, 
the Attorney General has held that where the item of equipment covered by the 
contract is one which is assembled from parts manufactured and held in stock, 
the 8-hour law does not apply.” The matter of whether or not the law applies in 
particular situations is, according to the Attorney General, in general for the 
administrative determination of the contracting agency on the basis of the par- 
ticular facts involved. 





4 See appendix 48. 

% See appendix 49. 

% See appendix 50. 

See appendix 51. 

5§ See appendix 51. 

29 Op. Atty. Gen. 534, 1912. 
60 30 On. Atty. Gen. 49, 1913 
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The 8-hour law is itself silent with respect to its territorial application. How- 
ever, the Supreme Court of the United States has held the law to be inapplicable 
to contracts to be performed in a country or territory over which the United 
States has no direct legislative control.” 

Regulations of the armed services all contain provisions relating to the 8-hour 
law." These joint seguretions provide specifically that the 8-hour law does not 
apply to “[clontracts for portions thereof) for supplies in connection with which 
any required services are merely incidental to the sale and do not require sub- 
stantial employment of laborers or mechanics.”’ They further provide that the 
8-hour law does not apply to any contract or portion thereof which is subject 
to the Walsh-Healey Act. This is in accord with Department of Labor, Public 
Contracts Division Rulings and Interpretations which state that where the 
Walsh-Healey Act applies, the 8-hour law is superseded. 

Those parts of the joint regulations which relate to construction contracts also 

int out that the law applies to contracts for supplies which require installation 
involving ‘a substantial amount of construction at the site, such as for heavy 
generators and large refrigerators.” 


Davis-Bacon Act of 1931 


The Davis-Bacon Act ™ requires no extended discussion since it applies to 
construction contracts only. Briefly, it applies to all construction contracts in 
excess of $2,000 and requires contract stipulations to the effect that all labor 
employed at the site of the work will be paid on a weekly basis the minimum wage 
determined by the Secretary of Labor to be the prevailing rate in the area for 
the type of work involved. Penalties for breach of such stipulations include 
debarment from further contract awards for a period of 3 years. 

The act does not apply to contracts for the manufacture or furnishing of mate- 
rials, equipment, or supplies although such a contract, under which the contractor 
is in addition obligated to perform more than an “incidental amount of installation 
or installation work’’ at the site of the work may, according to the Public Con- 
tracts Division’s Rulings and Interpretations, be subject to the Davis-Bacon Act 
so far as labor employed to perform such installation work is concerned even 
though the entire contract is also subject to the Walsh-Healey Act.® 


Convict labor® 


The Armed Services Procurement Regulation requires the inclusion of a clause 
in all contracts not subject to the Walsh-Healey Act involving the employment of 
labor within the United States prohibiting the contractor to employ prison labor.” 
Army Procurement Procedure prescribes that the clause relative to prison labor 
be stricken in contracts affecting procurement outside the United States and 
states that it is applicable only within continental United States.® 


Fair Labor Standards Act of 1938 


The Fair Labor Standards Act ® is a law of general application which imposes 
certain labor standards which must be observed by employers, employing labor 
engaged in any way in interstate commerce. Thus, every employer so engaged 
must pay his employee wages of not less than 75 cents an hour and must not 
employ any such employee for a workweek longer than 40 hours unless such 
employee receives compensation at the rate of 1)¢ times his regular rate for the 
excess hours. Further, om are forbidden to employ any oppressive child 
labor in such commerce. Producers, manufacturers, and dealers are prohibited 
from shipping or delivering for shipment any goods produced in an establishment 
situated in the United States in or about which, within 30 days prior to the removal 
of the goods therefrom, any oppressive child labor has been employed. The act 
defines “oppressive child labor’ generally to cover any employee under 16 and 
any employee between 16 and 18 engaged in a hazardous occupation. Extensive 
regulations under the act have been promulgated by the Department of Labor’s 
Wage and Hour Division, and with respect to child labor, by the Office of the 
Secretary of Labor. : ‘ 

It is clear from the act and the above regulations thereunder that it has no 
application to labor employed in a foreign country by a foreign producer. 

% Foley Bros. v. Filardo, 336 U. 8. 281 (1949). 

8 See appendixes 52 and 53. 

8 See appendix 54. 

% Sce appendix 55, 

* See appendixes 48 and 53. 

* For the provisions of the Walsh-Healey Act relating to convict labor, see appendix 46. For criminal 
provisions relating to the employment of convict labor, see appendix 56. 

® See Armed Services Procurement Regulation, sec, XII, pt. 2, pars, 12-201 through 12-203. 


6 See Army Procurement Procedure, sec, VII, pt 2., par. 7-103.15. 
See appendix 57, 
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III, Conciusron 


The foregoing study reveals that there exist in the United States today two 
policies which were adopted at different times by the Congress and the executive 
branch of our Government to promote radically different objectives. One is the 
historic policy of maintaining and improving the American standard of living 
by erecting tariff barriers and encouraging domestic consumption of American 
goods by such laws as the Buy American Act.” The other is the policy to insure 
the security of the United States by strengthening its allies. It is hoped to 
accomplish the objectives of this policy by removing, to as large a degree 
as possible, our restrictions on the importation of foreign products. It finds its 
expression in the slogan ‘Trade, not aid.”’ ” 

The fact disclosed by our analysis of applicable legislation is that the American 
standard of living has in the past been protected by artificial barriers against the 
impact of cheap foreign labor.” The principal factual question which this study 
poses is, To what extent will the removal of these barriers jeopardize the American 
standard of living? 

In the years immediately following World War II, the second of the two policies 
had little effect on domestic industry because foreign producers were in no condi- 
tion to make serious attempts to capture the American market. Today it is a 
different story and resurgent foreign industry may pose a serious threat to any 
American industry in which labor is a large factor of cost. 

Prior to the war, American industry to a considerable extent was protected from 
ruinous foreign competition by then existing legislation. The Buy American Act 
was an effective instrumentality for protection because the administratively 
adopted 25-percent cost differential ™ really meant something. Since the policy 
of ‘trade not aid’’ was not in existence, there was no pressure on agency heads to 
ignore the cost differential and base awards on public interest considerations. 
Moreover because of the absence of inflation the 25-percent differential could 
have been a fair measure of the differences between foreign and domestic costs. 
The impact of the Reciprocal Trade Agreements Act of 1934 ™ was not severe. 
Trade agreements with competitive countries were not consummated until late 
in the thirties and their significance was soon eliminated by the outbreak of 
war in 1939." 

Now, of course, the situation has radically changed. We have seen how 
postwar trade agreements have substantially reduced the rates established by 
the Tariff Act of 1930 and prewar trade agreements ® and we have noted the 
manner in which the policy of “trade not aid”’ is overriding the protection hitherto 
afforded by the Buy American Act.?7 

All this leads to the question of what legal procedures can affected industry 
now follow to protect itself. Unfortunately the answer must be that very little, 
if anything, can be done under existing conditions. Our study has shown that 
there can be little hope of success if one attempts to obtain relief by invoking the 
“escape clause’ or “peril point’”’ procedures of the Reciprocal Trade Agreements 
Act.78 

If the cost of a domestic product exceeds that of a foreign product by more 
than 25 percent, the domestic product is automatically out.” If the cost dif- 
ferential is less than 25 percent, the domestic product still may be eliminated if 
the agency head decides that it would be in the public interest to award the 
contract to the foreign producer.” Despite any criteria which may be estab- 
lished, it would seem safe to say that only the strongest considerations of defense 
and security will override the policy of encouraging foreign imports." 

There exists no appeal from the adverse ruling of an agency head except to 
public opinion, which at present seems largely sympathetic to the policy of 
“trade, not aid.”’ 

Respectfully submitted, 
Donovan, LEISURE, NewTon & IRVINE. 





%” Of. supra, pp. 3-7, 15; and appendixes 1 through 7, 9 and 20 
11 Of. supra, pp. 5-6, 7, 8-11, 12-13, 14, 15-16; and appendixes 10 through 15, 17 through 19, 22, 35, and 38, 
"% Cf. supra, f. n. 70. 

™ Cf. supra, pp. 6-7; and appendix 9. 

% Cf. supra, pp. 15-16; and appendix 22 

% Of. appendix 23. 

% Of. supra, pp. 15-17; and appendixes 20 through 28. 

7 Cf. supra, pp. 7-13, 14; and appendixes 10 through 19 

™ Cf. supra, pp. 19-29; and appendixes 35 and 38 through 43. 
% Of, supra, p. 6; and appendixes 9 through 18. 

® Cf. supra, pp. 7-13; and appendixes 10 through 18. 

© Cf. supra, pp. 9-11; and appendix 11. 
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APPENDIX 1 
“Buy AMERICAN” AcT 


Subject matter of ENT he “Buy American” Act of 1933 (March 3, 1933, 
ch, 212, sees. 1-5, 47 Stat. 1520; 41 U.S. C. 10a—c) as amended in 1949 (October 
29, 1949, ch. 787, title VI, sec, 633, 63 Stat. 1024; 41 U.S. C. 10d, which sets up 
the basic requirement of purchase of domestic supplies for public use unless cost 
thereof is unreasonable or their purchase is inconsistent with the public interest 
and prescribes contract provisions with respect thereto: 

(a) Act of March 3, 1933: 

“Sec. 1. That when used in this title— 

“(q) The term ‘United States,’ when used in a geographical sense, includes the 
United States and any place subject to the jurisdiction thereof; 

*(b) The terms ‘public use,’ ‘public building,’ and ‘public work’ shall mean 
use by, public building of, and public work of, the United States, the District of 
Columbia, Hawaii, Alaska, Puerto Rico, the Philippine Islands, American Samoa, 
the Canal Zone, and the Virgin Islands. 

“Sec. 2. Notwithstanding any other provision of law, and unless the head of 
the department or independent establishment concerned shall determine it to 
be inconsistent with the public interest, or the cost to be unreasonable, only such 
unmanufactured articles, materials, and supplies as have been mined or produced 
in the United States, and only such manufactured articles, materials, and supplies 
as have been manufactured in the United States substantially all from articles, 
materials, or supplies mined, produced, or manufactured, as the case may be, 
in the United States, shall be acquired for public use. This section shall not 
apply with respect to articles, materials, or supplies for use outside the United 
States, or if articles, materials, or supplies of the class or kind to be used-or the 
articles, materials, or supplies from which they are manufactured are not mined, 
produced, or manufactured, as the case may be, in the United States in sufficient 
and reasonably available commercial quantities and of a satisfactory quality. 

“Sec. 3. (a) Every contract for the construction, alteration, or repair of any 
public building or yen work in the United States growing out of an appropria- 
tion heretofore made or hereafter to be made shall contain a provision that in the 
performance of the work the contractor, subcontractors, material men, or sup- 

liers, shall use only such unmanufactured articles, materials, and supplies as 

ave been mined or produced in the United States, and only such manufactured 
articles, materials, and supplies as have been manufactured in the United States 
substantially all from articles, materials, or supplies mined, produced, or manu- 
factured, as the case may be, in the United States except as provided in section 2: 
Provided, however, That if the head of the department or independent establish- 
ment making the contract shall find that in respect to some particular articles, 
materials, or supplies it is impracticable to make such requirement or that it 
would unreasonably-increase the cost, an exception shall be noted in the specifi- 
cations as to that particular article, material, or supply, and a public record made 
of the findings which justified the exception. 

“(b) If the head of a department, bureau, agency, or independent establishment 
which has made any contract containing the provision required by subsection (a) 
finds that in the performance of such contract there has been a failure to comply 
with such provisions, he shall make public his findings, including therein the name 
of the contractor obligated under such contract, and no other contract for the 
construction, alteration, or repair of any public building or public work in the 
United States or elsewhere shall be awarded to such contractor, subcontractors, 
material men, or suppliers with which such contractor is associated or affiliated, 
within a period of three years after such finding is made public. 

“Sec. 4. This title shall take effect on the date of its enactment, but shall not 
apply to any contract entered into prior to such effective date. 

“Sec. 5. If any provision of this Act, or the application thereof to any person or 
circumstances, is held invalid, the remainder of the Act, and the application thereof 
to other persons or circumstances, shall not be affected thereby.” 

(b) Pa of October 29, 1949 (The National Military Establishment Appropriation 
Act of 1950): 

“Snc. 633. In order to clarify the original intent of Congrase, hereafter, section 
2 and that part of section 3 (a) preceding the words ‘Provided, however,’ of title IIT 


of the Act of March 3, 1953 (47 Stat. 1520), shall be regarded as requiring the 
purchase, for public use within the United States, of articles, materials, or supplies 
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manufactured in the United States in sufficient and reasonably available commer- 
cial quantities and of a satisfactory quality, unless the head of the department or 
independent establishment concerned shall determine their purchase to be incon- 
sistent with the public interest or their cost to be unreasonable. 


APPENDIX 2 
STRATEGIC AND CRITICAL MATERIALS STockPrLine Act or 1939 


Subject matter of appendiz.—That portion of section 3 of the Strategie and Criti- 
cal Materials Stockpiling Act of 1939 as amended (50 U. 8. C. 98b) which specifi- 
cally requires that purchases of strategic and critical materials under the act 
must be made in accordance with the ‘‘Buy American’”’ Act: 


“98b. Purchase, storage, refinement, rotation, and disposal of materials 

“The Secretary of the Army and the Secretary of the Navy shall direct the 
Administrator of General Services to— 

‘“‘(a) make purchases of strategic and critical materials with due regard to the 
objectives set forth in section 98 of this title and pursuant to the determinations 
as provided in section 98a of this title, which purchases (1) shall be made, so far 
as is practicable, from supplies of materials in excess of the current industrial 
demand and (2) shall be made in accordance with sections 10a—10e of title 41, but 
may be made without regard to section 5 of title 41. A reasonable time (not to 
exceed one year) shall be allowed for production and delivery from domestic 
sources and in the case of any such material available in the United States but 
which has not been developed commercially, the Secretary of the Army and the 
Secretary of Navy may, if they find that the production of such material is eco- 
nomically feasible, direct the purchase of such material without requiring the 
vendor to give bond;”’ (p. 59). 


APPENDIX 3 
Pusiic Housine Act or 1937 


Subject matter of appendix.—That provision of the Public Housing Act of 1937 
(Sept. 1, 1937, c. 896, sec. 6C, 50 Stat. 890; 42 U. 8S. C. 1406¢ quoted) which 
requires the use of funds made available under the act in accordance with the 
“Buy American’”’ Act (41 U.S. C. 10a—b): 

‘‘(e) The use of funds made available for the purpose of this chapter shall be 
subject to the provisions of section 10a of title 41, and to make such provisions 
effective every contract or agreement of every kind pursuant to this chapter shall 
contain a provision identical to the one prescribed in section 10b of title 41.” 


APPENDIX 4 
RURAL ELectTRIFIcATION Act or 1936 


Subject matter of appendix —That portion of the Rural Electrification Act of 
1936 as amended (June 21, 1938, ch. 554, title IV, sec. 401, 52 Stat. 818: 7 U.S.C. 
A. 903 note) which requires the use of domestic products on conditions similar 
to these in the “Buy American” Act (52 Stat. 818): 

“Src. 401 * * * In making loans pursuant to this title and pursuant to the 
Rural Electrification Act of 1936, the Administrator of the Rural Flectrification 
Administration shall require that, to the extent practicable and the cost of which is 
not unreasonable, the borrower agree to use in connection with the expenditure of 
such funds, only such unmanufactured articles, materials, and supplies, as have 
been mined or produced in the United States, and only such manufactured articles, 
materials, and supplies as have been manufactured in the United States substan- 
tially all from articles, materials, or supplies mined, produced, or manufactured 
as the case may be, in the United States,” 
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APPENDIX 5 
Mercuant Marine Acr or 1936 


Subject matter of appendiz.—These provisions of the Merchant Marine Act of 
1936 which require the use of domestic products in the construction (June 29, 
1936, ch. 858, title V, sec. 505 (a), 49 Stat. 1998, 46 U. S. C. 1155 (a)) or operation 
(ibid., title VI, sec. 606, 49 Stat. 2004; 46 U.S. C. 1176) of vessels the construction 
or operation of which is subsidized under the act: 

(a) Construction (49 Stat. at p. 1998): 

“Src. 505 (a). All construction in respect of which a subsidy is allowed under 
this title shall be performed in a shipyard within the continental limits of the 
United States as the result of competitive bidding, after due advertisement, with 
the right reserved in the applicant to reject, and in the Commission to disapprove, 
any orall bids. In all such construction the shipbuilder, subcontractors, material- 
men, or suppliers shall use, so far as practicable, only articles, materials and 
supplies of the growth, production, or manufacture of the United States as defined 
in paragraph K of section 401 of the Tariff Act of 1930.” 

b) Operation (49 Stat. at pp. 2004 and 2005): 

“Sec. 606. Every contract for an operating-differential subsidy under this 
title shall provide * * * (7) that whenever practicable, the operator shall use 
only articles, materials, and supplies of the growth, production, and manufacture 
of the United States, as defined in section 505a herein, except when it is necessary 
to purchase supplies and equipment outside the United States to enable such 
vessel to continue and complete for voyage, and the operator shall perform 
repairs to subsidized vessels within the continental limits of the United States, 
except in an emergency.”’ 


APPENDIX 6 
MiscELLANEOUS StratuTory Domestic PREFERENCE PROVISIONS 


Subject of appendiz.—Statutes of relatively minor importance to the survey 
which contain domestic preference provisions of varying types: 

(a) Purchases for Houses of Congress (2 U. S. C. 109): 

“Sec. 109. AMERICAN Goops TO BE PREFERRED IN PURCHASES FOR SENATE 
anp House or Rerresentatives.—The Secretary of the Senate and the Clerk 
of the House of Representatives shall, in disbursing the public moneys for the use 
of the two Houses, respectively, purchase only articles the growth and manufac- 
ture of the United States, provided the articles required can be procured of such 
growth and manufacture upon as good terms as to quality and price as are de- 
manded for like articles of foreign growth and manufacture (R. 8. sec. 69)”’ 


(p. 42). 
PO) Purchases for the White House (3 U. 8. C. 110): 

“All furniture purchased for the use of the President’s House shall be, as far 
as practicable, of domestic manufacture * * * (June 25, 1948, ch. 644, sec. 1, 
§2 Stat. 672).”’ 

(c) Post-office supplies (5 U. 8. C. 366): 

“* * * in purchasing such supplies preference shall be given to articles of 
domestic production and manufacture, conditions of price and quality being 
equal * * * (April 28, 1904, ch. 1759, sec. 3, 33 Stat. 440)’, 

(d) Naval Hemp (34 U.S. C. 576): 

“Hemp.—All hemp, or preparations of hemp, used for naval purposes by the 
Government of the United States, shall be of American growth or manufacture, 
when the same can be obtained of as good quality and at as low a price as foreign 
hemp (R. 8. see. 3725).”’ 
® (e) Defense Department food, clothing, cotton and wool (Defense Appropria- 
tions Act of 1953) July 10, 1952, ch. 630, title III, 66 Stat. 517, 521): 
ph “* * * Provided, That no part of this or any other appropriation contained in 
this Act shall be available for the procurement of any article of food, clothing, 
cotton or wool (whether in the form of fiber or yarn or contained in fabrics, ma- 
terials, or manufactured articles) not grown, reprocessed, reused, or produced in 


the United States or its possessions, except to the extent that the Secretary of the 
Department concerned shall determine that a satisfactory quality and sufficient 
quantity of any articles of food or clothing or any form of cotton or wool grown, 
reprocessed, reused, or produced in the United States or its possessions cannot be 
procured as and when needed at United States market prices and except procure- 
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ments by vessels in foreign waters and emergency procurements or procurements 
of perishable foods by establishments located outside the continental United 
States, except the Territories of Hawaii and Alaska, for the personnel attached 
thereto: Provided further, That nothing herein shall preclude the procurement of 
foods manufactured or processed in the United States or its possessions.”’ 





os 


APPENDIX 7 
EXCERPTS FROM CONGRESSIONAL DEBATE ON THE “‘Buy AMERICAN” AcT 


Subject matter of appendiz.—Excerpts from statements of proponents of the 
original ‘‘Buy American’’ bill made on the floor of the Senate in support of the bill. 
These statements show the intended purposes of the bill were twofold: to retaliate 
against similar existing foreign measures and to sustain United States employment 
in time of economic stress. 

Excerpt 1 (76 Congressional Record, vol. 3, p. 3175, 72d Cong., 2d sess., Feb. 2 
1933) : 

“Mr. JoHnson. * * * some things have been said that make it necessary, 
perhaps, for me to indicate why this particular measure is presented and exactly 
its. ge nesis. 

“Tt happened that a month or more ago certain manufacturers in the State of 
California, and some in the State of Pennsylvania, called upon me in reference to 
bids that were to be opened on the 3d day of February at the Boulder Dam—bids 
for turbines, generating machinery, and the like. They explained to me their 
fear—a fear that subsequently, from my investigations, | thought was well 
founded—that they would be unable to compete with the machinery that was the 
product of their works, wherein their men were employed, with bids that would 
come from Germany and perhaps another nation of Europe, too. They presented, 

nd presented forcefully, that at this time, when they were endeavoring to continue 
thei ir employment, it would be unwise and it would be ungenerous of the Govern- 
ment of the United States to permit its taxpayers’ money to be awarded by a 
contract with foreign bidders for machinery, and so forth, manufactured abroad 
for use in that great undertaking. 

“They did not object if there was great disproportion between the bids; but if 
their bid was 1 percent or 2 percent or 3 percent or 5 percent higher than the bids 
from abroad, they thought that it was an outrageous thing that their money 
that they put up in taxes with the Government of the United States should be 
paid out upon a governmental project—paid out in the amount of 6 millions, or 
thereabouts, to any foreign country. 

That was the genesis of the amendment I origivally presented. The amend- 
ment I presented to the deficiency bill was, on a point of order, ruled as not 
appropriate at that time. Thereupon I gave the notice that is required under the 
rules that would bring the amendment up here. In the interim there came from 
the House what is known as the Wi ils on bill, passe d over there by an overwhelming 
vote, which dealt with the same subject matter, and perhaps in a little more detail 
than the amendment that I had presented originally to the deficiency bill. 

‘That bill, the Wilson bill, passing the House overwhelmingly, ¢ ame to the 
Commerce Committee, where it was considered and amended in order that no 
injustice would be done to anybody in the United States or any manufacturer here, 
al ‘d the Wilson bill, thus amended, is practically the amendment that is preser ted 
now to be acted upon by the Senate. 

“Tt is necessary that we act in this matter, because it will be impossible in the 
present legislative jam in the Senate to pass the Wilson bill. So we seek under 
our rules by a suspension to add that bill to the pending measure, with the amend- 
ments put upon it by the Committee on Commerce, and to have it enacted into 
law. 

“Mr. President, there can be no question as to the justice of such a measure 
I have before me the orders which have been made in Britain from 1920 to 1933. 
Every order for every public construction, every order for every road construc- 
tion, contains this clause: 

“That all materials required for the assisted works will be of British origin 
and all manufactured articles of British manufacture.” 

“Subject to certain provisions, which are then stated. 

“Every order made in Britain relative to public works contains this provision. 
What we ask is that in relation to our public works built with public money 
there shall be accorded to Americans the same privilege and the same right. 





578 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


“In this particular conjunction of affairs it seems to me that it should not 
require debate, it should not require a moment’s time, to say that when the 
Government is undertaking a project, when it is undertaking to do certain work, 
then the people’s money shall be expended in this country upon American manu- 
factures and the produce that is grown in this country. 

“Now, answering my friend the Senator from Wisconsin, see how tender we 
have been of anyone in this country who might think that he would be injured 
or be hurt at all. The amendment reads: 

“ ‘This section shall not apply with respect to articles, materials, or supplies 
for use outside the United States, or to be used for experimental or scientific 
purposes, or if articles, materials, or supplies of the class or kind to be used or 
the articles, materials, or supplies from which they are manufactured are not 
mined, produced, or manufactured, as the case may be, in the United States in 
commercial quantities and of a satisfactory quality.’ 

“Not only that, but, at the instance of one of the departments, we placed in 
the bill, too, the provision that if the head of a department or independent estab- 
lishment making a contract shall find that in respect to some particular article, 
material, or supply it is impracticable to make such requirement, or that it would 
unreasonably increase the cost, an exception shall be noted in the specifications 
as to that particular article, material, and so forth, and then the Government 
may proceed. 

“Everyone is protected by this bill. The only fault in it is that it is not suffi- 
ciently drastic, and that fault is perhaps one for which I am responsible, because 
of the tenderness I felt for any man in business in the United States today, or 
who might, in business in the United States, deal with the Government of the 
United States and in some small degree in those things which come from abroad. 

“The bill, therefore, is just, the bill is fair, the bill seeks to take care of our own. 
Where every other government on earth is taking care of its own, why should we 
not at least partially take care of our own?” 

Exeerpt 2 (Ibid., p. 8254, February 3, 1933): 

“Mr. Vaneusieans. ioe 

“Tt occurs to me that in a time like this, when we are beset upon all sides with 
an almost inescapable and unavoidable responsibility to provide employment for 
unemployed American people, we have a right to draw the line, without any ‘or’ 
in it anywhere, in defense of American industry and American employment, when 
we are spending American tax funds. Why have an American make-work pro- 
gram which makes work in Europe or in Asia? JI am not blind to the need for 
export trade. I am speaking solely of Government funds and their expenditure. 

‘Mr. President, the American Treasury is not the world’s community chest, 
although too frequently it seems to be looked upon in that aspect; and at this 
moment, with a workable proposition for domestic protection, submitted by the 
Senator from California, I submit that the Senate should stand upon the proposi- 
tion as it is submitted and make it a complete success. 

* * * * * * * 


“This is not rightfully a general tariff debate, although Democrats across the 
aisle would make it such. So far as tariffs go, the depreciated currencies of the 
world have left us almost defenseless. This lapse in protection needs correction. 
If this proposal submitted by the Senator from California is a step in protective 
directions, so much the better. But primarily it is an employment measure con- 
ceived in the notion that American tax money should sustain American labor in a 
moment of American crisis and American exigency. * * *” 





ApPENDIXx 8 
Executive OrperR Nos. 10387 AND 10476; REORGANIZATION PLAN No. 7 or 1953 


Subject matter of appendia.—Excerpts from Reorganization Plan No. 7 of 1953 
(August 4, 1953, 18 F. R. 4541), Executive Order No. 10476 (August 4, 1953, 
18 F. R. 4537) and Fxecutive Order No. 10387 (August 25, 1952, 17 F. R. 7799), 
which together show the abolition of MSA and the transfer of its functions to 
FOA, the delegation of presidential powers under the various foreign-aid statutes 
to FOA, and the prior exemption of functions under these statutes from applica- 
tion of various laws otherwise aogeewe to Government contracts, including the 
“Buy American” Act of 1933. Note that authority for such exemption derives 
from a June 20, 1952, amendment to the Mutual Security Act of 1951 (c. 449, 


sec. 7m, 66 Stat. 146; 22 U. 8. C. A. 1675a) which provided for the application of 
the provisions of section 119 of the Economic Cooperation Act of 1948 (22 U.S. C. 
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1517) to the performance of functions under the “‘utual Security Act of 1951 as 
amended. The ECA provision is as follows (22 U. 8S. C. 1517 

“When the President determines it to be in furtherance of the purposes of 
this subchapter, the functions authorized under this subehapter may be per- 
formed without regard to such provisions of law regulating the making, perform- 
ance, amendment, or modification of contracts and the expenditure of Government 
funds as the President may specify.” 

(a) Excerpts from Reorganization Plan No. 7 of 1953: 


“REORGANIZATION PLAN No. 7 or 1953 


“Prepared by the President and transmitted to the Senate and the House of Representatives in Congress 
assembled June 1, 1953, pursuant to the provisions of the Reorganization Act of 1949, approved June 20, 
1949, as amended 

“FOREIGN OPERATIONS ADMINISTRATION 


“Srcrion 1. Establishment of Foreign Operations Administration.—(a) There 
is hereby established a new agency which shall be known as the Foreign Operations 
Administration, hereinafter referred to as the ‘Administration.’ 

* + * + * * * 


“Sec. 2. Transfer of functions to the Director.—There are hereby transferred 
to the Director 

“(a) All functions vested by the Mutual Security Act of 1951, as amended, or 
by any other statute in the Director for Mutual Security provided for in section 
501 of the Act, or in the Mutual Security Agency created by that Act, or in any 
official or office of that Agency, including the functions of the Director for Mutual 
Security as a member of the National Security Council. 

“(b) All functions vested by the Mutual Defense Assistance Control Act of 
1951 in the Administrator created by that Act. 

“(c) The function vested by section 6 of the Yugoslav Emergency Relief 
Assistance Act of 1950 in the Secretary of State. 

“See. 3. Institute of Inter-American Affairs.—The Institute of Inter-American 
Affairs, together with its functions, is herebv transferred to the Administration 
All funetions vested by the Institute of Inter-American Affairs Act in the Secretary 
of State are hereby transferred to the Director. Functions with respect to 
serving as employees of the said Institute or as members of the board of directors 
thereof, including eligibility, as the case may be, to be detailed ac such employees 
or to serve as such members, are hereby transferred from the officials and emplovees 
of the Department of State to the officials and emplovees of the Administration 
The Institute shall be administered subject to the direction and control of the 
Director 

“Sree. 4. National Advisory Council ‘The Director shall be a member of the 
National Advisory Council on International Monetary and Financial Problems 
(22 U. 8. C. 286b). 

* * * * * + * 

“Src. 8. Abolitiuns.—(a) There are hereby abolished: 

“(1) The offices of Director for Mutual Security and Deputy Director for 
Mutual Security, provided for in sections 501 and 504, respectively, of the Mutual 
Security Act of 1951, as amended (including the organization in the Executive 
Office of the President known as the Office of the Director for Mutual Security) 

(2) The Mutual Security Agency. 

(3) The title of Administrator provided for in the Mutual Defense Assistance 
Control Act. 

“‘(4) The four positions provided for in section 406 (e) of the Mutual Defense 
Assistance Act of 1949, as amended. 

“(5) The offices of Administrator and Deputy Administrator for Technical 
Cooperation, provided for in section 413 (a) of the Act for International Devel- 
opment, as amended, together with the functions vested in the Administrator by 
the said section 413 (a), as amended 

(6) The offices of the Special Representative in Europe, and Deputy Special 
Representative in Europe, provided for in section 504 (a) of the Mutual Security 
Act of 1951, as amended. The abolition of the said offices of Representative, and 
Deputy Representative, shall become effective on September 1, 1953 (unless a 
later date is required by the provisions of section 6 (a) of the Reorganization 
Act of 1949, as amended). 

“(b) The Director shall wind up any outstanding affairs of the aforesaid abol- 
ished agencies and offices not otherwise provided for in this reorganization plan.” 
(18 F. R. 4541-2.) 

(b) Excerpts from Executive Order No. 10476: 
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“Executive OrpER 10476—ADMINISTRATION OF ForEIGN Arp AND FoREIGN 
INFORMATION FUNCTIONS 


“By virtue of the authority vested in me by the statutes referred to in section 
101 of this order. and by section 301 of title 3 of the United States Code and 
Reorganization Plans Nos. 7 and 8 of 1953, and as President of the United States 
and Commander in Chief of the armed forces of the United States, it is hereby 
ordered as follows: 


PART I. FOREIGN AID 


“Section 101. Delegation of certain functions of the President.—(a) Except as 
otherwise provided in this order, the functions conferred upon the President by 
the following-designated laws are hereby delegated to the Director of the Foreign 
Operations Administration: the Mutual Security Act of 1951, 65 Stat. 373, as 
amended; the Mutual Defense Assistance Act of 1949, 63 Stat. 714, as amended 
(22 U. 8. C. 1571-1604); the act of May 22, 1947, 61 Stat. 103, as amended (22 
U. 8. C. 1401-1408); the Mutual Defense Assistance Control Act of 1951, 65 
Stat. 644 (22 U. S. C. 1611—1613c); and those provisions of the Economie Coop- 
eration Act of 1948, 62 Stat. 137, as amended (22 U.S. C. 1501 et seq.), which are 
continued in effect by section 503 of the Mutual Security Act of 1951, as amended. 

‘“‘(b) There are hereby excluded from the functions delegated by section 101 
(a) of this order: 

(1) The functions conferred upon the President by the laws referred to 
in section 101 (a) of this order with respect to the appointment of officers 
required to be appointed by and with the advice and consent of the Senate, 
the transmittal of periodic or special reports to the Congress, and the ter- 
mination or withdrawal of assistance. 

(2) The functions conferred upon the President with respect to findings 
determinations, certification, agreements, transfers of funds, or directives 
as the case may be, by sections 101 (a) (1), 101 (b), 202, 302 (a), 303 (a), 
(last two sentences), 401, 503 (a) (3), 507 (except as provided in Part III 
hereof), 511, 512, 513, 530, 532, 540, 542, 550 (b), and 550 (e) of the Mutual 
Security Act of 1951, as amended; sections 303, 402, 407 (b) (2), 408 (f), 
and 411 (b) of the Mutual Defense Assistance Act of 1949, as amended; 
sections 105 (c), 111 (b) (2) (first clause), and 119 of the Economic Coopera- 
tion Act of 1948, as amended; and sections 103 (b), 104, 203, and 301 of the 
Mutual Defense Assistance Control Act of 1951. 

“(¢) Funds which have been or may be appropriated or otherwise made avail- 
able to the President to carry out the laws referred to in section 101 (a) hereof, 
and section 12 of the Mutual Security Act of 1952 (66 Stat. 151), shall be deemed 
to be allocated to the Director of the Foreign Operations Administration without 
any further action by the President, and the said funds may be allocated by the 
Director of the Foreign Operations Administration to any agency, department, 
establishment, or wholly-owned corporation of the Government for obligation 
or expenditure thereby, consistent with applicable law, subject, however, to the 
reservation of functions relating to transfer of funds set forth in section 101 (b) 
(2) hereof. 

“Sec, 102. Interrelationship of Director and Secretary of Defense.—(a) Consonant 
with section 501 (a) of the Mutual Security Act of 1951, as amended, the Secre- 
tary of Defense shall exercise the responsibility and authority vested in him by 
section 506 (a) of the said Act, as amended, subject to coordination, direction, 
and supervision by the Director of the Foreign Operations Administration. 

‘““(b) The Secretary of Defense shall keep the Director of the Foreign Operations 
Administration fully and currently informed of all matters, including prospective 
action, relating to the establishment of priorities under section 506 (b) and the 
furnishing of military items under section 506 (¢) of the Mutual Security Act of 
1951, as amended. 

+ * * * * * * 


“Sec. 104. Successor agencies.—(a) Except as may be otherwise provided in this 
order, the Foreign Operations Administration and the Director of the Foreign 
Operations Administration are hereby made the successors, respectively, of the 
Mutual Security Agency and the Director for Mutual Security. 

““(b) Except in instances wherein the provisions concerned are for any reason 
inapplicable as of the effective date of Reorganization Plan No. 7 of 1953, each 
reference in any prior Executive order to the Mutual Security Agency or the Di- 
rector for Mutual Security is hereby amended to refer to the Foreign Operations 
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Administration and the Director of the Foreign Operations Administration, 
respectively. 
* * * * * * * 
“Sec. 105. Redelegation——The functions delegated to the Director of the 
Foreign Operations Administration by the provisions of this Part shall be deemed 
to include the authority to redelegate the functions so delegated. 
* * * * * * + 


““PART IV. GENERAL PROVISIONS 


“Sec. 401. Coordination of foreign policy.—The Secretary of State, the Di- 
rector of the Foreign Operations Administration, and the Director of the United 
States Information Agency shall establish and maintain arrangements which will 
insure that the programs under the supervision of the latter two officials are 
carried out in conformity with the established foreign policy of the United States. 

ce * * a * * ~ 

“Src 403. Prior orders and actions. 

* * * * * * * 

(d) All orders, regulations, rulings, certificates, directives, agreements, con- 
tracts, delegations, determinations, and other actions of any officer or agency of 
the Government relating to any function affected by this order shall remain in 
effect except as they are inconsistent herewith or are hereafter amended or revoked 
under proper authority. 

“Suc. 404. Definition—As used in this order, the word ‘functions’ embraces 
duties, powers, responsibilities, authority, and discretion. 

“See. 405. Effective date This order shall become effective on August 1, 1953. 


Dwicutr D. EtseNHOWER. 
“THe Wuitrs Hovsp, 
“August 1, 1958.” (18 F. R. 4537-40) 


(c) Executive Order No. 10387 (in full): 


‘Executive OrprpR 10387—SprciricaTion or Laws From Wuicu CERTAIN 
FUNCTIONS AUTHORIZED BY THE MuivaL Security Act or 1951, as AMENDED, 
SHALL BE EXEMPT 


“By virtue of the authority vested in me by section 532 of the Mutual Security 
Act of 1951, as added by section 7 (m) of the Mutual Security Act of 1952 (Public 
Law 400, approved June 20, 1952, 66 Stat. 146), it is hereby determined that, 
to the extent hereinafter indicated, the performance of functions authorized by 
the said Mutual Security Act of 1951, as amended (including the performance of 
functions authorized by the Act for International Development, as amended, the 
Institute of Inter-American Affairs Act, as amended, and the Mutual Defense 
Assistance Act of 1949, as amended), without regard to the laws specified in the 
lettered subdivisions of sections 1, 2, and 3 of this order will further the purposes 
of the said Mutual Security Act of 1951, as amended. 

“Src. 1. With respect to functions authorized by section 503 (b) of the Mutual 
Security Act of 1951, as amended (22 U. 8. C. 1654 (b)), the Act for International 
Development, as amended (22 U. 8. C. 1557 et seq.), and the Institute of Inter- 
American Affairs Act, as amended (22 U. 8. C. 281 et seq.): 

““(a) The act of March 26, 1934, c. 90, 48 Stat. 500, as amended (15 U. S. C. 
6l6a). 

*(b) Section 3648 of the Revised Statutes, as amended 
U.S. C. 529). 

‘““(e) Section 305 of the act of June 30, 1949 (the Federal Property and Ad- 
ministrative Services Act of 1949), c. 288, 63 Stat. 396 (41 U.S. C. 255). 

““(d) Section 3709 of the Revised Statutes, as amended (41 U.S. C. 5). 

“(e) Section 3710 of the Revised Statutes (41 U.S. C. 8). 

“(f) Section 2 of the act of March 3, 1933, c. 212, 47 Stat. 1520 (41 U.S. C. 
10a). 

““(¢) Section 3735 of the Revised Statutes (41 U. S. C. 13). 

“‘(h) Section 901 of the act of June 29, 1936, c. 858, 49 Stat. 2015 (46 U.S. C. 
1241). 

“Src, 2. With respect to purchases authorized to be made outside the con- 
tinental limits of the United States under the Mutual Defense Assistance Act of 
1949, as amended (22 U.S. C. 1571 et seq.), sections 503 (b) and 506 of the Mutual 


60 Stat. 809 (31 
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Security Act of 1951, as amended, the Act for International Development, as 
amended, and the Institute of Inter-American Affairs Act, as amended: 

‘‘(a) Section 10 (1) of the act of July 2, 1926, c. 721, 44 Stat, 787, as amended 
(10 U. 8. C. 310 (1)). 

“(b) Section 4 (c) of the act of February 19, 1948 (the Armed Services Procure- 
ment Act of 1947), c. 65, 62 Stat. 23, as amended, 65 Stat. 700 (41 U.S. C. 153 (c)). 

“(c) Section 304 (c) of the act of June 30, 1949 (the Federal Property and 
Administrative Services Act of 1949), ¢. 288, 63 Stat. 395, as amended, 65 Stat. 
700 (41 U.S. C. 254 (c)). 

““(d) Section 1301 of the act of March 27, 1942 (the Second War Powers Act, 
1942), c. 199, 56 Stat. 185 (50 U. 8. C. App. 643). 

“Sec. 3. With respect to functions performed in Burma and Indonesia under 
the Act for International Development, as amended: 

““(a) Section 5 (c) (2) of the act of July 16, 1914, c. 141, 38 Stat. 508, as amended, 
60 Stat. 810 (5 U.S. C. 78 (ce) (2)). 

“This order supersedes Executive Order No. 9943 of April 9, 1948, 13 F. R. 
1975, entitled ‘Providing for Carrying out the Foreign Assistance Act of 1948’. 

“Harry S. TRUMAN. 
“True Wurre House, 
“August 25, 1952.” (17 F. R. 7799) 





APPENDIX 9 
PROCUREMENT Division CrrcuLaR Lerrers Nos. 6, 37, anp B-61 


Subject matter of appendiz.—Early Circular Letters of the Branch of Supply, 
Treasury Department Procurement Division which show the origin of the present 
25 percent differential presently used to determine whether cost is unreasonable 
within the meaning of the ‘Buy American” Act; and the early method of treating 
duty in the cost computation: 

(a) Circular Letter No. 6: 

TREASURY DEPARTMENT, 
ProcvuREMENT Division, 
Washington, March 31, 1934. 
In Reply Address 
BRANCH OF SuPpPLy 
And Refer to File No. 
Circular Letter No. 6. 


To: The Heads of All Executive Departments and Independent Establishments. 
Subject: Purchases by Departments in compliance with the “Buy American Law,” 
approved March 3, 1933. 


Wrereas Tite ITI, Section 2 of the act of March 3, 1933 (Public No. 428, 
47 Stat. 1517), provides that: 

“Notwithstanding any other provision of law, and unless the head of the 
department or independent establishment concerned shall determine it to be 
inconsistent with the public interest, or the cost to be unreasonable, only such 
unmanufactured articles, materials, and supplies as have been mined or produced 
in the United States, and only such manufactured articles, materials, onan supplies 
as have been manufactured in the United States substantially all from articles, 
materials, or supplies mined, produced, or manufactured, as the case may be, 
in the United States, shall be acquired for public use;”’ 

It is hereby ordered that, in deciding the reasonableness of the cost of domestic 
products, the following differential scale shall be applied in favor of domestic 
articles, materials, or supplies: 


Percent Percent 
Up to’? 3007) .26. 0-13) dalweticsavn 100 |} Up 00,:$1,000se o> GoS dae end 40 
Up to $100. ...25-. 4a Jeuencs ip) Bb be ERO. oi die Se eided-s 30 
Un 00 500. 2453. oss <e~ 01 ie  i ss oles vis dee 25 


In all other matters concerning the public interest in relation to the purchase 
of domestic articles, materials, or supplies, the decision shall be made by the 
head of the department or establishment concerned. 

C. J. Prop.ers, 
Director of Procurement. 
Approved: March 27, 1934. 
SrerHen B. Gresons, 
Acting Secretary of the Treasury. 
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(b) Circular Letter No, 37: 
TREASURY DEPARTMENT, 
PROCUREMENT DivisiON, BRANCH OF SuPPLY, 
June 20, 1984. 
Circular No. 37. 
To: The Heads of All Lepartments and Establishments. 
Subject: Purchases by Departments in compliance with the ‘Buy American 
Law,’’ approved March 3, 1933. 

Circular Letter No. 6, dated March 31, 1934, issued by the Director of Procure- 
ment, on the above subject, is hereby cancelled and the following substituted 
therefor: 

Wuerbas Title III, Section 2 of the Act of March 3, 1933 (Public No. 428, 47 
Stat. 1520) provides that: 

“Notwithstanding any other provision of law, and unless the head of the depart- 
ment or independent establishment concerned shall determine it to be inconsistent 
with the public interest, or the cost to be unreasonable, only such unmanufactured 
articles, materials, and supplies as have been mined or produced in the United 
States, and only such manufactured articles, materials, and supplies as have been 
manufactured in the United States substantially all from articles, materials, or 
supplies mined, produced, or manufactured, as the case may be, in the United 
States, shall be acquired for public use;’’ 

It is hereby airected that, in deciding the reasonableness of cost of domestic 
products, the following differential scale shall be applied in favor of domestic 
articles, materials, or supplies: 

On purchases where the foreign bid is $100 or less, a differential of 100 
percent will apply, 

On purchases where the foreign bid exceeds $100, a differential of 25 percent 
will apply. 

The above differentials are to be applied to purchases within the continental 
limits of the United States, exclusive of Alaska. 

The determination of reasonableness of cost of all domestie products in Alaska 
and outside the continental limits of the United States will be left to the dis- 
cretion of the heads of departments or establishments concerned. 

The above applies only to reasonableness of cost of domestic products. In all 
matters concerning the publie interest in relation to the purchase of dcmestic 
articles, materials, or supplies, the decision shall be made by the head of the depart- 
ment or establishment concerned. 

C. J, Propies, 
Director of Procurement. 
(c) Circular Letter No. B-61: 
TREASURY DEPARTMENT, 
Bureau OF FEDERAL SuPPLy, 
OFFICE OF THE DIRECTOR, 
Vv ashington 25, October 1, 1947. 
Circular Letter B—61. 


To: Heads of Departments and Establishments. 
From: Clifton FE, Mack, Director, Bureau of Federal Supply. 
Subject: Preference in Purchase of Domestic Products. 

Title IIT, section 2, of the Act of March 3, 1933 (47 Stat. 1520; 41 U.S. C. 10a), 
the so-called “‘Buy American’’ Act, provides in part that: 

“Notwithstanding any other provision of law, and unless the head of the 
department or independent establishment concerned shall determine it to be 
inconsistent with the public interest, or the cost to be unreasonable, only such 
unmanufactured articles, materials, and supplies as have been mined or produced 
in the United States, and only such manufactured articles, materials, and supplies 
as have been manufactured in the United States substantially all from articles, 
materials, or supplies mined, produced, or manufactured, as the case may be, in 
the United States, shall be acquired for public use * * *” 

In applying the exception which permits purchase of products of foreign origin 
if the cost of domestic products is unreasonable, the following differentials shall 
be applied by Executive departments and independent establishments in favor 
of domestic products to be delivered in the continental United States: 

(a) Where the cost of the foreign product exceeds $100, a differential of 
25 percent; 

(b) Where the cost of the foreign product is $100 or less, a differential of 
100 percent. 
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When the cost is enhanced by duty paid the United States, the differential 
shall be 25 percent or 100 percent, as the case may be, of the cost exclusive of 
duty. The cost of the domestic produce is unreasonable whenever it exceeds the 
cost of the foreign product including duty plus the amount of the differential. 

This order does not prejudice the authority of any department or independent 
establishment to reject a bid for a domestic product as unreasonable, or negotiate 
for a lower price, for any reason other than the comparative cost of a foreign 
product. In appropriate cases, the heads of department or independent estab- 
lishments concerned may determine that the public interest is inconsistent with 
purchase of a domestic product, for any reason other than the comparative cost. 
of a foreign product. The term “domestic product” means a product entitled 
to preference under the ‘““Buy American’”’ Act. 

(Signed) Currron FE. Mack, 
Director, Bureau of Federal Supply. 





ApPpENDIx 10 
GENERAL SERVICES ADMINISTRATION REQULATION Re “Buy AMERICAN” Act 


Subject matter of appendix.— Regulations of the General Services Administration 
currently in force which prescribe policy for administration of the ‘Buy American’”’ 
Act (G.5S. A. Regs., Title 1, Part 2, par. 201.02, November 17, 1952): 

“201.02 Preference in Purchase of Domestic Products. In accordance with the 
provisions of Title III, section 2 of the so-called ‘Buy American’ Act (47 Stat. 
1520; 41 U.S. C. 10a), as amended, departments and independent establishments 
of the Federal Government shall be governed by the following: 

“a. In applying the exception which permits purchase of products of foreign 
origin if the cost of domestic products (products entitled to preference under the 
‘Buy American’ Act) is unreasonable, the following differentials shall be applied 
in favor of domestic products to be delivered in the continental United States: 

“1. Where the cost of the foreign product exceeds $100.00, a differential of 


25 percent; 


“2. Where the cost of the foreign product is $100.00 or less, a differential of 


100 percent. 
When the cost is enhanced by duty paid the United States, the differential shall be 
25 percent or 100 percent, as the case may be, of the cost exclusive of duty. The 
cost of the domestic product shall be deemed unreasonable whenever it exceeds the 
cost of the foreign product including duty plus the amount of the differential. 

‘‘b. The provisions of this subsection do not prejudice the authority of any 
department or independent establishment to reject a bid for a domestic product 
as unreasonable, or negotiate for a lower price, for any reason other than the 
comparative cost of a foreign product. 

“c. In appropriate cases, the head of the department or independent establish- 
ment concerned may determine that the public interest is inconsistent with pur- 
chase of a domestic product for any reason other than the comparative cost of a 
foreign product.” 





APPENDIX 11 
ARMED SERVICES PROCUREMENT REGULATION RE “Buy AMERICAN” Act 


Subject matter of appendiz.—Joint regulations of the Army, Navy, and Air 
Force (ASPR) currently in force which prescribe policy to be followed by those 
agencies in administration of the “Buy American” Act (ASPR, sec. VI, pt. 1, 
pars. 6-000 through 6-108) and clauses to be used in contracts with respect 
thereto (ASPR, see. VII, pt. 1, par. 7—103.14). 

(a) Pars. 6-000 through 6—108: 


“Section VI 
“ForEIGN PuRCHASES 
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‘“PART I--BUY AMERICAN ACT AND OTHER STATUTORY PROHIBITIONS ON FOREIGN 
PURCHASES 












“6-101 Srarutrory Prouipirions. Each Department, in connection with 
the procurement of supplies and in connection with construction work, shall 
comply with the provisions of the Buy American Act (41 U. 8. Code 10a—d) and 
with such other prohibitions on foreign purchases as may be contained in annual 
appropriation acts or in acts authorizing appropriations. 

“6-102. Proureirions or Buy American Act. The Buy American Act 
prohibits, within terms of its applicability and subject to the authority to grant 
certain exceptions (set forth in paragraphs 6-103 and 6-104 respectively), the 
acquisition for public use by any Department, or the use in connection with the 
performance of any Department contract for the construction, alteration, or 
repair of any public building or public work, of (i) unmanufactured supplies 
unless mined or produced in the United States, and (ii) manufactured supplies 
unless manufactured in the United States substantially all from supplies mined, 
produced, or manufactured in the United States. 

“6-103 APPLICABILITY OF Buy AMBRICAN AcT., 

“6-103.1 Kinds of Supplies. The Buy American Act applies to raw materials 
and manufactured products. However, in the case of manufactured products, 
the Buy American Act applies to the end product itself and to the components 
directly furnished for that end product, but does not apply to supplies that are 
used in the manufacture of any such component. 

“6-103.2 Origin of Supplies Used in Manufactured Supplies. The prohibitions 
for the Buy American Act do not apply to supplies manufactured in the United 
States when such supplies are manufactured ‘substantially all’ from supplies 
mined, produced, or manufactured in the United States. Supplies shall be con- 
sidered to be manufactured ‘substantially all’ from United States supplies when- 
ever the cost of foreign supplies used in such manufacture constitutes 25 percent 
or less of the cost of all supplies used in such manufacture. In this connection, 
suppliers shall accompany their bids or quotations contemplating the furnishing 
or use of foreign supplies (not excepted pursuant to paragraph 6-105) with a 
certificate substantially as follows: 

‘““ “Not to exceed percent in cost of the materials, used directly in the man- 
ufacture of the supplies offered, is of foreign origin.’ 

Any supplies of an unknown origin used in such manufacture shall be considered 
to be foreign supplies. 

“6-103.3 Geographical Application. The Buy American Act applies only to 
(i) supplies for public use within the United States and (ii) construction work on 
public buildings or public works within the United States. As used in the Buy 
American Act and in this section, the term ‘United States’ includes the United 
States, its territories and possessions. 

“6-103.4 Nonavailability of Supplies or Materials. The Buy American Act 
does not apply (i) to supplies which are not mined, produced, or manufactured, 
as the case may be, in the United States in sufficient and reasonably available 
commercial quantities and of a satisfactory quality, or (ii) to such materials, 
from which the supplies to be used are manufactured, as are not mined, prod- 
duced, or manufactured, as the case may be, in the United States in sufficient 
and reasonably available commercial quantities and of a satisfactory quality, 
except that this does not permit delivery of supplies manufactured outside the 
United States if such supplies are manufactured in the United States in sufficient 
and reasonably available commercial quantities and of a satisfactory quality. 
This paragraph 6-103.4 shall be applied and used only in accordance with pro- 
cedures prescribed by each respective Department. 

“6-104 Authority to Grant Exceptions to Buy American Act. The Secre- 
tary of each Department is authorized by the Buy American Act to grant excep- 
tions thereto when application of the Buy American Act— 

““(a) would be inconsistent with the public interest, or 
“(b) would unreasonably increase the cost, or 
“(e) in connection with construction or repair work, would be impracti- 
cable or would unreasonably increase the cost; 
provided that, in the case of supplies to be used in construction or repair work, 
any exception granted under this paragraph shall be noted in the specifications 
and a public record made of the supporting findings. 

“6-105 Suppires Excerprep From Buy American Act. The Secretaries of 
the three Departments have administratively determined, in accordance with 
the provisions of paragraphs 6-103.4 and 6-104, that the following supplies may 
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be procured or used by any Department without regard to the country of origin: 

“(a) the articles, materials, and supplies listed at the end of this Part 1 of 
Section VI; and 

“(b) articles, materials, and supplies manufactured in the United States not- 
withstanding the fact that there is used in such manufacture any of the articles, 
materials, or supplies listed at the end of this Part 1 of Section VI. 

“6-105.1 Excertions Basep ON UNREASONABLE Cost. It has also been 
administratively determined by the Secretaries of the three Departments, in 
accordance with the provisions of paragraph 6-104, that the cost would be un- 
reasonable, and that therefore the prohibitions of the Buy American Act would 
not apply, when the lowest net cost of United States supplies exceeds the lowest 
net cost of foreign supplies, including duty, by 25 percent or more (100 percent 
in the case of foreign supplies costing $100 or less). However, in any case 
involving a differential of less than 25 percent, where the Contracting Officer, 
because of the amount involved, considers the differential to be unreasonable, 
he may submit the matter for consideration to the Secretary of the Department 
concerned; further, in any case involving a differential of less than 25 percent, 
and when the total amount of the lowest acceptable foreign proposal exceeds 
$25,000, the Contracting Officer shall submit the matter for consideration to 
the Secretary of the Department concerned. 

6-106 THER STATUTORY PROHIBITIONS ON FOREIGN PURCHASES. 

“6-106. 1 Proniprrion oF ANNUAL APPROPRIATION Acts. Annual appropria- 
tion acts for the Departments of the Army, Navy, and Air Force customarily pro- 
hibit the use of any funds, appropriated by such acts, for the procurement of any 
article of food or clothing not grown or produced in the United States, its territories 
or its possessions. Such acts have usually provided certain exceptions to this general 
prohibition, but the scope of such exceptions has varied in each annual appropria- 
tion act. Reference should be made to the current appropriation act and to the 
procedures prescribed by each respective Department for the details of the avail- 
able exceptions. It has been determined by the Secretary of each Department 
that all the articles of food and clothing contained in the list set forth at the end 
of this Part 1 of Section VI are exempt from this general prohibition. The pro- 
hibition contained in annual appropriation acts is in addition to the restrictions 
of the Buy American Act. 

“6-107 RererReNces iN ContrRactuaL Documents. Formal solicitations of 
bids and informal requests for quotations shall refer to the Buy American Act 
and any other statutory prohibitions on foreign purchases whenever applicable 
to the supplies being procured, and information as to excepted supplies shall be 
made available to suppliers upon request. All contracts for supplies shall contain 
with respect to the Buy American Act and any other statutory prohibitions on 
foreign purchases, such provision as is required by this regulation and by proce- 
dures prescribed by each respective Department. 

“6-108 VioLatrion or Buy AmeERIcAN Act PROVISION IN CONSTRUCTION Con- 
tracts. The Secretary of any Department, upon finding that in the performance 
of a construction contract there has been a failure to complv with the Buy Ameri- 
ean Act provision, shall make public his findings (including therein the name of the 
contractor obligated under such contract) and no other contract for the construc- 
tion, alteration, or repair of any public building or public work in the United 
States or elsewhere shall be awarded to such contractor, subcontractors, material- 
men, or suppliers with which such contractor is associated or affiliated, within a 
period of three years after such finding is made public. The name of any such 
noncomplying contractor or bidder shall be placed on each Department’s list of 
ineligible contractors and disqualified bidders referred to in paragraph 1-303.” 

Norp.—Appearing after par. 6-108 are a list of supplies to be procured for 
public use and a list of supplies to be used in the construction, alteration or 
repair of any public building or work, which have been administratively deter- 
mined per par. 6-105, supra, to be excepted from the Buy American Act. These 
lists are not reproduced. The supplies listed are for the most part basic raw 
materials such as copper, lead, zine, etc., some of which are used in the production 
of electrical equipment. No electrical equipment as such is, however, included. 

(b) Par, 7-103.14: 

“7-103.14 Buy American Act. 


“BUY AMERICAN ACT 


“The Contractor agrees that there will be delivered under this contract only 
such unmanufactured articles, materials and supplies (which term ‘articles, 
materials and supplies’ is hereinafter referred to in this clause as ‘supplies’) as 
have been mined or produced in the United States, and only such manufactured 
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supplies as have been manufactured in the United States substantially all from 
supplies mined, produced, or manufactured, as the case may be, in the United 
States. Pursuant to the Buy American Act (41 U. 8. Code 10a-d), the fore- 
going provision shall not apply (i) with respect to supplies excepted by the 
Secretary from the application of that Act, (ii) with respect to supplies for use 
outside the United States, or (iii) with respect to the supplies to be delivered 
under this contract which are of a class or kind determined by the Secretary or 
his duly authorized representative not to be mined, produced, or manufactured, 
as the case may be, in the United States in sufficient and reasonably available 
commercial quantities and of a satisfactory quality, or (iv) with respect to such 
supplies, from which the supplies to be delivered under this Contract are manu- 
factured, as are of a class or kind determined by the Secretary or his duly au- 
thorized representative not to be mined, produced, or manufactured, as the case 
may be, in the United States in sufficient and reasonably available commercial 
quantities and of a satisfactory quality: Provided, That this exception (iv) 
shall not permit delivery of supplies manufactured outside the United States if 
such supplies are manufactured in the United States in sufficient and reasonably 
available commercial quantities and of a satisfactory quality.” 





APPENDIX 12 
ARMY PROCUREMENT PROCEDURE RE ‘‘Buy AMERICAN” AcT 


Subject matter of appendiz.—Supplemental regulations of the Department of 
the Army (Army Procurement Procedure) currently in force which prescribe 
policy to be followed by the De partment of the Army in administration of the 
“Buy American” Act and contract provisions with respect thereto to be included 
in Army contracts (APP, sec. VI, pt. 1, pars. 6-000 through 6—108): 


“Section VI 
“FOREIGN PURCHASES 


“6-000 Scorer or Section. Supplementary to, but consistent with, ASPR, 
Section VI, this section sets forth policies and procedures in connection with 
(i) statutory prohibitions on foreign purchases, and (ii) purchases from Canadian 
sources. 


“PART 1—BUY AMERICAN ACT AND OTHER STATUTORY PROHIRITIONS ON FOREIGN 
PURCHASES 


“6-103 AppiicaBiLtity or Buy AmMpRiIcAN Act. When in doubt as to whether 
a given purchase is or is not restricted by Title III, Section 2, of the — of 3 
i arch 1933, popularly called the Buy American Act (47 Stat. 1520;.41 U. S. 

‘ode 10a-d) or by other statutory prohibitions, Contracting Officers will aed 
‘he matter through channels to the Assistant Chief of Staff, G-4, De ‘partment of 
the Army (Attn: Chief, Purchases Branch), for decision. Each submission will 
include complete information upon which a decision may be based. 

“6-013.4 Nonavailability of Supplies or Materials. 

“a. The Secretary has delegated to the Assistant Chief of Staif, G-4, Depart- 
ment of the Army, authority to determine under the provisions of the Buy Amer- 
ican Act upon a proper showing of facts, that certain articles, materials, or supplies 
of the class and kind to be used by the Army } stablishment, or the articles, ma- 
terials, or supplies from which they are manufactured, are not mined, produced, 
or manufactured, as the case may be, in the United States in sufficient and reason- 
ably available commercial quantities and of a satisfactory quality: and to authorize 
the purchase from foreign sources, and use by the Army } stablishment, of such 
articles, materials, or supplies from which they are manufactured, as are deter- 
mined after a proper shov ing of fact, to be not mined, produced, or manufactured, 
as the case may be, in the United States in sufficient and reasonably available 
commercial quantities and of a satisfactory quality. This authority has been 
successively redelegated to the Chiefs and Assistant Chiefs of the Procurement 
Division and the Purchases Branch of that Division, respectively, in the Office 
of the Assistant Chief of Staff, G-4. A delegation has also been made to the 
heads of technical services (see subparagraph c below). 

“b. ASPR 6-103.4 will be applied and used only after a determination, in 
writing, has been made by the Chief, Purchases Branch, Office, Assistant Chief 
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of Staff, G-4, or by the head of the technical service, his deputy, or a eral 
officer personally selected by him, as authorized in subparagraph c below. 
Reque’ts for such determinations shall be forwarded through channels and will 
contain the following information: 

(1) Description of the item or items (include unit and quantity). 

““(2) Fstimated cost. 

(3) State whether duty is included in estimated cost (if duty is not 
included but normally would be included therein, give reason for exclusion). 

“(4) If item is to be procured f. o. b. origin, show transporiation costs 
necessary to deliver to destination. 

(5) Country of origin. 

(6) Name and address of proposed contractor. 

(7) Brief statement as to necessity for procurement. 

““(8) State what effort was made to procure a similar item of domestic 
origin (if there is no known domestic item which may be used as a reasonable 
substitute, so state). 

“ce. The determination referred to in subparagraph a above may be made by 
the heads of technical services, subject to the following: 

“(1) This authority will not be used for exemptions under ASPR 6-104 
or ASPR 6-105.1. The head of the technical service is further authorized to 
redelegate to the deputy of the technical service or a general officer personall 
selected by the head of the technical service and appropriately assigned with 
respect to the procurement responsibilities involved. 

“(2) There will be forwarded once a month to the Assistant Chief of Staff, 
G-4, Attn: Chief, Purchases Branch, a copy of all determinations and exemp- 
tions made by the Heads of the Technical Services. All determinations and 
exemptions will be collected and forwarded once a month, so as to be received 
in Office, Assistant Chief of Staff, G-4, by the 10th of the month following the 
month during which the exemption was granted. 

(3) A determination is prepared in substantially the following form: 


“CERTIFICATE 


“Pursuant to the authority contained in Section 2, Title TIT of the act 
of 3 March 1933, popularly called the Buy American Act (47 Stat. 1520; 
41 USC 10a-d) and authority delegated to me by the Chief of Procure- 
ment Division Office of the Assistant Chief of Staff, G—-4, I hereby de- 
termine: 

“a. (Statement of the items to be procured and the necessity for this 
procurement and basis of nonavailability.) 

“‘Based upon the above showing of fact it is determined that the above 
described items are not mined, produced, or manufactured, or the ar- 
ticles, materials, or supplies from which they are manufactured, are not 
mined, produced, or manufactured, as the case may be, in the United 
States in sufficient and reasonably available commercial quantities and 
of a satisfactory quality. 

“Accordingly, an exception is hereby granted under the provisions of 
the Buy American Act to the requirement that the above described 
procurement be made from domestic sources and that it be of domestic 
origin. Authority is granted to procure the above described item(s) of 
foreign (Foreign County) at an estimated total cost of $ (Total Dollar 
Cost including transportation and duty). 

‘‘d. When a determination has been made to the effect that the provisions of 
the Buy American Act are not applicable to the purchase, the signed copy of such 
determination will be attached to the voucher upon which payment is made. 

“6-104 AuTHorRITy TO GRANT Exceptions To Buy AMERICAN Act. When, 
in the opinion of the Contracting Officer, the conditions cited in ASPR 6-104 are 
present, a request will be made through channels to the Secretary (address request 
to the Assistant Chief of Staff, G-4, Department of the Army, Attn: Chief, Pur- 
chases Branch) for the issuance of a certificate of exemption. Such requests shall 
be submitted in complete quadruplicate (4 copies each of basic, indorsements, and 
enclosures) and will contain the following information: 

‘“‘a. Description of the item or items (include unit and quantity). 

“bh. Estimated cost. 

“ce. State whether duty is included in estimated cost (if duty is not included 
but normally would be included therein, give reasons for exclusion). 
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“‘d. If item is to be procured f. o. b. origin, show transportation costs necessary 
to deliver to destination. 

“e, Country of origin. 

“‘f. Name and address of proposed contractor(s), if available. 

“g. Brief statement as to necessity for procurement. 

“*h. Funds which are available and will be obligated for the procurement. 

*{. Complete justification for purchase of item of foreign source, such as 
excessive cost of similar items of domestic origin, loss of identification of foreign 
component, etc. 

“Accompanying request will be Certificate of Exemption prepared for the signa- 
ture of the Secretary 

“6-105 Supptis Exceprep From Buy American Act. 

““6-105.1 Haceptions Based on Unreasonable Cost. In a!) cases where the 
differertial referred to in ASPR 6—105.1 is more than $5,000 but less than 25 
percent and in all cases where the Contracting Officer considers the differential 
to be unreasonable, the matter will be submitted in accordance with APP 6-104 
for determination as to unreasonable cost. 

““6-105.2 Foreign Books, Newspapers, Magazines, etc. It has been adminis- 
tratively determined by the Assistant Secretary of the Army (Materiel) that the 
application of the Buy American Act to the purchase of trade, text, technical, 
and/or scientific books, newspapers, Magazines, periodicals, and printed briefs, 
not published in the United States, would be inconsistent with the public interest. 
Therefore, such supplies and materials are exempted from the provisions of the 
Buy American Act and may be procured without regard to country of origin. 

“6-106 OrneR STratuToRY PROHIBITION ON FOREIGN PURCHASES. 

“6-106.1 Prohibition of Annual Appropriation Acts. It has been adminis- 
tratively determined that all the articles of food and clothing contained in the 
list set forth at the end of Part 1 of Section VI, ASPR, are exempt from the 
general prohibition of the annual appropriation act. In the case of the procure- 
ment of other items of food and clothing which the Contracting Officer believes 
should be excepted, request for a certificate of exemption by the Secretary will 
be submitted in accordance with the procedure set forth in APP 6-104. 

“6-107 REFERENCES IN ConTRACTUAL DOCUMENTS. 

“‘a. General. The contract clause set forth in ASPR 7—103.14 will be inserted 
in all contracts for the purchase of supplies to which the Buy American Act 
applies 

‘bh. Food and Clothing. In all contracts for the procurement of any article of 
food or clothing, not excepted from the prohibition of annual appropriation acts, 
the contract clause set forth in ASPR 7-—104.13 will be inserted. 

“ce. Special Clause for the Construction, Alteration, or Repair of Public Buildings 
and Public Works. The specifications accompanying the invitation for bids for 
the construction, alteration, or repair of public buildings or public works in the 
United States will contain the following: 

‘‘Because the materials listed below, or the materials from which they are 
manufactured, are not mined, produced, or manufactured, as the case may be, 
in the United States in sufficient and reasonably available commercial quantities 
and of a satisfactory quality, their use in the work herein specified (subject to the 
requirements of the specifications) is authorized, without regard to the country 
of origin: 

‘(Insert here the supplies listed in paragraph 2, Armed Services List of Supplies 
Excepted from Buy American Act, appearing at the end of Part I, Section VI, 
ASPR.]} 

“6-108 VioL_aTion or Buy AMERICAN Act PROVISION IN CONSTRUCTION 
Contracts. For procedure with respect to placing or removing from the list 
of ineligible contractors and disqualified bidders the name of any noncomplying 
contractor or bidder, see APP 1-303.” 





APPENDIX 13 
Arr Forces PrRocUREMENT ProcepurREs Re “Buy AMERICAN” Act 


Subject matter of appendiz.—Supplemental regulations of the Department of 
the Air Force (Air Force Procurement Procedures) currently in foree which 
prescribe policy to be followed by the Department of the Air Force in Adminis- 
tration of the Buy American Act (AFPR, Section VI, Part I, pars. 6-1-1 through 
6-1-8): 
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“Part 1. Buy Amprican Act anp OTHER StatuToRY PROHIBITIONS ON FOREIGN 


PURCHASES 

Paragraph 
Applicability _. pehiesd ' <= ; Ait Na ig. A ARS 6-1-1 
Foreign Periodicals and Publications. __....-.—. SeeSeess ibs eh ed alk . 15S. ci O-1-8 
Nonavailability of Supplies or Materials___.__ _- ben Seppe <miekess onece 9 ee sinbelar~-wlesgnl--pg O48 
Exceptions Requiring Approval of the Secretary netenh otintennteicinnenadi imines ahi tiem eee 
Supplies Exeented from Buy American Act_. bel abep accuse é boeescinn ga ne 
Reference in Contractual Documents bigssas é repre we peetonse pis 3 Set ls sel OS 
Violation of Buy American Act Provisions in Construction Contracts... ~-.. &1-7 


Policy Regarding Military Purchases from Sources Within Soviet-Controlled Countries or Areas... 6-1-8 
“6-1-1. Appiicaniuity (ASPR 6-103) 


“When in doubt as to whether a given purchase is or is not restricted by the 
Buy American Act or by other statutory prohibitions on foreign purchases, 
contracting officers will forward the case through channels to the Bepery Chief 
of Staff, Materiel, Headquarters USAF, Washington 25, D. C., for decision. 
Each case submitted will include complete information upon which a decision 
may be based. 


“6-1-2. Foreign PERIODICALS AND PuB.iicarions (ASPR 6-103.1) 


(Books, periodicals, magazines, and newsbooks, periodicals, magazines and 
newspapers) which are available through vendors located within the continental 
limits of the United States may be procured, unless there is a question of security 
involved. Care should be exercised in this respect, and where there is a question 
of security, requests should be forwarded to the Director of Intelligence, Head- 
quarters USAF, for forwarding to the appropriate air attaché for procurement. 

“b. Requests for foreign periodicals and publications which must be procured 
outside the United States will contain full particulars, including complete descrip- 
tion of the item, estimated cost, name and address of vendor, citation of applicable 
appropriation, and shipping instructions. Such requests will be addressed to the 
Director of Intelligence, Headquarters, USAF, for forwarding to the appropriate 
air attaché for procurement. 


“6-1-3. NONAVAILABILITY OF SUPPLIES OR MATERIALS (ASPR 6-—103.4) 


“a. By memorandum dated 3 March 1949, the Under Secretary of the Air 
Force assigned to each of the officials designated below the authority and duty 
to make determinations under the Buy American Act where the basis for such 
determination is that the articles, materials, or supplies of the class or kind to be 
purchased or the articles, materials, or supplies from which they are manufactured, 
are not mined, produced, or manufactured, as the case may be, in the United 
States in sufficient and in reasonably available commercial quantities and of a 
satisfactory quality: 

“(1) Deputy Chief of Staff, Materiel; 

(2) Director, Procurement and Production Engineering, Office of the 
Deputy Chief of Staff, Materiel; 

(3) Deputy Director, Procurement and Production Engineering, Office of 
the Deputy Chief of Staff, Materiel; 

“(4) Commanding General, Air \‘ateriel Command; 

“(5) Director, Procurement and Production, Air Materiel Command; 

(6) Chief, Procurement Division, Air Material Command; 

“(7) Deputy Chief, Procurement Division, Air Materiel Command. 

“b. The provisions of ASPR 6-103.4 shall be applied and used onlv after a 
determination, in writing, has been made by one of the above-designated officials. 
Requests for such determinations shall be forwarded through channels to the Com- 
poner’ General, Air Materiel Command, ATTENTION: Chief, Procurement 

Jivision. 

“ce, When a determination is made that the Buy American Act does not apply, 
as set forth in a above, a copy of such determination shall be attached to each 
contract for such articles, materials, or supplies. 


“6-1-4. Exceprions REQUIRING APPROVAL OF THE SECRETARY 


“When the conditions in ASPR 6-104 are present, a request shall be made 
through channels to the Deputy Chief of Staff, Materiel, Headquarters USAF, 
Washington 25, D. C., for the issuance of a certificate of exemption. The requests 
shall include: a complete description of the item, estimated cost ; name and address 
of proposed contractor or individual; designation of agency to effect purchase; 
citation of applicable appropriation if purchase is to be made from a supplier 
or contractor located in a foreign country; and complete detailed facts to justify 


the purchase from a foreign source, such as excessive cost of similar domestic: 


articles, materials, or supplies. All requests for exception to the Buy American, 
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Act. will be submitted through the Commanding General, Air Material Command, 
ATTENTION: Chief, Procurement Division. 


“6-1-5. Suppitres ExcertEep From Buy American Act (ASPR 6-105) 
“a. ARTICLES PURCHASED FOR PURPOSE OF EVALUATION AND COMPARISON: 

**(1) In addition to those articles, materials, and supplies which the Secretaries 
of the three Departments have administratively determined may be procured 
without regard to the country of origin, the Under Secretary of the Air Force on 
3 March 1949 determined as follows: 

“Determination under the Buy American Act 

“Pursuant to the authority contained in the Buy American Act (Act of 
March 8, 1933, 41 U. S. Code 10a—c) and pursuant to the authority vested in 
me, I hereby determine that it would be inconsistent with the public interest 
to apply the Buy American Act to the purchase of unmanufactured articles, 
materials or supplies not mined or produced in the United States, and manu- 
factured articles, materials and supplies not manufactured in the United 
States substantially all from articles, materials or supplies mined, produced 
or manufactured in the United States, where the intended use of any such 
articles, materials or supplies is evaluation and comparison with other similar 
articles, materials or supplies produced or mined in the United States, and 
I hereby grant an exemption from the application of said Act to all such 
purchases. A copy of this determination shall be attached to each such 
contract for supplies which is otherwise subject to the provisions of said Act. 


s/ <A. 8. Barrows, 
‘A. 8. BaRRows, 
“Under Secretary of the Air Force. 


(2) The effect of the above-cited determination is to grant an exception from 
the application of said act, only to such purchases where the intended use of any 
such articles, materials, or supplies is evaluation and comparison with other similar 
articles. Consequently, where the intended use is other than evaluation and 
comparison with other similar articles, the above-cited determination does not 
apply. 

““b, PURCHASES IN CANADA DURING NATIONAL EMERGENCY: 

(1) The Assistant Secretary of the Air Force, on 30 December 1950, deter- 
mined as follows: 


“DETERMINATION UNDER BUY AMERICAN ACT 


“The President of the United States having, on December 16, 1950, pro- 
claimed a National Emergeney which requires that the defenses of this 
country be strengthened as speedily as possible, and the United States and the 
Dominion of Canada having entered into certain reciprocal arrangements 
contemplating the acquisition of defense supplies by each nation, from sources 
in the other nation, and it being necessary that certain procurement restric- 
tions which would otherwise impede the accomplishment of these purposes 
be suspended to the extent authorized by law, 

I hereby determine, pursuant to the authority vested in me by the 
Buy American Act (41 U. 8. C. 10a-d) that it is inconsistent with the 
public interest, during the period of said National Emergency, to apply 
the restrictions of said Act to the acquisition by the Department of the 
Air Force of manufactured and unmanufactured articles, materials and 
supplies in the Dominion of Canada. 
Accordingly, purchases and contracts of the Department of the Air Force 
in the Dominion of Canada will not be subject to the provisions of the Buy 
American Act during the period of the National Emergency. This deter- 
mination does not, however, apply to appropriation act restrictions pertaining 
to the purchase of food and clothing. 
‘/s/ Evaene M, Zuckert, 
“‘ Assistant Secretary of the Air Force. 


**(2) While no dollar limitation was placed in the finding above, the policy 
of the Air Force is that the Assistant Secretary of the Air Force (Materiel) is 
to be consulted prior to committing the Air Force to any programs in Canada 
involving air-frames, or major components, such as engines, propellers, fire 
control, or similar items. To implement this policy, the Commanding General, 
Air Materiel Command, will forward pertinent information to the Director of 
Procurement and Production Engineering, Headquarters USAF, Washington 25, 
D. C., so that the required consultation with the Assistant Secretary of the Air 
Force (Materiel) may be had prior to the placing of such contracts. 
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‘sc. EXCEPTIONS BASED ON UNREASONABLE costs (ASFR 6-105.1). When 
the contracting officer desires to submit a case involving a differential of less than 
25 percent, and in those cases which must be submitted, involving a differential 
of less than 25 percent when the total amount of the lowest acceptable foreign 
bid exceeds $25,000, determination concerning unreasonable cost shall be made 
by the Secretary upon presentation of the facts as outlined in AFPP 6-1-4 prior 
to making award. Proposed awards will be reviewed at the Air Force Secretarial 
level and will be evaluated in a manner that will give due weight to the objectives 
of the Mutual Security Program, To support the Mutual Security Program and 
promote the mutual security of the United States and other friendly countries, 
competitive bids from sources in the United States and friendly foreign countries 
will be considered on a common basis, this having been determined by the Secre- 
tary of Defense as being consonant with the public interest. Information con- 
cerning the following factors should be submitted in order that the Secretary 
may consider them in determining the award: 

“(1) Strategic Considerations: 

“‘(a) Competing foreign sources would be unreliable because of limited capacity 
or location in an area where political or economic instability might hinder produc- 
tion or delivery. 

“(b) The articles, materials, or supplies or their related United States pro- 
duction facilities are of such strategic importance that domestic self-sufficiency 
must be fostered. 

““(e) No appreciable logistical advantage to collective security would result 
from aon or increasing production capacity in the foreign country con- 
cerned, 

(2) Domestic Economic Considerations: 

“(a) The furnishing of scarce materials or production equipment which would 
be required from the United States would unduly interfere with United States 
military production or the development of the United States industrial mobiliza- 
tion base. 

“(b) The competing domestic source would be a facility or facilities designated 
‘small business’ by the Small Defense Plants Administration. 

“(c) The competing domestic source would be located in an area which has 
been designated by the Department of Labor as being one of substantial labor 
surplus, that is, classified a ‘Group IV’ area by the Department of Labor. 

““(d) Competing domestic sources are found in an industry which is depressed 
or which is characterized by widespread open capacity. 


“6-1-6. REFERENCE IN CoNnTRACTUAL DocumENtTs (ASPR 6-107) 


“The contract provisions with respect to the Buy American Act required by 
ASPR 6-107 are cited in ASPR 7—103.14. 


“6-1-7. VioLtaTion or Buy American Act Provistons In ConstrucTION Con- 
tracts (ASPR 6-108) 
‘See AFPP 1-3-3 for procedure concerning the placing on or removing from 
the List of Ineligible Contractors and Disqualified Bidders the name of any such 
noncomplying contractor or bidder. 


‘6-1-8. Poticy RecarpiInc Miuirary Purcuases From Sources WITHIN 
Soviet-CoONTROLLED COUNTRIES OR AREAS 
Effective on and after 31 October 1952, the general policy of the Department 
of Defense is that contracts for the procurement of supplies or manufactured 
products originating from sources within Soviet-controlled areas will not be 
awarded notwithstanding the provisions of ASPR’s 6-101 through 6-105 or part 
1, section VI, of AFPP. Soviet-controlled areas shall consist of those countries 
or areas included in Sub-group A, or Country Group R, of the Comprehensive 
Export Schedule issued by the Office of International Trade, Department of 
Commerce, listed below: 
a. Albania 
Bulgaria 
China, including the provinees of Suiyuan, Chahar, Ningsia, and Jehol (some- 
times referred to as Inner Mongolia); the provinces of Chinghai (Tsinghai) 
and Sikang; Sinkiang; Tibet; and Outer Mongolia; but excluding Manchuria, 
and excluding Taiwan (Formosa) 
Czechoslovakia 
Estonia 
Germany (Russian-Occupied Zone only) 
Hungary 
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Latvia 

Lithuania 

Manchuria, including the former Kwantung Leased Territory (the present 

Port Arthur Naval Base Area and the Liaoning Province) 

North Korea 

Poland and Danzig 

Rumania 

Union of Soviet Socialist Republics 

‘‘h, Exceptions to this general policy will be made only in the most urgent 
situations, and then only after specific approval by the Secretary of the Air Force. 
Requests for such exceptions will be submitted to the Director of Procurement and 
Production Engineering, Headquarters, USAF, Washington 25, D. C.” (pp. 
601-4). 





APPENDIX 14 


DEPARTMENT OF DerFENSE Directive No, 4105.20, May 27, 1952 


a 


Subject matter of appendix.—-Department of Defense Directive No. 4105.20 
dated May 27, 1952, which ordered a change in ASPR par. 6.105-1 to provide for 
mandatory submission of bids for the consideration of the Secretary of the Depart- 
ment concerned in instances where the differential is less than 25 percent but the 
lowest foreign bid exceeds $25,000: 

27 May 1952 
Number 4105.20 


DEPARTMENT OF DEFENSE DIRECTIVE 
Subject: “Buy Americ Act’? Admini : 
Subject: suy American Act’ Admiunistration 
I. PURPOSE 


The Munitions Board at its Meeting No. 196, held on 13 May 1952, approved 
a revision to the Buy American Act Administration policy by amending the last 
sentence of paragraph 6-105.1 of the Armed Services Procurement Regulation 
to read as follows: 

“However, in any case involving a differential of less than 25 percent, 
where the Contracting Officer, because of the amount involved, considers 
the differential to be unreasonable, he may submit the matter for considera- 
ation to the Secretary of the Department concerned; further, in any case 
involving a differential of less than 25 percent, and when the total amount 
of the lowest acceptable foreign proposal exceeds $25,000,000, the Contracting 
Officer shall submit the matter for consideration to the Secretary of the 
Department concerned.”’ 

II, APPLICABILITY 


This amendment shall be applicable to all procurement initiated on or after 
1 June 1952. 
Ill. IMPLEMENTATION 


The ASPR Committee shall include this change in the next revision to the 
Armed Services Procurement Regulation. 
/s/ J. D. Small 
J. D, Smauu., 
Chairman, Munitions Board. 





ApPpEeNpDIx 15 


DEPARTMENT OF DEFENSE Directive No. 4105.22, June 19, 1952 
, ’ 


04 


Subject matter of appendix 13.—Department of Defense Directive No. 4105.22, 
dated June 19, 1952, which requires the Secretary of the Department concerned, 
upon submission of bids where the ‘‘Buy American”’ differentical is less than 25 
percent, to consider the bids on a common basis, apart from certain listed 
strategic and domestic economic considerations: 
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DEPARTMENT OF DEFENSE DIRECTIVE 


19 June 1952 Number 4105.22 


Subject: Administration of the ‘‘Buy American’ Act 
Reference: (a) Department of Defense Directive 4105.20, 27 May 1952 “Buy 
American Act’? Administration 

1. At the request of the Secretary of Defense, the Munitions Board recently 
reviewed Defense procurement policy with respect to administering the pro- 
visions of the “‘Buy-American” Act, in order to determine whether or not it was 
consistent with the objectives of the Mutual Security Program and U. S. foreign 
economic policy. 

2. The Munitions Board directed the Armed Services Procurement Regula- 
tions Conference to amend Paragraph 6-105.1, of the regulations, reference (a), 
to make it mandatory, in any case involving foreign bids of less than 25 percent 
differential, where the total amount of the lowest acceptable foreign proposal 
exceeds $25,000, for the Contracting Officer to submit the matter for considera- 
tion of the Secretary of the military department concerned. The Board further 
directed that the change in the regulations was to become effective on June 1, 
1952. 

3. The purpose of this directive is to assure that proposed awards, which will 
be reviewed at the Service secretarial level, will be evaluated in such a manner as 
to give due weight to the objectives of the Mutual Security Program. 

4. For the Department of Defense adequately to support the Mutual Security 
Program and promote the mutual security of the United States and other friendly 
countries, it is requested that competitive bids from sources in the United States 
and friendly foreign countries be considered on a common basis, this being con- 
sonant with the public interest. Where one or more of the following factors exist, 
careful discretion should be exercised in determining the award: 

A. Strategic Considerations: 
1. Competing foreign sources would be unreliable because of: 
(a) Limited capacity or 
(b) Location in an area where political or economic instability 
might hinder production or delivery. 

2. The articles, materials, supplies or their related U. 8. production 
facilities are of such strategic importance that domestic self-sufficiency 
must be fostered. 

3. No appreciable logistical advantage to collective security would 
result from maintaining or increasing production capacity in the foreign 
source country concerned. 

B. Domestic Economie Considerations: 

1. The furnishing of scarce materials or production equipment which 
would be required from the United States would unduly interfere with 
United States military production or the development of the United 
States industrial mobilization base. 

2. The competing domestic source would be a facility or facilities 
designated as ‘‘small business’? by the Small Defense Plants Adminis- 
tration. 

3. The competing domestic source would be located in an area which 
has been designated by the Department of Labor as being one of 
substantial labor surplus, i. e., classified by the Department of Labor 
as a “Group IV” area. 

4. Competing domestic sources are found in an industry which is 
depressed or which is characterized by widespread open capacity. 


/s/ Wrut1am C. Foster, 
Acting Secretary of Defense. 





APPENDIX 16 


Unitep States Coast Guarp ReeuLiaTtTion Re “Buy American” Act 


Subject matter of appendiz.—Regulations promulgated by the United States 
Coast Guard which show policy to be followed in administration of the Buy 
American Act and contract clauses relative thereto (33 C. F. R. 118.05-80 a 
through f): 

“§ 118.05-80 Domestic preference. (a) The act approved March 3, 1933 (47 
Stat. 1520) (41 U. S. C. 10 a-c) restricts the purchase and use of all materials not 
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mined, produced or manufactured in the United States. The Director of Procure- 
ment has ordered that, in deciding the reasonableness of the cost of domestic 
products, the following differential scales shall be applied in favor of the domestic 
articles, materials or supplies. 

““(1) On purchases where the foreign bid is $100 or less, a differential of 100 
percent shall apply. 

(2) On purehases where the foreign bid exceeds $100, a differential of 25 
percent shall apply. 

(3) The differentials in subparagraphs (1) and (2) of this paragraph are to be 
applied to purchases within the continental limits of the United States, exclusive 
of Alaska. 

““(b) If, after applying the differential, the low bid is for materials not mined, 
produced in the United States or manufactured in the United States substantially 
all from articles, materials or supplies mined, produced, or manufactured, as the 
case may be, in the United States, the bids will be forwarded to Headquarters for 
instructions or a certificate from the head of the department as the case may 
require prior to award, 

*‘(¢) Where all bidders offer material of foreign growth, production or manu- 
facture, the bids likewise shall be submitted to Headquarters. In cases of 
urgency the facts may be reported by dispatch. 

““(d) The following listed materials and supplies, and any articles, materials 
or supplies which are manufactured principally from any of the items listed may 
be purchased without regard to the country of origin. The contract provisions 
prescribed in paragraphs (e) and (f) of this section need not be included in any 
contract for the purchase of articles, materials or supplies exempted by this 
section (33 C. F. R. Supp. at pp. 86-87): 

‘‘Note.—Suppiies to be procured for public use and supplies to be used 
in the construction, alteration or repair of any public building or public work 
are listed in the regulations at this point. The list is not reproduced herein. 
It includes no electrical products as such although it does include certain 
new materials such as copper, lead, zinc, etc. which may be used in their 
production. 

“(e) Every construction contract shall contain the following clause: 

‘““*Article—. Domestic preference. In the performance of the work covered by 
this contract, the contractor, subcontractors, material men or suppliers shall use 
only such unmanufactured articles, materials, and supplies as have been mined or 
produced in the United States, and only such manufactured articles, materials, 
and supplies as have been manufactured in the United States substantially all 
from articles, materials, or supplies mined, produced, or manufactured, as the 
case may be, in the United States. The foregoing provisions shall not apply to 
such articles, materials, or supplies of the class or kind to be used or such articles, 
materials, or supplies fram which they are manufactured, as are not mined, pro- 
duced, or manufactured, as the case may be, in the United States in sufficient and 
reasonably available commercial quantities and of a satisfactory quality, or to 
such articles, materials, or supplies as may be excepted by the head of the depart- 
ment under the proviso of title III, section 3, of the act of March 3, 1933, 47 Stat. 
1520 (U. S. Code, title 41, sec. 10b).’ 

“(f) Every supply contract shall contain the following clause: 

““*Article—. Domestic preference. Unless the head of the department or inde- 
pendent establishment concerned shall determine it to be inconsistent with the 
public interest, or the cost to be unreasonable, only such unmanufactured articles, 
materials, and supplies as have been mined or produced in the United States, and 
only such manufactured articles, materials, and supplies as have been manufac- 
tured in the United States substantially all from articles, materials, or supplies 
mined, produced or manufactured, as the case may be, in the United States shall 
be delivered pursuant to this contract, except as noted in the specifications and/or 
other papers hereto attached. The provisions of this article shall not apply with 
respect to articles, materials, or supplies for use outside the United States, or 
if articles, materials, or supplies of the class or kind to be used, or the articles, 
materials, supplies from which they are manufactured are not mined, produced 
or manufactured, as the case may be, in the United States in sufficient and reason- 
ably available commercial quantities and of a satisfactory quality.” (33C. F.R 
Supp. pp. 87-88) 
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APPENDIX 17 


DEPARTMENT OF INTERIOR OrnDER No. 2889 anp AMENDMENT No. ] THERETO 
RE “Buy AMERICAN AcrT’”’ 


Subject matter of appendix.—Department of Interior Order No. 2289 of January 
21, 1947, and Amendment No. 1 thereto which prescribe policy to be followed 
by Department of Interior agencies in administration of the Buy American Act. 

(a) Order No. 2289: 

“Subject: Purchase of supplies of foreign growth, production, or manufacture. 

“1. Section 2, Title III, of the act of March 3, 1933 (47 Stat. 1520; 41 U. 8S. C 
10a), reads as follows: 

“ ‘Notwithstanding any other provision of law, and unless the head of the 
department or independent establishment concerned shall determine it to be 
inconsistent with the public interest, or the cost to be unreasonable, only 
such unmanufactured articles, materials, and supplies as have been mined 
or produced in the United States, and only such manufactured articles, 
materials, and supplies as have been manufactured in the United States 
substantially all from articles, materials, or supplies mined, produced, or 
manufactured, as the case may be, in the United States, shall be acquired 
for public use. This section shall not apply with respect to articles, materials, 
or supplies for use outside the United States, or if articles, materials, or 
supplies or the class or kind to be used or the articles, materials, or supplies 
from which they are manufactured are not mined, produced, or manu- 
factured, as the case may be, in the United States in sufficient and reasonably 
available commercial quantities and of a satisfactory quality.’ 

“2. A field purchasing officer or contracting officer may purchase products 
which have not been mined, produced, or manufactured in the United States or 
which have not been manufactured in the United States substantially from 
_—— materials, or supplies mined, produced, or manufactured in the United 
States, 

“(a) if he determines that the products or the articles, materials, or 
supplies used in their manufacture, are net mined, produced, or manufactured 
in the United States in sufficient and available commercial quantities or are 
not of a quality which will satisfy the Government’s purpose; or 

“(b) if he determines that the price of domestic products exceeds the 
price of foreign products, including products which have not been manu- 
factured substantially from domestic articles, materials, or supplies, after 
application of the following differential sale formula for the determination 
of the reasonableness of cost of domestic products: 

(1) if the amount of the purchase is $100 or less, a differential of 
100% shall be added to the price at whicb the foreign product is offered; 
““(2) if the amount of the purchase is $100 or more, a differential of 
25% shall be added to the price at which the foreign product is offered. 

“3. A purchasing officer or contracting officer shall certify in the contract or 
on the purchase voucher any determinations made in accordance with section 2 
of this order. 

“4. This order shall supersede all other instructions outstanding.” 

(b) Order No. 2289, Amendment No. 1: 

“Subject: Purchase of supplies of foreign growth, production, or manufacture 

“Subsections 2 (b) (1) and 2 (b) (2) of Order No. 2289 are superseded and the 
following substituted in lieu thereof: 

“(1) If the amount of the purchase is $100 or less, a differential of 100% shall 
be added to the price at which the foreign product is offered, exclusive of tariff 
or duty, and any tariff or duty exigible shall then be added thereto and considered 
in evaluating bids. 

“(2) If the amount of the purchase is $100 or more, a differential of 25% shall 
be added to the price at which the foreign product is offered, exclusive of tariff 
or duty, and any tariff or duty exigible shall then be added thereto and considered 
in evaluating bids; provided, however, that the head of the Bureau or Office 
concerned may at any time submit a particular case for consideration of the 
Secretary as to reasonableness of cost of domestic products if the lowest domestic 
bid exceeds the lowest foreign bid (including duty) by an amount greater than 
$50,000, although the differential may be less than 25%.” 
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APPENDIX 18 


Atomic Enrray Commission G. M. Butuetin S&S—41 Re “Buy AMERICAN” Act 


Subject matter of appendix.—Atomic Energy Commission GM Bulletin S&S-41 
dated September 3, 1952 which sets forth current policy followed by the Atomic 
Energy Commission in administration of the Buy American Act: 


U.S. Aromic ENERGY CoMMISSION 


Serial No. 241 Procurement and Contracts 
BUY AMERICAN ACT 


For: Principal Staff, Washington 
Managers of Operations 
Manager, San Francisco Area 
Ref: Act of March 3, 1933, 47 Stat. 1520, as amended, 49 U. 8. C. 10a, 10b, 10c, 
and 10d. 
1, Applicability 

a. Kinds of Supplies. The Buy American Act applies to raw materials and 
manufactured products. However, in the case of manufactured products, the 
Buy American Act applies to the end product itself and to the components directly 
furnished for that end product, but does not apply to supplies that are used in 
the manufacture of any such component. 

b. Origin of Supplies Used in Manufactured Supplies. The prohibitions of the 
Buy American Act do not apply to supplies manufactured in the United States 
when such supplies are manufactured ‘‘substantially all’ from supplies mined, 
produced, or manufactured in the United States. Supplies may be considered to 
be manufactured “substantially all” from United States supplies whenever the cost 
of foreign supplies used in such manufacture constitutes 25 percent or less of the 
cost of all supplies used in such manufacture. In this connection, suppliers should 
accompany their bids or quotations contemplating the furnishing or use of foreign 
supplies with a certificate substantially as follows: 

“Not to exceed — percent in cost of the materials, used directly in the 
manufacture of the supplies offered, is of foreign origin.”’ 
Any supplies of an unknown origin used in such manufacture shall be considered 
to be foreign supplies. 


2. Exceptions 


a. The Buy American Act is not applicable by its terms to: 

(1) materials and supplies acquired for use outside the United States; 

(2) materials and supplies not produced or manufactured in the United 
States in sufficient and reasonably available commercial quantities and of a 
satisfactory quality. 

b. In addition, exceptions may be made under the Act pursuant to admin- 
istrative determinations by the “head of the department or independent estab- 
lishment concerned” that restriction to domestic sources is inconsistent with the 
public interest or that the cost of the domestic product is unreasonable. The 
General Manager has determined that the particular articles, materials, and sup- 
plies listed in Appendix ‘‘A”’ should be excepted. The General Manager has also 
determined that the cost would be unreasonable, and that therefore the prohibi- 
tions of the Buy American Act shall not apply, when the lowest net cost of the 
United States product exceeds the lowest net cost of the foreign product, including 
duty, by 25 percent or more (or by 100 percent or more in the case of a foreign 
product costing $100 or less). However, in any case involving a differential of 
less than 25 percent, where the contracting officer, because of the amount involved, 
considers the differential to be unreasonable, he may submit the matter for 
consideration to the General Manager; and shall in any case submit the matter 
for such consideration when the differential is more than $5,000 but less than 25 
percent. 

M. W. Boyrsr, General Manager. 

Attachment: 

Appendix A—List of Excepted Supplies. 

Nors.—The list of excepted supplies attached to this bulletin is not here re- 
produced. It includes no electrical products as such although it does include 
certain raw materials, such as copper, lead and zinc, used in their manufacture. 
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Apprenprx 19 
Executive Orper No. 10210 Unprer First War Powers Act 


Subject matter of appendiz.—Excerpts from Executive Order 10210 (February 2, 
1951, 16 F. R. 1049) which show delegation by the President of his powers under 
the First War Powers Act of 1941 as amended and extended to the Department 
of Defense (through the Secretaries of the Army, Navy, and Air Force) and the 
Department of Commerce and the limitations upon the authority so delegated: 


“Executive Orper 10210—AvuTHORIZING THE DEPARTMENT OF DEFENSE AND 
THE DEPARTMENT OF COMMERCE TO EXERCISE THE FUNCTIONS AND Powers 
Ser Fortn in Tire Il or rue First War Powers Act, 1941, as AMENDED 
BY THE Act or JANUARY 12, 1951, AND PrEscRIBING REGULATIONS FOR THE 
Exercise or Sucn Funcrions aNp Powers 


“By virtue of the authority vested in me by the First War Powers Act, 1941, 
as amended by the act of January 12, 1951, entitled ‘An Act to amend and extend 
title IT of the First War Powers Act, 1941’ (Public Law 921, 81st Congress), 
hereinafter called the Act, and as President of the United States and Commander 
in Chief of the armed forces of the United States, and deeming that such action 
will facilitate the national defense, it is hereby ordered as follows: 


“PART 1 


“Under such regulations, which shall be uniform to the extent practicable, as 
may be prescribed or approved by the Secretary of Defense: 

“1. The Department of Defense is authorized, within the limits of the amounts 
appropriated and the contract authorization provided therefor, to enter into con- 
tracts and into amendments or modifications of contracts heretofore or hereafter 
made, and to make advance progress, and other payments thereon, without regard 
to the provisions of law relating to the making, performance, amendment, or 
modification of contracts. 

+ + + * * * * 


“3. The contracts hereby authorized to be made include agreements of all kinds 
(whether in the form of letters of intent, purchase orders, or otherwise) for all 
types and kinds of things and services necessary, appropriate or convenient for 
the national defense, or for the invention, development, or production of, or 
research concerning any such things, including, but not limited to aircraft, build- 
ings, vessels, arms, armament, equipment, or supplies of any kind, or any portion 
thereof, including planes, spare parts and equipment therefor, materials, supplies, 
facilities, utilities, machinery, machine tools, and any other equipment without 
any restriction of any kind, either as to type, character, location, or form. 

* * s * * * * 

“5. Advertising, competitive bidding, and bid, payment, performance or other 
bonds or other forms of security need not be required. 

“6. Complete data shall be maintained by the Department of Defense as to 
all contracts and purchases made pursuant to the Act and this order. The Secre- 
taries cf Defense, the Army, the Navy, and the Air Force shall make available 
for publie inspection so much of such data as they may respectively deem com- 
patible with the public interest and as does not cover classified contracts or 
purchases, 

* * * >» * * + 


“11, All contracts entered into, amended, or modified pursuant to authority 
of this order shall include a clause to the effect that the Comptroller General of the 
United States or any of his duly authorized representatives shall have access to and 
the right to examine any pertinent books, documents, papers, and records of the 
contractor or any of his subcontractors engaged in the performance of an involving 
transactions related to such contracts or cubcontracts. 

* % * * * * * 


“14, No contract or modification or amendment thereof shall be exempt from 
the provisions of the Walsh-Healy Act (49 Stat. 2036), as amended, because of 
being entered into without advertising or competitive bidding, and the provisions 
of such act, the Davis-Bacon Act (49 Stat. 1011), as amended, the Copeland Act 
(48 Stat. 948), as amended, and the Eight Hour Law (37 Stat. 137), as amended, if 


owes 





otherwise 
authority | 
* 
ad 
provisions 
regulation 


“The pi 
of Comme 
part, and 
merce is a 
all the fun 
Secretarie, 
Commerce 
tent pract 
Secretary 
contained 
Commerce 


“THe \ 


Nore.— 
the Atom 
Departme 
Exec. Ord 
1, 1951, 1¢ 


7 


Subject 
Act of 19: 
which pre 
products, 


“Spectr 
as otherw 
paid upon 
or into a1 
American 
by the se 

* 


* 


“Par, ¢ 
or distrib 
*o) 
signa 
instr 

“a 

as el 
rang 
“a 
chief 
valor 


C 


Subject 
“United 
the reduc 
items as 
War II: 








STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 599 


otherwise applicable shall apply to contracts made and performed under the 
authority of this order. 

* * * * * * * 

16. Nothing herein contained shall prejudice any authority to utilize the 
provisions of the Armed Services Procurement Act of 1947 (62 Stat. 26) and 
regulations thereunder. 

“PART II 


“The provisions of Part 1 of this order are hereby extended to the Department 
of Commerce; and, subject to the limitations and regulations contained in such 
part, and under such regulations as he may prescribe, the Secretary of Com 
merce is authorized to perform and exercise, as to the Department of Commerce, 
all the functions and authority vested in and granted by Part 1 of this order to the 
Secretaries named therein: Provided, That the regulations of the Secretary of 
Commerce need not be approved by the Secretary of Defense but sball, to the ex- 
tent practicable, be uniform with the regulations, prescribed or approved by the 
Secretary of Defense pursuant to Part 1 hereof: And provided further, That nothing 
contained herein shall prejudice any other authority which the Department of 
Commerce or the Secretary of Commerce may have with respect to procurement. 

“Harry S. TRUMAN. 

“Tue Waite House, 

“February 2, 1951.” 

Nore.—Application of the above order was, by subsequent orders, extended to 
the Atomic Energy Commission, the General Services Administration, and the 
Department of Interior. (Exec. Ord. No. 10216, Feb. 26, 1951, 16 F. R. 1815; 
Exec. Ord. No. 10227, March 26, 1951, 16 F. R. 2675; Exec. Ord. No. 10298, Nov. 
1, 1951, 16 F. R. 11135.) 


APPENDIX 20 
Tarirr Act or 1930, Section 1, ScHEDULE 3, PARAGRAPH 353 


Subject matter of appendix.—Section 1, schedule 3, paragraph 353 of the Tariff 
Act of 1930 (June 17, 1930, c. 497, title I, 46 Stat. 590, 609, 618; 19 U. S. C. 1001) 
which prescribes an ad valorem rate of duty of 35 percent on most electrical 
products, including generators and transformers: 


“DuTiABLE List 


“Section 1. That on and after the day following the passage of this Act, except 
as otherwise specially provided for in this Act, there shall be levied, collected, and 
paid upon all articles when imported from any foreign country into the United States 
or into any of its possessions (except the Philippine Islands, the Virgin Islands, 
American Samoa, and the Island of Guam) the rates of duty which are prescribed 
by the schedules and paragraphs of the dutiable list of this title, namely: 


- * * * * * * 
“SCHEDULE 3.—METALS AND MANUFACTURERS OF 
+ * * 7 * * * 


“Par, 353. All articles suitable for producing, rectifying, modifying, controlling, 
or distributing electrical energy; 

“electrical telegraph (including printing and typewriting), telephone, 
signaling, radio, welding, ignition, wiring, therapeutic, and X-ray apparatus, 
instruments (other than laboratory), and devices; and 

‘articles having as an essential feature an electrical element or device, such 
as electric motors, fans, locomotives, portable tools, furnaces, heaters, ovens, 
ranges, washing machines, refrigerators, and signs; 

“all the foregoing, and parts thereof, finished or unfinished, wholly or in 
chief value of metal, and not specially provided for, 35 per centum ad 
valorem.” 





APPENDIX 21 
Current Tarirr Rates on Tarirr Act PARAGRAPH 353 ITEMS 


Subject matter of appendiz.—United States Tariff Commission publication 
“United States Import Duties, 1952” (TC 1.10:Im, July 4, 1952) which shows 
the reduced tariff rates currently in effect on Tariff Act paragraph 353 electrical 
items as the result of United States trade agreement concessions since World 


War II: 
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~~. Description Full Rate | Reduced Rate 





353 | Articles having as an essential feature an electrical device or 
element, such as electric fans, furnaces, heaters, locomo- 
tives, motors, ovens, portable tools, ranges, refr' tors, 
s, and washing machines, finis! or unfinished, 
w olly or in chief value of metal, and nspf: 






IR hanes SiR ceil desterriitamgaeiantaleteciitnieietteitlsiityen eplats shi 35% ad val...... 1744% ad val. 

Blowers and fans... ees Se 1714% ad val. 

Calculating machines specially constructed for multiply- 35% ad val__.... 124% ad val. 
ing and dividing, and having an electric motor as an 

essential feature. 

Coskitis oven aiid tamges. ........ 1... 5. n- 35% ad val_..... 10% ad val. 
COOP URUNINOE 25 ok Joc l ide seeds i denadecntasesln. 35% ad val_._._. 15% ad val. 
Flashlights..........._.... suit ithbnni-tdh 1 -<ssliias s 35% ad val...... 
Furnaces, heaters, and ovens........--.-.--....----..-.--. 35% ad val._...- 124% ad val. 
Industrial cigarette-making machines-______._...-.___.__- 35% ad val. _.._- 15% ad val. 
Internal-com bustion engines: 
CMrTInebt My 6s an5sas eben oiicceied-) -Lesee-css~ 35% ad val. ....- 83% ad val. 
Noncarburetor types: 
Horizontal type, weighing each— , 
Not over 5,000 pouuds. -_...........-.--..-.- 35% ad val. .._.- 10% ad val. 
Over 5,000 pounds... ....-. pate ddean die 35% ad val... ... 1744% ad val. 
Not of the horizontal type, weighing each— 
eek PS | ee 35% aa val. ....- 10% ad val. 
So a SS ae ES 35% ad val. ....- 1744% ad val. 
Machines for determining the strength of articles or ma- 35% ad val...... 20% ad val. 
terials in compression, shear, tension, or torsion. 
Machines for packaging pipe tobacco; machines for | 35% ad val__.--- 10% ad val. 
wrapping candy; machines for wrapping cigarette 
packages; and combination candy cutting and wrap- 
ing machines. 

RS ak, cd. cchitleiah binge puch ausRlglésanbiee <iasientil 35% ad val__.... 124% ad val. 
I i i ee ahha tee 35% ad val_..... 129% ad val. 
Tobacco cutting machines 35% ad val......| 15% ad val. 
Washing machines 35% ad val_..... 174% ad val. 
OE Fo isinkdh BARE ci tmkpsenkceedn det eloaeeeie Bhatt 35% ad val...... 13% % ad val. 

Articles suitable for controlling, distributing, modifying, 
producing, or rectifying electrical energy, finished or un- 
finished, wholly or in chief value of metal, and nspf (not 
including batteries or flashlights, but including photocells 
and all electronic tubes other than radio, television, and 
X-ray tubes): 

Switches and switch gear which are not wiring apparatus, 

instruments, OF Gevioes ....... ~~ <geudsdie casitbia-secnnes 35% ad val._...- 1744% ad val. 
I  pacunseqadeaaiabussandiatocuseetdaetwlede 35% ad val_..... 1244% ad val. 
ERE TE STREP SEI Se FL eee 15% ad val. 

Electrical apparatus, instruments (other than laboratory) 
and devices, finished or unfinished, wholly or in chief value 
of metal, and nspf: 

eee eee Senne: _ ee an 35% ad val_..... 12%% ad val. 
‘elegrap uding print and type ng), tele- 
whens and therapeutic (including diagnostic) seietineliiadl 35% ad val...... 1744% ad val. 

RE cenctensae sl Pl mony arunngiess eaotareeeapinneammeela earned 35% ad val_..... 17)2% ad val. 
X-ray: 

iii tl i te il cl a hl eel, Se cee om ad val...... 10% ad val. 
SUED rade nasenptovoannaehbonboarsamineaiincer: bacnibiean 35% ad val...... 834% ad val. 

Parts, finished or unfinished wholly or in chief value of metal, 
nspl, of articles provided for in this paragraph: 

De CRG SRE POISE CRITE... ccccee<canqsunvenenscinen 35% ad val......| 10% ad val. 
irre Seo ee apiaaenee 35% ad val...... The rate for the 

article of which 
they are parts. 





APPENDIX 22 


RecrprocaL Trapr Acreements Act or 1934, Ssctron 1 


1 Added to the Tariff Act of 1930 as sec. 350 (a) by June 12, 1934, e. 474, sec. 1, 48 Stat. 943; amended by 
the following: June 7, 1943, ce. 118, sec. 2, 57 Stat. 125; July 5, 1945, c. 269, secs. 2, 3, 59 Stat. 410; Sept. 26, 
1949, c. 585, secs. 4, 6, 63 Stat. 698. 


Subject matter of appendiz.—Section 11 of the Reciprocal Trade Agreements 
Act of 1934 as amended and extended and currently in force which sets forth the 
purposes of the Act and the authority of the President to enter into trade agree- 
ments and proclaim modifications in rates of duty. The following quotation is 
from 19 United States Code 1351: 

“(a) For the purpose of expanding foreign markets for the products of the 
United States (as a means of assisting in establishing and maintaining a better 
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relationship among various branches of American agriculture, industry, mining, 
and commerce) by regulating the admission of foreign goods into the United 
States in accordance with the characteristics and needs of various branches of 
American production so that foreign markets will be made available to those 
branches of American production which require and are capable of developing 
such outlets by affording corresponding market opportunities for foreign products 
in the United States, the President, whenever he finds as a fact that any existing 
duties or other import restrictions of the United States or any foreign country 
are unduly burdening and restricting the foreign trade of the United States and 
that the purpose above declared will be promoted by the means hereinafter 
specified, is authorized from time to time— 

(1) To enter into foreign-trade agreements with foreign governments or instru- 
mentalities thereof: and 

“(2) To proclaim such modifications of existing duties and other import 
restrictions, or such additional import restrictions, or such continuance, and for 
such minimum periods, of existing customs or excise treatment of any article 
covered by foreign-trade agreements, as are required or appropriate to carry out 
any foreign-trade agreement that the President has entered into hereunder. No 
proclamation shall be made increasing or decreasing by more than 50 per centum 
any rate of duty, however established, existing on January 1, 1945 (even though 
temporarily suspended by Act of Congress), or transferring any article between 
the dutiable and free lists. The proclaimed duties and other import restrictions 
shall apply to articles the growth, produce, or manufacture of all foreign countries, 
vhether imported directly, or indirectly: Provided, That the President may sus- 
pend the application to articles the growth, produce, or manufacture of any 
country because of its discriminatory treatment of American commerce or because 
of other acts (including the operations of international cartels) or policies which 
in his opinion tend to defeat the purposes set forth in this section; and the pro- 
claimed duties and other import restrictions shall be in effect from and after such 
time as is specified in the proclamation. The Presiaent may at any time terminate 
any such proclamation in whole or in part. 

‘“‘(c) As used in this section, the term “duties and other import restrictions” 
includes (1) rate and form of import duties and classification of articles, and (2) 
limitations, prohibitions, charges, and exactions other than duties, imposed on 
importation or imposed for the regulation of imports * * *” 

‘““(d) (1) When any rate of duty has been increased or decreased for the dura- 
tion of war or any emergency, by agreement or otherwise, any further increase 
or decrease shall be computed upon the basis of the post-war or post-emergency 
rate carried in such agreement or otherwise. 

(2) Where under a foreign trade agreement the United States has reserved 
the unqualified right to withdraw or modify, after the termination of war or an 
emergency, a rate on a specific commodity, the rate on such commodity to be 
considered as ‘‘existing on January 1, 1945’’ for the purpose of this section shall 
be the rate which would have existed if the agreement had not been entered into. 

“(3) No proclamation shall be made pursuant to this section for the purpose 
of carrying out any foreign trade agreement the proclamation with respect to 
which has been terminated in whole by the President prior to July 5, 1945.” 


APPENDIX 23 
Repvucep TarirF Rates InN Errect on January 1, 1945 


Subject matter of appendix.—Excerpts from schedules of United States tariff 
concessions annexed to reciprocal trade agreements with the United Kingdom 
(November 17, 1938, 54 Stat. 1897), Canada (November 17, 1938, 53 Stat. 2348), 
Switzerland (January 9, 1936, 49 Stat. 3917), Sweden (May 25, 1935, 49 Stat. 
3755) and the Netherlands (December 20, 1935, 50 Stat. 1504) which established 
reduced tariff rates, in effect on January 1, 1945, on certain paragraph 353 elec- 
trical items. The Reciprocal Trade Agreements Act as amended authorizes 
reduction of the rates so in effect by 50 percent. 
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(a) Schedule annexed to United Kingdom agreement: 


(c) Sch 






“United States| 


Tariff Act of Description of Article Rate of Duty “Toalae 
1930, Paragraph 1930, Paragr: 

















353 | Electrical telegraph (including printing and typewriting) apparatus, | 1744% ad val. 
instruments ober than laboratory), and devices, finished or un- 
finished, wholly or in chief value of metal. 
353 | Cordage machines having as an essential feature an electrical element | 20% ad val. 
or device, finished or unfinished, wholly or in chief value of metal, 
and not specially provided for. 
353 | Tobacco cutting machines and industrial cigarette making machines, | 2244% ad val. 
having as an essential feature an electrical element or device, finished 
or unfinished, wholly or in chief value of metal, and not specially 
provided for. 
353 | Machines for packaging pipe tobacco, machines for wrapping cigarette | 174% ad val. 
packages, and machines for wrapping candy; combination candy 
cutting and wrapping machines; all the foregoing having as an 
essential feature an electrical element or device, finished or un- 
nian wholly or in chief value of metal, and not specially pro- 
ded for. 
353 | Internal-combustion engines having as an essential feature an elec- 
| trical element or device, finished or unfinished, wholly or in chief 


(d) Sch 


value of metal, and not specially provided for: “United Sta 


ID BINA danad wo nd ddae ace wedede suk -dibisdgeawdeineketpe 1744% ad val Tariff Act 
Other than carburetor type: 1930, Paragre 
Horizontal type, weighing not over five thousand pounds | 1744% ad val acne 


each. 
Other than horizontal type, weighing not over two thousand | 174% ad val. 
five hundred pounds each. 

353 | Electrical s' ing, radio, welding, and ignition apparatus, instru- | 25% ad val. 
ments (other than laboratory), and devices; electrical generators, 
transformers, converters, double current and motor generators, 
dynamotors, and all other articles suitable for producing, rectify- 
ing, modifying, controlling, or distributing electrical energy, and 
articles pt as an essential feature an electrical element or evice, 
such as electric motors, locomotives, portable tools, furnaces, heat- 
ers, ovens, refrigerators, and signs (except telephone, wiring, diag- 
nostic, and therapeutic apparatus, instruments, and devices, pri- 
mary cells, flashlights, switches, switch gear, fans, blowers, washing 
machines, and machines not herein provided for by name which 
would be dutiable under paragraph 372 of the Tariff Act of 1930 if of 
a kind which could be designed to operate without such electrical 
element or device, and except articles of a class or kind with respect 
to which United States import duties have been reduced or bound 
against increase pursuant to any Agreement heretofore concluded 
under section 350 of such Act, as amended); all the foregoing, not 
specially provided for, finished or unfinished, wholly or in chief 
value of metal, and not provided for heretofore in any item num- 
bered 353 in this Schedule 

353 | Machines having as an essential feature an electrical element or device 274% ad val. 
and which would be dutiable under paragraph 372 of the Tariff Act 
of 1930 if of a kind which could be designed to operate without such 
electrical element or device (except articles of a class or kind with 
respect to which United States import duties have been reduced or 
bound against increase pursuant to any be ae heretofore con- 
cluded under section 350 of such Act, as amended); all the foregoing, 
not specially provided for, finished or unfinished, iSpy or in chief 
value of metal, and not provided for heretofore ‘in any item num- 
bered 353 in this Schedule, 

353 | Parts, not specially provided for, finished or unfinished, wholly or in 

chief value of metal, of any articles provided for in any numbered 
353 in this Schedule, shall be dutiable at the same rate of duty as the 
articles of which they are parts.” 


(e) Sch 


“United Sta 
Tariff Act « 
1930, Paragra 





(b) Schedule annexed to Canadian agreement: 


“United States 
Tariff Act of Description of Article Rate of Duty 
1930, Paragraph 








353 | Washing machines, having as an essential feature an electrical ele- | 17}4% ad val. 
ment or device, and parts thereof; any of the aS finished or 
entantet, wholly or in chief value of metal, an Shot. specially 
prov for. 
353 — stoves and ranges, having as an essential feature an electrical | 1744¢% ad val. 
element, and —_ thereof; any of the foregoing, finished or 
seal wholly or in chief value of metal, and not specially 
provided for. 
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(c) Schedule annexed to Swiss agreement: 


“Tinited States 
Tariff Act of Description of Article Rate of Duty 
1930, Paragraph 


20% ad val. 


353 | Testing machines for determining the strength of materials or articles 
| in tension, compression, torsion, or shear, having as an essential 
| feature an electrical element or device, and parts thereof; any of the 

foregoing, finished or unfinished, wholly or in chief value of metal, 
and not specially provided for. | 

353 | Steam boilers operating with water under forced circulation at a rate | 20% ad val. 

of circulation at least 8 times the rate of evaporation, and having 

combustion chambers designed for a working pressure exceeding 

30 pounds absolute to the square inch, having as an essential 

feature an electrical element or device, and parts thereof; any of 

the foregoing, finished or unfinished, wholly or in chief value of 

metal, and not specially provided for. 


(d) Schedule annexed to Swedish agreement: 
“United tates | 


Tariff Act of Description of Article 
1930, Paragrapt 


Rate of Duty 


353 | Calculating machines specially constructed for multiplying and divid- | 25% ad val, 
| ing, having an electric motor as an essential feature, and parts 
thereof; any of the foregoing, finished or unfinished, wholly or in 

| chief value of metal, and not specially provided for. | 


(e) Schedule annexed to Netherlands agreement: 


“United States 
Tariff Act of Description of Article | Rate of Duty 
1930, Paragraph | 


353 | Electrical X-ray apparatus, instruments (other than laboratory), and | 174% ad val. 
| devices, and parts thereof; any of the foregoing, finished or un- 
finished, wholly or in chief value of metal, and not specially provided 

for. 





42493—54—pt. 1——_89 
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APPENDIX 24 
GENERAL AGREEMENT ON TARIFF AND TRADE—TaRIFF Rate Repvuctions 


Subject matter of appendiz.—The United States schedule of tariff concessions 
annexed to the General Agreement on Tariff and Trade negotiated and signed at 
Geneva on October 30, 1947, which shows Tariff Act paragraph 353 electrical 
items with respect. to which reductions were negotiated and the new rates which 
became effective on January 1, 1948 (61 (5) Stat. A1205-06)). 





“Tariff Act of 
1930, Para- Description of Products Rate of Duty 


graph 











353 | Electrical apparatus, instruments (other than laboratory), and de- 
vices, finished or unfinished, wholly or in chief value of metal and 
not s lly provided for: 
Telegraph (inclu printing and typewriting), telephone, and | 1744 ad val. 
therapeutic (including diagnostic). 
Signaling, radio, welding, and ignition_..................-.......- 15% ad val. 
OT 6 dt pirntiwaite nel ia iatsn tron Sie Pan eeeeeewnsbenssnetavensdneh wan 10% ad val. 
$53 | Articles suitable for producing, rectifying, modifying, controlling. 
or distributing electrical energy, and articles having as an essential 
feature an electrical element or device, such as electric motors, fans, 
locomotives, portable tools, furnaces, heaters, ovens, ranges, wash- 
ing machines, refrigerators, and signs; all the foregoing (not in- 
cluding electrical wiring apne, instruments, and devices), 
finished or unfinished, wholly or in chief value of metal, and not 
specially provided for: 
Switches and switch: which are not wiring apparatus, instru- | 174% ad val. 
ments, or devices; fans; blowers; and washing machines. 
Machines for packaging pipe tobacco; machines for wrapping | 10% ad val. 
cigarette packages; machines for wrapping candy; combination 
candy cutting and wrapping machines; and cooking stoves and 
ranges. 
Internal-combustion engines: 
ek, a ere 10% ad val. 
Other, of the horizontal type and weighing not over 5,000 | 10% ad val. 
pounds each, or not of the horizontal type and weighing not 
over 2,500 pounds each. 
Other articles (except machines for determining the strength | 15% ad val. 
of materials or articles in tension, compression, torsion, or 
shear; flashlights; batteries; vacuum cleaners; and internal- 
combustion engines). 


353 Parts, finished or unfinished, wholly or in chief value of metal, | The same rate 
not specially provided for, of art provided for in any item of duty as 
353 of this Part. the articles of 
which they are 
parts.” 





APPENDIX 25 


Annecy ScuepuLes, GENERAL AGREEMENT ON TARIFF AND TRADE-TARIFF 
REDUCTIONS 


Subject matter of appendiz.—That portion of United States schedule XX, 
part I, included in the Annecy Schedules of Tariff Concessions, which shows the 
addition of one Tariff Act paragraph 353 electrical item to other items already 
covered by the General Agreement concessions, and the new rate of duty appli- 
cable thereto (64 Stat., pt. 3 at p. B 353): 





“Tariff Act 
of 1930, Description of Products Rate of Duty 


paragraph 





353 | Articles having as an essential feature an electrical element or device, 
and parts thereof, all the foregoing, finished or unfinished, wholly 
or in chief value of metal, and not specially provided for: 
Internal-combustion engines (except uretor isp). of the | 1744% ad val.” 
horizontal type and weighing over 5,000 pounds , or not of 
the horizontal type and weighing over 2,500 pounds each, and 
parts of the foregoing. 
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APPENDIX 26 


Torquay ScHEDULES, GENERAL AGREEMENT ON TARIFF AND TRADE—RaTE 
REDUCTIONS 


Subject matter of appendiz.—Excerpts from a table appearing in Department of 
State Publication 4209, Commercial Policy Series 135, released May 1951 (Analysis 
of Torquay Protocol of Accession, Schedules and Related Documents) which shows 
the Tariff Act paragraph 353 electrical items upon which the United States made 
concessions at at Torquay and the new rates thereon (pp. 399-400) : 


Rate of Duty 


“Tariff pe en ere ene 
paragraph Commodity Description Dader 
Jan.1,1951| Torquay 
Agreement 

353 | Transformers and Parts... aie 15% 12144%. 
Radio apparatus and parts-_. 15% 124%. 
Sockets, attachment plugs, and switches not over 10 amperes, cut- | 35% 1744%. 

outs, and fuses not over 30 amperes, and other wiring devices such 
as are used in house wiring. | 
Electrical goods and parts, nes, including signaling, welding, igni- | 15% | 12144% 
tion apparatus, instruments (other than laboratory), and devices. 
X-ray apparatus and parts (except X-ray tubes) _ _-. 10% ...| 84%. 
Articles having as an essential features an electrical element or | 
device, nspf: | 
Motors: Stationary, railway, vehicle, and other, nes Parts of 15% | 12144% 
15% | 1244%. 
Internal combustion engines, carburetor type, and parts 10% 834%. 
353 | Electric furnaces, heaters and ovens, and parts_. 15% | 121447 
Batteries, other than storage 35% | 173 6% 
Steam boilers operating with water under forced circulation at least | 15% | 1334% 
8 times the rate of evaporation, etc., and parts. 

Television apparatus and parts (except cameras) - 15% 124%. 

Calculating machines and parts specially constructed for multlply- | 15% | 124% 
ing and dividing, nspf. | 

‘Other’ machines and parts which would be dutiable under par. 372 | 15% ' 1334%. 
if of a kind which could be designed to operate without such elec- | 
trical element or feature. | 

‘Other’ and parts, such as locomotives, portable tools, refrigerators | 15%--.-- 13%%."" 
and signs. | 





APPENDIX 27 


Unirep SrateEs—SwiTrzERLAND TRADE AGREEMENT—Most Favorep Nation 
CLAUSE 


Subject matter of appendix.—The ‘‘most favored nation’ clause in the United 
States—Switzerland bilateral trade agreement effective June 6, 1936 (agreement 
article X, 49 Stat. at pp. 3923-24): 


“ARTICLE X 


“The United States of America and Switzerland agree to grant each other 
unconditional and unrestricted most-favored-nation treatment in all matters 
concerning customs duties and charges of every kind and in the method of levying 
duties and, further, in all matters concerning the rules, formalities and charges 
imposed in connection with the clearing of goods through the customs, and with 
respect to all laws or regulations affecting the sale or use of imported goods within 
the country. 

‘Accordingly, natural or manufactured products having their origin in the 
United States of America or Switzerland shall in no case be subject in the other 
country, in regard to the matters referred to above, to any duties, taxes or charges 
other or higher, or to any rules or formalities other or more burdensome, than 
those to which the like products having their origin in any third country are or 
may hereafter be subject. 

“Similarly, natural or manufactured products exported from the territory of 
the United States of America or Switzerland and consigned to the territory of the 
other country shall in no case be subject, with respect to exportation and in 
regard to the above-mentioned matters, to any duties, taxes or charges other or 
higher, or to any rules or formalities other or more burdensome, than those to 
which the like products when consigned to any third country are or may hereafter 
be subject. 
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“Any advantage, favor, privilege or immunity which has been or may here- 
after be granted by the United States of America or Switzerland, in regard to the 
above-mentioned matters, to a natural or manufactured product originating in 
any third country or consigned to the territory of any third country, shall be 
accorded immediately and without compensation to the like product originating 
in or consigned to the territory of Switzerland or the United States of America, 
respectively.” 





APPENDIX 28 


GENERAL AGREEMENT ON TARIFF AND TrapE—Most Favorep Nation CLause 


Subject matter of appendix 28.—Article I (1) of the General Agreement on Tariff 
and Trade signed at Geneva on October 10, 1947. This is the basic ‘most 
favored nation’”’ clause in the agreement (61 Stat., pt. 5 at p. A12): 


“Part I 


“ARTICLE I-—GENERAL MOST-FAVORED-NATION TREATMENT 


“1, With reanees to customs duties and charges of any kind imposed on or in 
connection with importation or exportation or imposed on the international 
transfer of payments for imports or exports, and with respect to the method of 
levying such duties and charges, and with respect to all rules and formalities in 
connection with importation and exportation, and with respect to all matters 
referred to in paragraphs 1 and 2 of Article III any advantage, favour, privilege 
or immunity granted by any contracting party to any product originating in or 
destined for any other country shall be accorded immediately and unconditionally 
to the like product originating in or destined for the territories of all other contrac- 
ting parties.” 

Nore 1.—Excluded from most favored nation treatment by Article I (2 and 3) 
are certain preferential duties then in effect between, for example, parts of the 
British Empire, the United States and the Philippines, members of customs 
unions, ete. 

Nore 2.—Paragraphs 1 and 2 of Article III, referred to in the text relate to 
treatment on internal taxation and require that no preferential internal taxes be 
set up and that imported products be treated no less favorably than domestic 
products with respect to such taxes. 








AprENpDIx 29 
Tarrrr Act or 1930, Section 303 


Subject matter of appendix.—Section 303 of the Tariff Act of 1930 (June 17, 
1930, C. 497, title UL sec. 303, 46 Stat. 687; 19 U. 8. C. 1303) which authorizes 
the Secretary of the Treasury to impose ‘countervailing duties’’ of where the 
country of origin or export of the products involved pays or bestows bounties or 
grants on their manufacture, production or export (46 Stat. 687, Sec. 303): 

‘Whenever any country, dependency, colony, province, or other political sub- 
division of government, person, partnership, association, cartel, or corporation 
shall pay or bestow, directly or indirectly, any bounty or grant upon the manu- 
facture or production or export of any article or merchandise manufactured or 
produced in such country, dependency, colony, province, or other political sub- 
division of government, and such article or merchandise is dutiable under the 
provisions of this Act, then upon the importation of any such article or merchan- 
dise into the United States, whether the same shall be imported directly from the 
country of production or otherwise, and whether such article or merchandise is 
imported in the same condition as when exported from the country of production 
or has been changed in condition by remanufacture or otherwise, there shall be 
levied and paid, in all such cases, in addition to the duties otherwise imposed by 
this Act, an additional duty eaual to the net amount of such bounty or grant, 
however the same be paid or bestowed. The Secretary of the Treasury shall from 
time to time ascertain and determine, or estimate, the net amount of each such 
bounty or grant, and shall declare the net amount so determined or estimated. 
The Secretary of the Treasury shall make all regulations he may deem necessary 
for the identification of such articles and merchandise and for the assessment and 
collection of such additional duties.” 
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ApPpENDIx 30 
TarirF Act or 1930, SecrTion 336 


Subject matter of appendix.—Section 336 of the Tariff Act of 1930 (June 17, 
1930, c. 497, title ITI, sec. 336, 46 Stat. 701; 19 U. 8S. C. 1336) which provides a 
procedure for increasing or decreasing tariff rates in order to equalize foreign and 
domestic costs of production. This procedure does not apply to tariff rates on 
articles which are the subject of trade agreement concession (46 Stat. 701 quoted): 


“BQUALIZATION OF COSTS OF PRODUCTION 


(a) CHANGE OF CLASSIFICATION OR Dutres.—In order to put into force and 
effect the policy of Congress by this Act intended, the commission (1) upon 
request of the President, or (2) upon resolution of either or both Houses of Con- 
gress, or (3) upon its own motion, or (4) when in the judgment of the commission 
there is good and sufficient reason therefor, upon application of any interested 
party, shall investigate the differences in the costs of production of any domestic 
article and of any like or similar foreign article. In the course of the investigation 
the commission shall hold hearings and give reasonable public notice thereof, and 
shall afford reasonable opportunity for parties interested to be present, to produce 
evidence, and to be heard at such hearings. The commission is authorized to 
adopt such reasonable procedure and rules and regulations as it deems necessary 
to execute its functions under this section. The commission shall report to the 
President the results of the investigation and its findings with respect to such 
differences in costs of production. If the commission finds it shown by the 
investigation that the duties expressly fixed by statute do not equalize the differ- 
ences in the costs of production of the domestic article and the like or similar 
foreign article when produced in the principal competing country, the commission 
shall specify in its report such increases or decreases in rates of duty expressly 
fixed by statute (including any necessary change in classification) as it finds shown 
by the investigation to be necessary to equalize such differences. In no case 
shall the total increase or decrease of such rates of duty exceed 50 per centum of 
the rates expressly fixed by statute. 

“(b) CHANGE TO AMERICAN SELLING Price.—lIf the Commission finds upon any 
such investigation that such differences can not be equalized by proceeding as 
hereinbefore provided, it shall so state in its report to the President and shall 
specify therein such ad valorem rates of duty based upon the American selling 
price (as defined in section 402 (g)) of the domestic article, as it finds shown by 
the investigation to be necessary to equalize such differences. In no case shall 
the total decrease of such rates of duty exceed 50 per centum of the rates expressly 
fixed by statute, and no such rate shall be increased. 

“(e) PROCLAMATION BY. THE PRESIDENT.—The President shall by proclamation 
approve the rates of duty and changes in classification and in basis of value 
specified in any report of the commission under this section, if in his judgment 
such rates of duty and changes are shown by such investigation of the commission 
to be necessary to equalize such differences in costs of production. 

“(d) Errective Date or Rates ann CuHancres.—Commencing thirty days 
after the date of any presidential proclamation of approval the increased or 
decreased rates of duty and changes in classification or in basis of value specified 
in the report of the commission shall take effect. 

“(e) ASCERTAINMENT OF DIFFERENCES IN Costs oF PropucTion.—In ascer- 
taining under this section the differences in costs of production, the commission 
shall take into consideration, insofar as it finds it practicable: 

(1) IN THE CASE OF A DOMESTIC ARTICLE.—(A) The cost of production as 
hereinafter in this section defined; (B) transportation costs and other costs 
incident to delivery to the principal market or markets of the United States 
for the article; and (C) other relevant factors that constitute an advantage 
or disadvantage in competition. 

(2) IN THE CASE OF A FOREIGN ARTICLE.—(A) The cost of production as 
hereinafter in this section defined, or, if the commission finds that such cost 
is not readily ascertainable, the commission may accept as evidence thereof, 
or as supplemental thereto, the weighted average of the invoice prices or values 
for a representative period and/or the average wholesale selling price for a 
representative period (which price sball be that at which the article is freely 
offered for sale to all purchasers in the principal market or markets of the 
principal competing country or countries in the ordinary course of trade 
and in the usual wholesale quantities in such market or markets); (B) trans- 
portation costs and other costs incident to delivery to the principal market 
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or markets of the United States for the article; (C) other relevant factors 
that constitute an advantage or disadvantage in competition, including 
advantages granted to the foreign producers by a government, person, 
partnership, corporation, or association in a foreign country. 

“(f) MopiricaTion or CHANGEs IN Dury.—Any increased or decreased rate 
of duty or change in classification or in basis of value which has taken effect as 
above provided may be modified or terminated in the same manner and subject 
to the same conditions and limitations (including time of taking effect) as is 
provided in this section in the case of original increases, decreases, or changes. 

“(g) Pronipirion AGAINST TRANSFEKS FROM THE F REx List TO THE DUTIABLE 
List 0% From tae DutiaB_e List To THE Free List.—Nothing in this section 
shall be construed to authorize a transfer of an article from the dutiable list to 
the free list or from the free list to the dutiable list, nor a change in form of duty. 
Whenever it is provided in any paragraph of Title I of this Act, or in any amenda- 
tory Act, that the duty or duties shall not exceed a specified ad valorem rate vpon 
the articles provided for in such paragraph, no rate determined under the provisions 
of as section upon such articles shall exceed the maximum ad valorem rate so 
specified. 

“(h) Derinitions.—For the purpose of this section— 

(1) The term ‘domestic article’ means an article wholly or in part the 
growth or product of the United States; and the term ‘foreign article’ means 
an article wholly or in part the growth or product of a foreign country. 

(2) The term ‘United States’ includes the several States and Territories 
and the District of Columbia. 

(3) The term ‘foreign country’ means any empire, country, dominion, 
colony, or protectorate, or any subdivision or subdivisions thereof (other than 
the United States and its possessions). 

(4) The term ‘cost of production,’ when applied with respect to either a 
domestic article or a foreign article, includes, for a period which is representa- 
tive of conditions in production of the article: (A) The price or cost of ma- 
terials, labor costs, and other direct charges incurred in the production of the 
article and in the processes or methods employed in its production; (B) the 
usual general expenses, including charges for depreciation or depletion which 
are representative of the equipment and property employed in the production 
of the article and charges for rent or interest which are representative of the 
cost of obtaining capital or instruments of production; and (C) the cost of 
containers and coverings of whatever nature, and other costs, charges, and 
expenses incident to placing the article in condition packed ready for delivery. 

“(i) RuLes AND REGULATIONS OF PREsIDENT.—The President is authorized to 
make all needful rules and regulations for carrying out his functions under the 
provisions of this section. 

“(j) Ru_es anp ReGuLations or Secretary oF TREAsuRY.—The Secretary 
of the Treasury is authorized to make such rules and regulations as he may deem 
necessary for the entry and declaration of foreign articles of the class or kind of 
articles with respect. to which a change in basis of value has been made under the 
provisions of subdivision (b) of this section, and for the form of invoice required 
at time of entry. 

“(k) INVESTIGATIONS Prior TO ENACTMENT or Act.—All uncompleted investi- 

tions instituted prior to the approval of this Act under the provisions of section 
B15 of the Tariff Act of 1922, including investigations in which the President has 
not proclaimed changes in classification or in basis of value or increases or decreases 
in rates of duty, shall be dismissed without prejudice; but the information and 
evidence secured by the commission in any such investigation may be given due 
consideration in any investigation instituted under the provisions of this section.”’ 





AppEND1x 31 


Tarirr Act or 1930, Secrion 337 


Subject matter of appendir.—-Section 337 of the Tariff Act of 1930 (June 17, 1930, 
c. 497, title III, sec. 337, 46 Stat. 703; 19 U. 8. C. 1337) which authorizes the 
President to impose additional duties on products in the importation or sale of 
which the owner, importer, etc., is found to have engaged in unfair competition 


the effect of which is to destroy or substantially injure domestic industry (46 
Stat. 703): 
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‘‘CNFAIR PRACTICES IN IMPORT TRADE 


“(a) Unratink Metuops or ComprtTimon DecitarEpD UNLawrvi.—Unfair 
methods of competition and unfair acts in the importation of articles into the 
United States, or in their sale by the owner, importer, consignee, or agent of 
either, the effect or tendency of which is to destroy or substantially injure an 
industry, efficiently and economically operated, in the United States, or to prevent 
the establishment of such an industry, or to restrain or monopolize trade and com- 
merce in the United States, are hereby declared unlawful, and when found by 
the President to exist shall be dealt with, in addition to anv other nrovisions of 
law, as hereinafter provided. 

“(b) INVESTIGATIONS OF VIOLATIONS BY CommIssion.—To assist the President 
in making any decisions under this section the commission is hereby authorized 
to investigate any alleged violation hereof on complaint under oath or upon its 
initiative. 

‘(¢) HEARINGS AND REview.—The commission shall make such investigation 
under and in accordance with such rules as it may promulgate and give such 
notice and afford such hearing, and when deemed proper by the commission 
such rehearing, with opportunity to offer evidence, oral or written, as it may deem 
sufficient for a full presentation of the facts involved in such investigation. The 
testimony in every such investigation shall be reduced to writing, and a transcript 
thereof with the findings and recommendation of the commission shall be the 
official record of the proceedings and findings in the case, and in any case where 
the findings in such investigation show a violation of this section, a copy of the 
findings shall be promptly mailed or delivered to the importer or consignee of 
such articles. Such findings, if supported by evidence, shall be conclusive, except 
that a rehearing may be granted by the commission and except that, within such 
time after said findings are made and in such manner as appeals may be taken 
from decisions of the United States Customs Court, an appeal may be taken from 
said findings upon a question or questions of law only to the United States Court 
of Customs and Patent Appeals by the importer or consignee of such articles. If 
it shall be shown to the satisfaction of said court that further evidence should 
be taken, and that there were reasonable grounds for the failure to adduce such 
evidence in the proceedings before the commission, said court may order such 
additional evidence to be taken before the commission in such manner and upon 
such terms and conditions as to the court may seem proper. The commission 
may modify its findings as to the facts or make new findings by reason of addi- 
tional evidence, which, if supported by evidence, shall be conclusive as to the 
facts except that within such time and in such manner an appeal may be taken 
as aforesaid upon a question or questions of law only. The judgment of said 
court shall be final. 

“(d) TRANSMISSION OF FINDINGS TO PREstpENT.—The final findings of the 
commission shall be transmitted with the record to the President. 

“(e) ExcLusion or ArtTICLES From Entrry.—Whenever the existence of any 
such unfair method or act shall be established to the satisfaction of the President 
he shall direct that the articles concerned in such unfair methods or acts, imported 
by any person violating the provisions of this Act, shall be excluded from entry 
into the United States, and upon information of such action by the President, the 
Secretary of the Treasury shall, through the proper officers, refuse such entry. 
The decision of the President shall be conclusive. 

“(f) Enrry UnpER Bonp.——Whenever the President has reason to believe that 
any article is offered or sought to be offered for entry into the United States in 
violation of this section but has not information sufficient to satisfy him thereof, 
the Secretary of the Treasury shall, upon his request in writing, forbid entry 
thereof until such investigation as the President may deem necessary shall be 
completed; except that such articles shall be entitled to entry under bond pre- 
scribed by the Secretary of the Treasury. 

“(g) CONTINUANCE OF ExcLusion.—Any refusal of entry under this section 
shall continue in effect until the President shall find and instruct the Secretary of 
the Treasury that the conditions which led to such refusal of entry no longer exist. 

“(h) Derrnition.—When used in this section and in sections 338 and 340, the 
term ‘United States’ includes the several States and Territories, the District of 
Columbia, and all possessions of the United States except the Philippine Islands, 
the Virgin Islands, American Samoa, and the island of Guam.” 
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Note the coating addition to the above section by July 2, 1940, c. 515, 54 
Stat. 724 (19 U. 8. C. 1337a): 


“AN ACT To limit the importation of products made, produced, processed, or mined under process 
covered by unexpired valid United States patents, and for other purposes. 

‘Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the importation hereafter for use, sale, or 
exchange of a product made, produced, processed, or mined under or by means of 
a process covered by the claims of any unexpired valid United States letters patent, 
whether issued heretofore or hereafter, shall have the same status for the purposes 
of section 337 of the Tariff Act of 1930 as the importation of any product or article 
covered by the claims of any unexpired valid United States letters patent.” 


AppENDIx 32 


Tarirr Act or 1930, Section 338 


Subject matter of appendix.—Section 338 of the Tariff Act of 1930 (June 17, 
1930, c. 497, title ITI, sec. 338, 46 Stat. 704; 19 U. 8. C. 1338) which authorizes the 
President to proclaim additional duties with respect to products of foreign coun- 
tries which impose discriminatory laws, charges, etc., against U. 8S. products; and 
a similar provision of the Act of 1890 which is still in force (Aug. 30, 1890, c. 839, 
sec. 5, 26 Stat. 415; 19 U.S. C. 181): 

(a) Section 338 of Tariff Act of 1930: 


“DISCRIMINATION BY FOREIGN COUNTRIES 


“(a) AppITroNAL Dutims.—The President when he finds that the public in- 
terest will be served thereby shall by proclamation specify and declare new or 
additional duties as hereinafter provided upon articles wholly or in part the growth 
or product of, or imported in a vessel of, any foreign country whenever he shall 
find as a fact that such country— 

“(1) Imposes, directly or indirectly, upon the disposition in or transporta- 
tion in transit through or reexportation from such country of any article 
wholly or in part the growth or product of the United States any unreasonable 
charge, exaction, regulation, or limitation which is not equally enforced upon 
the like articles of every foreign country; or 

(2) Discriminates in fact against the commerce of the United States, 
directly or indirectly, by law or administrative regulation or practice, by or 
in respect to any customs, tonnage, or port duty, fee, charge, exaction, 
classification, regulation, condition, restriction or prohibition, in such manner 
as to place the commerce of the United States at a disadvantage compared 
with the commerce of any foreign country. 

“(b) Exciuston From Importation.—lIf at any time the President shall find 
it to be a fact that any foreign country has not only discriminated against the 
commerce of the United States, as aforesaid, but has, after the issuance of a 
proclamation as authorized in subdivision (a) of this section, maintained or 
increased its said discriminations against the commerce of the United States, the 
President is hereby authorized, if he deems it consistent with the interests of the 
United States, to issue a further proclamation directing that such products of 
said country or such articles imported in its vessels as he shall deem consistent 
iw the public interests shall be excluded from importation into the United 

tates. 

“(c) APPLICATION OF ProcLaMaTION.—Any proclamation issued by the 
President under the authority of this section shall, if he deems it consistent with 
the interests of the United States, extend to the whole of any foreign country or 
may be confined to any subdivision or subdivisions thereof; and the President 
shall, whenever he deems the public interests require, suspend, revoke, supple- 
ment, or amend any such proclamation. 

“«(d) Duties To OrrsetT ComMERCIAL DisaDVANTAGES.— Whenever the Presi- 
dent shall find as a fact that any foreigh country places any burden or disadvantage 
upon the commerce of the United States by any of the unequal impositions or 
discriminations aforesaid, he shall, when he finds that the public interest will be 
served thereby, by proclamation specify and declare such new or additional rate 
or rates of duty as he shall determine will offset such burden or disadvantage, not 
to exceed 50 per centum ad valorem or its equivalent, on any products of, or on 
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articles imported in a vessel of, such foreign country; and thirty days after the 
date of such proclamation there shall be levied, collected, and paid upon the article 
enumerated in such proclamation when imported into the United States from such 
foreign country such new or additional rate or rates of duty; or, in case of articles 
declared subject to exclusion from importation into the United States under the 
provisions of subdivision (b) of this section, such articles shall be excluded from 
importation. 

“(e) Duties To OrrsetT BENEFITS TO THtRD Country.— Whenever the Presi- 
dent shall find as a fact that any foreign country imposes any unequal imposition 
or discrimination as aforesaid upon the commerce of the United States, or that 
any benefits accrue or are likely to accrue to any industry in any foreign country 
by reason of any such imposition or discrimination imposed by any foreign country 
other than the foreign country in which such industry is located, and whenever 
the President shall determine that any new or additional rate or rates of duty or 
any prohibition hereinbefore provided for do not effectively remove such imposi- 
tion or discrimination and that any benefits from any such imposition or discrimin- 
ation accrue or are likely to accrue to any industry in any foreign country, he shall 
when he finds that the public interest will be served thereby, by proclamation 
specify and declare such new or additional rate or rates of duty upon the articles 
wholly or in part the growth or product of any such industry as he shall determine 
will offset such benefits, not to exceed 50 per centum ad valorem or its equivalent, 
upon importation from any foreign country into the United States of such articles; 
and on and after thirty days after the date of any such proclamation such new or 
additional rate or rates of duty so specified and declared in such proclamation 
shall be levied, collected, and paid upon such articles. 

“(f) Forrerrvre or ArticiEes.—All articles imported contrary to the provi- 
sions of this section shall be forfeited to the United States and shall be liable to 
be seized, prosecuted, and condemned in like manner and under the same regu- 
lations, restrictions, and provisions as may from time to time be established for 
the recovery, collection, aistribution, and remission of forfeitures to the Unitea 
States by the several revenue laws. Whenever the provisions of this Act shall 
be applicable to importations into the United States of articles wholly or in part 
the growth or product of any foreign country, they shall be applicable thereto 
whether such articles are imported directly or indirectly. 

““(¢) ASCERTAINMENT BY COMMISSION OF DiscrIMINATIONS.—It shall be the 
duty of the commission to ascertain and at all times to be informed whether any 
of the discriminations against the commerce of the United States enumerated in 
subaivisions (a), (b), and (e) of this section are practiced by any country; and 
if and when such discriminatory acts are disclosed, it shall he the duty of the 
commission to bring the matter to the attention of the President, together with 
recommendations. 

“(h) Runes anp REecvuLations or Secretary oF TrEAsSURY.—The Secretary 
of the Treasury with the approval of the President shall make such rules and 
regulations as are necessarv for the execution of such proclamations as the Presi- 
dent may issue in accordance with the provisions of this section. 

“d) Dxrintt1on.—When used in this section the term ‘foreign country’ means 
any empire, country, dominion, colony or protectorate, or any subdivision or 
subdivisions thereof (other than the United States and its possessions), within 
which separate tariff rates or separate regulations of commerce are enforced.” 

(b) Section 5 of Act of 1890 (19 U.S. C. 181 quoted): 

“EXCLUSION OF IMpoRTS From CountTrRIrs MAKING DiscRIMINATIONS.—When- 
ever the President shall be satisfied that unjust discriminations are made by or 
under the authority of any foreign state against the importation to or sale in such 
foreign state of any product of the United States, he may direct that such products 
of such foreign state so discriminating against any product of the United States 
as he may deem proper shall be excluded from importation to the United States; 
and in such ease he shall make proclamation of his direction in the premises, and 
therein name the time when such direction against importation shall take effect, 
and after such date the importation of the articles named in such proclamation 
shall be unlawful. The President may at any time revoke, modify, terminate, 
or renew any such direction as, in his opinion, the public interest may require.” 
(Aug. 30, 1890, c. 839, § 5, 26 Stat. 415.) 
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APPENDIX 33 
Tarirr Act or 1930, Sections 516 a-B 


Subject matter of appendiz.—Sections 516 (a) and (b) of the Tariff Act of 1930 
as amended (June 17, 1930, e. 497, title 1V, sec. 516a, 46 Stat. 735;.19 U. S. C. 
1516a; and June 25, 1938, c. 579, sec. 17a, 52 Stat. 1084; 19 U. 8. C. 1516b) 
which prescribe a procedure whereby American producers may protest declared 
values which they feel to be too low and to appeal from and protest classifications 
and rate of duty which they feel to be improper: 

(a) Act f 1930, section 516a: 


“APPEAL OF PROTEST BY AMERICAN PRODUCERS 


“(a) VaLur.— Whenever an American manufacturer, producer, or wholesaler 
believes that the appraised value of any imported merchandise of a class or kind 
manufactured, produced, or sold at wholesale by him is too low, he may file with 
the Secretary of the Treasury a complaint setting forth the value at which he 
believes the merchandise should be appraised and the facts upon which he bases 
his belief. The Secretary shall thereupon transmit a copy of such complaint to 
the appraiser at each port of entry where the merchandise is usually imported. 
Until otherwise directed by the Secretary, the appraiser shall report each subse- 
quent importation of the merchandise giving the entry number, the name of the 
importer, the appraised value, and his reasons for the appraisement. If the 
Secretary does not agree with the action of the appraiser, he shall instruct the 
collector to file an appeal for a reappraisement as provided in section 501 of this 
Act, and such manufacturer, saaeeaat or wholesaler shall have the right to 
appear and to be heard as a party in interest under such rules as the United States 

ustoms Court may prescribe. The Secretary shall notify such manufacturer, 
producer, or wholesaler of the action taken by such appraiser, giving the port of 
entry, the entry number, and the appraised value of such merchandise and the 
action he has taken thereon. If the appraiser advances the centered value of 
merchandise upon the information furnished by the American manufacturer, 
producer, or wholesaler, and an appeal is taken by the consignee, such manu- 
facturer, producer, or wholesaler shall have the right to appear and to be heard 
as a party in interest, under such rules as the United States Customs Court may 
prescribe. If the American manufacturer, producer, or wholesaler is not satisfied 
with the action of the Secretary, or the action of the appraiser thereon, he may 
file, within thirty days after the date of the mailing of the Secretary’s notice, an 
appeal for a reappraisement in the same manner and with the same effect as an 
appeal by a consignee under the provisions of section 501 of this Act”’ (p. 735). 

(b) Act of 1940, sections 17a-c: 

“(a) Subsection (b) of section 516 of the Tariff Act of 1930 (U. S. C., 1934 
edition, title 19, sec. 1516 (b)) is hereby amended to read as follows: 

(bh) CLASSIFICATION.— The Secretary of the Treasury shall, upon written 
request by an American manufacturer, producer, or wholesaler, furnish the 
classification of, and the rate of duty, if any, imposed upon, designated imported 
merchandise of a class or kind manufactured, produced, or sold at wholesale by 
him. If such manufacturer, producer, or wholesaler believes that the proper rate 
of duty is not being assessed, he may file a complaint with the Secretary, setting 
forth a description of the merchandise, the classification, and the rate or rates 
of duty he believes proper, and the reasons for bis belief. If the Secretary 
decides that. the classification of, or rate of duty assessed upon, the merchandise 
is not correct, he shall notify the collectors as to the proper classification and 
rate of duty and shall so inform the complainant, and such rate of duty shall 
be assessed upon all such merchandise entered for consumption or withdrawn 
from warehouse for consumption after thirty days after the date such notice to 
the collectors is published in the weekly Treasury Decisions. If the Secretary 
decides that the classification and rate of duty are correct, he shall so inform 
the complainant. If dissatisfied with the decision of the Secretary, the com- 
plainant may file with the Secretary, not later than thirty days after the date 
of such decision, notice that he desires to protest the classification of, or rate 
of duty upon, the merchandise. Upon receipt of such notice from the 
complainant, the Secretary shall cause publication to made of his decision as 


to the proper classification and rate of duty and of the complainant’s desire to 
protest, and shall thereafter furnish the complainant with such information as 
to the entries and consignees of such merchandise, entered after the publication 
of the decision of the Secretary at the port of entry designated by the complaint 
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in his notice of desire to protest, as will enable the complainant to protest the 
classification of, or rate of duty imposed upon, such merchandise in the liquida- 
tion of such an entry at such port. The Secretary shall direct the collector at 
such port to notify such complainant immediately when the first of such entries 
is liquidated. Within thirty days after the date of mailing to the complainant 
of notice of such liquidation, the complainant may file with the collector at such 
port a protest in writing setting forth a description of the merchandise and the 
classification and rate of duty he believes proper. Notwithstanding such protest 
is filed, merchandise of the character covered by the published decision of the 
Secretary, when entered for consumption or withdrawn from warehouse for 
consumption on or before the date of publication of a decision of the United 
States Customs Court or of the United States Court of Customs and Patent 
Appeals, rendered under the provisions of subsection (c) of this section, not in 
harmony with the published decision of the Secretary, shall be classified and the 
entries liquidated in accordance with such decision of the Secretary, and, except 
as otherwise provided in this Act, the liquidations of such entries shall be final 
and conclusive upon all parties. If the protest of the complainant is sustained 
in whole or in part by a decision of the United States Customs Court or of the 
United States Court of Customs and Patent Appeals, merchandise of the char- 
acter covered by the published decision of the Secretary, which is entered for 
consumption or withdrawn from warehouse for consumption after the date of 
publication of such court decision, shall be subject to classification and assess- 
ment of duty in accordance with the final judicial decision on the complainant’s 
protest, and the liquidation of entries covering such merchandise so entered or 
withdrawn shall be suspended until final disposition is made of such protest, 
whereupon such entries shall be liquidated, or if necessary, reliquidated in ac- 
cordance with such final decision. Every proceeding arising under this subsection 
shall be given precedence over other cases on the dockets of the United States 
Customs Court and the United States Court of Customs and Patent Appeals, 
and shall be assigned for hearing and trial at the earliest practicable date and 
expedited in every way.’ 

“(b) The provisions of subsection (b) of section 516 of the Tariff Act of 1930, 
as amended by this Act, shall apply only in the case of complaints filed after 
the effective date of this Act. The provisions of subsection (b) of section 516 
of the Tariff Act of 1930, as in force prior to the effective date of this Act, shall 
continue in force with respect to any proceedings commenced by the filing of 
a complaint thereunder, except that upon the expiration of thirty days after 
the effective date of this Act, or upon the expiration of thirty days after the date 
of a decision of the Secretary adverse to the complainant, whichever is the later, 
any such proceedings in which a protest has not been duly filed shall be deemed 
to have been terminated unless the complainant shall have filed with the Secre- 
tary after the effective date of this Act a notice that he desires to protest the 
classification of, or rate of duty assessed upon, the merchandise. 

‘“*(e) 2 The provisions of subsection (b) of section 516 of the Tariff Act of 1930, 
as amended by this Act, shall not apply with respect to any article of a class or 
kind which is named or described in any obligation undertaken by the United 
States in a foreign trade agreement entered into under section 350 of the Tariff 
Act of 1930 (U.S. C., 1934 edition, title 19, sec. 1351).”’ 





APPENDIX 34 
Tue AntipumpIna Act or 1921 


Subject matter of appendiz.—The Antidumping Act of 1921 (May 27, 1921, c. 
14, sees. 201-212, 42 Stat. 11; 19 U. S. C. 160-172) which authorizes the imposi- 
tion of a special antidumping duty upon finding by the Secretary of the Treasury 
that a domestic industry is being injured by reason of the importation into the 
United States of a kind or class of foreign merchandise (42 Stat. 11): 

“Sec, 201. (a) That whenever the Secretary of the Treasury (hereinafter in 
this Act called the ‘Secretary’) after such investigation as he deems necessary, 
finds that an industry in the United States is being or is likely to be injured, or is 
prevented from being established, by reason of the importation into the United 


* Subsection (c) was repealed by the Trade Agreements Extension Act of 1951 (June 16, 1951, c. 141, Sec. 
9a, 65 Stat. 75). 





614 ‘STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


States of a class or kind of foreign merchandise, and that merchandise of such 
class or kind is being sold or is oe A be sold in the United States or elsewhere 
at less than its fair value, then he shall make such finding public to the extent he 
deems necessary, together with a description of the class or kind of merchandise 
to which it applies in such detail as may be necessary for the guidance of the ap- 
praising officers. 

“‘(b) Whenever, in the case of any imported merchandise of a class or kind as to 
which the Secretary has not so made public a finding, the appraiser or person 
acting as appraiser has reason to believe or suspect, from the invoice or other 
papers or from information presented to him, that the purchase price is less, or 
that the exporter’s sales price is less or likely to be less, than the foreign market 
value (or, in the absence of such value, than the cost of production) he shall 
forthwith, under regulations prescribed by the Secretary, notify the Secretary of 
such fact and withhold his appraisement report to the collector as to such mer- 
chandise until the further order of the Secretary, or until the Secretary has made 
public a finding as provided in subdivision (a) in regard to such merchandise. 


“SPECIAL DUMPING DUTY 


“Spc. 202. (a) That in the case of all imported merchandise, whether dutiable 
or free of duty, of a class or kind as to which the Secretary has made public a 
finding as provided in section 201, and as to which the eee or person acting 
as appraiser has made no appraisement report to the collector before such find- 
ing has been so made public, if the purchase price or the exporter’s sales price is 
less than the foreign market value (or, in the absence of such value, than the 
cost of production) there shall be levied, collected, and paid, in addition to the 
duties imposed thereon by law, a special dumping duty in an amount equal to 
such difference. 

“(b) If it is established to the satisfaction of the appraising officers that the 
amount of such difference between the purchase price and the foreign market 
value is wholly or partly due to the fact that the wholesale quantities, in which 
such or similar merchandise is sold or freely offered for sale to all purchasers for 
exportation to the United States in the ordinary course of trade, are greater than 
the wholesale quantities in which such or similar merchandise is sold or freely 
offered for sale to all purchasers in the principal markets of the country of exporta- 
tion in the ordinary course of trade for home consumption (or, if not so sold or 
offered for sale for home consumption, then for exportation to countries other 
than the United States), then due allowance shall be made therefor in determin- 
ing the foreign market value for the purposes of this section. 

“(c) If it is established to the satisfaction of the appraising officers that the 
amount of such difference between the exporter’s sales price and the foreign 
market value is wholly or partly due to the fact that the wholesale quantities, 
in which such or similar merchandise is sold or freely offered for sale to all pur- 
chasers in the principal markets of the United States in the ordinary course of 
trade, are greater than the wholesale quantities in which such or similar mer- 
chandise is sold or freely offered for sale to all purchasers in the principal markets 
of the country of exportation in the ordinary course of trade for home consump- 
tion (or, if not so sold or offered for sale for home consumption, then for exporta- 
tion to countries other than the United States), then due allowance shall be made 
therefor in determining the foreign market value for the purposes of this section. 


“PURCHASE PRICE 


“Sec. 203. That for the purposes of this title, the purchase price of imported 
merchandise shall be the price at which such merchandise has been purchased or 
agreed to be purchased, prior to the time of exportation, by the person by whom 
or for whose account the merchandise is imported, plus, when not included in 
such price, the cost of all containers and coverings and all other costs, charges, 
and expenses incident to placing the merchandise in condition, packed ready for 
shipment to the United States, less the amount, if any, included in such price, 
attributable to any additional costs, charges, and expenses, and United States 
import duties, incident to bringing the merchandise from the place of shipment in 
the country of exportation to the place of delivery in the United States; and plus 
the amount, if not included in such price, of any export tax imposed by the country 
of exportation on the exportation of the merchandise to the United States; and 

lus the amount of any import duties imposed by the country of exportation which 
have been rebated, or which have not been collected, by reason of the exportation 
of the merchandise to the United States; and plus the amount of any taxes imposed 
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in the country of exportation upon the manufacturer, producer, or seller, in respect 
to the manufacture, production or sale of the merchandise, which have been 
rebated, or which have not been collected, by reason of the exportation of the 
merchandise to the United States. 


““EXPORTER’S SALES PRICE 


“Snc. 204. That for the purpose of this title the exporter’s sales price of imported 
merchandise shall be the price at which such merchandise is sold or agreed to be 
sold in the United States, before or after the time of importation, by or for the 
account of the exporter, plus, when not included in such price, the cost of all con- 
tainers and coverings and all other costs, charges, and expenses incident to placing 
the merchandise in condition, packed ready for shipment to the United States, 
less (1) the amount, if any, included in such price, attributable to any additional 
costs, charges, and expenses, and United States import duties, incident to bringing 
the merchandise from the place of shipment in the country of exportation to the 
place of delivery in the United States, (2) the amount of the commissions, if any, 
for selling in the United States the particular merchandise under consideration, 
(3) an amount equal to the expenses, if any, generally incurred by or for the 
account of the exporter in the United States in selling identical or substantially 
identical merchandise, and (4) the amount of any export tax imposed by the 
country of exportation on the exportation of the merchandise to the United 
States: and plus the amount of any import duties imposed by the country of 
exportation which have been rebated, or which have not been collected, by reason 
of the exportation of the merchandise to the United States: and plus the amount 
of any taxes imposed in the country of exportation upon the manufacturer, pro- 
ducer, or seller in respect to the manufacture, production, or sale of the merchan- 
dise, which have been rebated, or which have not been collected, by reason of the 
exportation of the merchandise to the United States. 


““POREIGN MARKET VALUE 


“Sec. 205. That for the purposes of this title the foreign market value of im- 
ported merchandise shall be the price, at the time of exportation of such mer- 
chandise to the United States, at which such or similar merchandise is sold or 
freely offered for sale to all purchasers in the principal markets of the country 
from which exported, in the usual wholesale quantities and in the ordinary course 
of trade for home consumption (or, if not so sold or offered for sale for home con- 
sumption, then for exportation to countries other than the United States), plus, 
when not included in such price, the cost of all containers and coverings and all 
other costs, charges, and expenses incident to placing the merchandise in condi- 
tion packed ready for shipment to the United States, except that in the case of 
merchandise purchased or agreed to be purchased by the person by whom or for 
whose account the merchandise is imported, prior to the time of exportation, the 
foreign market value shall be ascertained as of the date of such purchase or agree- 
ment for purchase. In the ascertainment of foreign market value for the purposes 
of this title no pretended sale or offer for sale, and no sale or offer for sale intended 
to establish a fictitious market, shall be taken into account. 


“COST OF PRODUCTION 


“Sec. 206. That for the purposes of this title the cost of production of im- 
ported merchandise shall be the sum of— 

“(1) The cost of materials of, and of fabrication, manipulation, or other process 
employed in manufacturing or producing, identical or substantially identical 
merchandise, at a time preceding the date of shipment of the particular merchan- 
dise under consideration which would ordinarily permit the manufacture or pro- 
duction of the particular merchandise under consideration in the usual course of 
business ; 

(2) The usual general expenses (not less than 10 per centum of such cost) in 
the case of identical or substantially identical merchandise: 

(3) The cost of all containers and coverings and all other costs, charges, and 
expenses incident to placing the particular merchandise under consideration in 
condition, packed ready for shipment to the United States; and 

**(4) An addition for profit (not less than 8 per centum of the sum of the amounts 
found under paragraphs (1) and (2)) equal to the profit which is ordinarily added, 
in the case of merchandise of the same general character as the particular mer- 
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chandise under consideration, by manufacturers or producers in the country of 
manufacture or production who are engaged in the same general trade as the 
manufacturer or producer of the particular merchandise under consideration. 


“EXPORTER 


“Src. 207. That for the purposes of this title the exporter of imported mer- 
chandise shall be the person by whom or for whose account the merchandise is 
imported into the United States: 

“(1) If such person is the agent or principal of the exporter, manufacturer, 
or producer; or 

‘(2) If such person owns or controls, directly or indirectly, through stock 
ownership or control or otherwise, any interest in the business of the exporter, 
manufacturer, or producer; or 

“(3) If the exporter, manufacturer, or producer owns or controls, directly or 
indirectly, through stock ownership or control or otherwise, any interest in any 
business conducted by such person; or 

(4) If any person or persons, jointly or severally, directly or indirectly, through 
stock ownership or control or otherwise, own or control in the aggregate 20 per 
centum or more of the voting power or control im the business carried on by the 

n by whom or for whose account the merchandise is imported into the 
nited States, and also 20 percentum or more of such power or control in the 
business of the exporter, manufacturer, or producer. 


“OATHS AND BONDS ON ENTRY 


“Sec. 208. That in the case of all imported merchandise, whether dutiable or 
free of duty, of a class or kind as to which the Secretary has made public a finding 
as provided in section 201, and delivery of which has not been made by the col- 
lector before such finding has been so made public, unless the person by whom or 
for whose account such merchandise is imported makes oath before the collector, 
under regulations prescribed by the Secretary, that he is not an exporter, or 
unless such person declares under oath at the time of entry, under regulations 
prescribed by the Secretary, the exporter’s sales price of such merchandise, it 
shall be unlawful for the collector to deliver the merchandise until such person 
has made oath before the collector, under regulations prescribed by the Secretary, 
that the merchandise has not been sold or to be sold by such person, and 
has given bond to the collector, under regulations prescribed by the Secretary, 
with sureties approved by the collector, in an amount equal to the estimated 
value of the merchandise, conditioned: (1) that he will report to the collector the 
exporter’s sales price of the merchandise within 30 days after such merchandise 
has been sold or agreed to be sold in the United States, (2) that he will pay on 
demand from the collector the amount of special dumping duty, if any, im 
by this title upon such merchandise, and (3) that he will furnish to the collector 
such information as may be in his possession and as may be necessary for the 
ascertainment of such duty, and will k such records as to the sale of such 
merchandise as the Secretary may by regulation prescribe. 


“DUTIES OF APPRAISERS 


“Sec. 209. That in the case of all imported merchandise, whether dutiable or 
free of duty, of a class or kind as to which the Secretary has made public a finding 
as provided in section 201, and as to which the appraiser or person acting as 
appraiser has made no appraisement report to the collector before such finding 
has been so made public, it shall be the duty of each appraiser or person acting 
as appraiser, by all reasonable ways and means to ascertain, estimate, and 
(any invoice or affidavit thereto or statement of cost of production to the con- 
trary notwithstanding) and report to the collector the foreign market value or 
the cost of production, as the case may be, the purchase price, and the exporter’s 
sales price, and any other facts which the Secretary may deem necessary for the 
purposes of this title. 

“APPEALS AND PROTESTS 


“Sxc. 210. That for the purposes of this title the determination of the appraiser 
or person acting as appraiser as to the foreign market value or the cost of produc- 
tion, as the case may be, the purchase price, and the exporter’s sales price, and the 
action of the collector in assessing special dumping duty, shail have the same force 
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and effect and be subject to the same right of appeal and protest, under the same 
conditions and subject to the same limitations; and the general appraisers, the 
Board of General Appraisers, and “he Court of Customs Appeals shall have the 
same jurisdiction, powers, and duties in connection with such appeals and pro- 
tests as in the case of appeals and protests relating to customs duties under 
existing law. ‘ 

“DRAWBACKS 


“Sec. 211. That the special dumping duty imposed by this title shall be treated 
in all respects as regular customs duties within the meaning of all laws relating to 
the drawback of customs duties. 


“SHORT TITLE 


“Sec. 212. That this title may be cited as the ‘Antidumping Act, 1921’ ”’ 
(pp. 11-15). 
June 17, 1930, c. 497, title IV, section 651d (46 Stat. 762): 
“(d) Certain Acts Not Affected.—Nothing in this Act [Tariff Act of 1930] shall 
be construed to amend or repeal any of the following provisions of law: 
+ * . * * * * 


(5) The Antidumping Act, 1921.” 


APPENDIX 35 
TARIFF COMMISSION REGULATIONS, TARIFF ACT OF 1930, SECTION 336 


Subject matter of appendiz.—The regulations of the United States Tariff Com- 
mission which establish its rules of procedure in investigations under section 336 
of the Tariff Act of 1930 authorizing tariff increases or decreases to equalize foreign 
and domestic costs of production (19 C. F. R. 201.8, 202): 

"$201.8 Applications for investigation under section 336 of the Tariff Act of 
1930, under section 504 of the Philippine Trade Act of 1946, and under section 7 
of the Trade Agreements Extension Act of 1951, and complaints under section 337 
of the Tariff Act of 1930. (a) All applications for investigations under section 336 
of the Tariff Act of 1930, under section 504 of the Philippine Trade Act of 1946, 
or under section 7 of the Trade Agreements Extension Act of 1951, and complaints 
under section 337 of the Tariff Act of 1930, must be filed with the Secretary, 
United States Tariff Commission, Washington 25, D. C. All copies of applica- 
tions, complaints, and other papers filed with the Commission in any such 
investigation must be identified on the first page thereof with the name of the 
person or firm on whose behalf they are filed. 

““(b) Receipt by the Commission of an application for investigation or of a 
complaint properly filed will be acknowledged by the Secretary of the Commis- 
sion, and public notice of such receipt will be given in the manner prescribed in 
§ 201.10. In the case of applications under section 7 of the Trade Agreements 
Extension Act of 1951, notice of receipt thereof may be included in the notice of 
institution of investigation. 

‘‘(e) From the time of posting notice of the receipt of an application or of a 
complaint, such application or complaint, except for confidential material, will 
be made available for public inspection at the office of the Commission in Wash- 
ington, D. C., where it may be read and copied by persons interested. 

““(d) Applications and complaints may be withdrawn at any time before an 
investigation pursuant thereto has been instituted or completed by the Commis- 
sion, but, even if an application or complaint shall have been withdrawn, the 
Commission may institute or continue an investigation if in its judgment there 
is good and sufficient reason therefor. 

“(e) The Commission will notify the applicant or complainant of its decision 
to order or not to order the investigation requested. In reaching its decision, 
the Commission will take into consideration the information furnished by the 
applicant or complainant, the information assembled by its staff, and the in- 
formation furnished by other persons either in favor of or opposed to the institu- 
tion of an investigation. 
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“Part 202—INVESTIGATIONS AS TO Costs oF PRODUCTION 
1 Applicability of rules under section 336. 
.3 Type of information to be developed at hearing. 
Royer . 
“AuTHORITY: §$ 202.1 to 202.5 issued under sec. 336, 46 Stat. 701; 19 U. 8. C. 1336, 
“Source: §§ 202.1 to 202.5 appear at 14 F. R. 7291, Dec. 6, 1949, 


$202.1 Applicability of rules under section 336. The rules under this part 
are specifically applicable to investigations for the purposes of section 336 of the 
Tariff Act of 1930 (46 Stat. 701; 19 U. S. C. 1336), and apply in addition to the 
pertinent rules of general application set forth in Part 201 of this chapter. 

“Note.—The provisions of section 336 of the Tariff Act of 1930 may not be 
applied to any article with respect to the importation of which into the United 
States a foreign trade agreement has been concluded under the Trade Agreements 
Act of 1934, as amended (sec. 2 (a), 48 Stat. 944: 19 U. S. C. 1352 (a)). 

“§ 202.2 Applications. (a) Applications for an investigation for the purposes 
of section 336 may be made by any person, partnership, association, or corporation. 

“(b) Applications for investigation should be typewritten or printed and five 
clear copies must be submitted, but ic need not be drawn in any par- 
ticular form and need not be under oath. Applications must be signed by or on 
behalf of the applicant and should state the name, address, and nature of business 
of the applicant. 

““(c) Applications must clearly state that they are requests for investigations 
and must name or describe the commodity concerning which an investigation is 
sought. They should also refer to the tariff provision or provisions applicable to 
such commodity and should state whether an increase or a decrease in the rate 
of duty is sought. 

““(d) The applicant must file with his application such supporting information 
as may be in his possession. The filing of such information is required to aid the 
Commission in determining whether to order the investigation, and does not 
render unnecessary the investigation itself. As far as practicable, information 
of the character indicated below should be furnished: 

“(1) Comparability of the domestic and foreign articles and the degree of 
competition between them. 

(2) Trend of domestic production and sales and trend of imports. 

(3) Trend of cost of production and prices in recent years. 

(4) Evidence of difference between domestic and foreign costs of production 
of the articles involved. (When considered with reference to section 336, the 
term ‘cost of production’ includes transportation costs and other costs incident 
. the at of the articles to the principal market or markets of the United 

tates. : 

(5) Areas of greatest competition between the imported and domestic products 
and the principal market or markets in the United States. 

(6) Other relevant factors that constitute, in the opinion of the applicant, an 
advantage or disadvantage in competition, and any other information which 
the applicant believes the Commission should consider. 
aan REFERENCE: For rule regarding submission of confidential information, see § 201.6 (b) of this 

apter, 

“§ 202.3 Type of information to be developed at hearing. (a) Without ex- 
cluding other factors, but with a view to assisting parties interested to present 
information necessary for the formulation of findings required by the statute, the 
Commission will expect attention in the hearing to be concentrated upon facts 
relating to: 

“(1) The competitive strength of the foreign and domestic articles in he 
markets of the United States. 

(2) The degree of likeness or similarity between grades, classes, and price 
on of the American product and the imported article. 

(3) Costs of production and importation. Statements of average cost of 
production, domestic and, so far as known, foreign, may be submitted subject 
to verification and review in the Commission’s investigation. Such statements 
should include not only the direct costs for materials and labor, commonly 
termed prime cost, but also indirect costs such as indirect labor, overhead factory 
noes fixed charges, the portion of general and administrative expense charge- 
able to manufacture, interest on investment equity, and transportation to markets. 
For the foreign product the expenses (other than duties) incident to importation 
are also important. Any information which may be available bearing on the 
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general levels of domestic and foreign costs of production, the differentials be- 
tween domestic and foreign producers as to particular elements of cost, and the 
extent to which invoice or wholesale prices are reliable evidence of foreign costs, 
will be pertinent. 

(4) Other significant advantages or disadvantages in competition. 

“Cross REFERENCE: For rule regarding submission of confidential information, see § 201.6 (b) of this 
chapter. 

“(b) The Commission also seeks information to determine: (1) Principal 
competing country. (2) Principal American market or markets. (3) Repre- 
sentative period of time for cost inquiry. 

‘“(e) Finally, parties interested appearing at public hearings are expected to 
present definite information rather than generalities and conjectures. 

“Cross REFERENCE: For rules regarding puolic notice of investigation and hearings, see §§ 201.10, 
201.11 of this chapter. 

“$ 202.4 Briefs. Briefs of the evidence produced at the hearing and argu- 
ments thereon may be presented to the Commission by parties interested who 
have entered an appearance. Unless otherwise ordered, 10 clear copies typed or 
printed shall be filed with the Secretary of the Commission within 10 days after 
the close of the hearing. 

“Cross REFERENCE: For rules regarding briefs of evidence given by deposition, see § 201.17 (b) of this 
chapter. 

"$202.5 Reports. After the completion of its investigation, the Commission 
will incorporate its findings in a report and the report will be transmitted to the 
President.” 





APPENDIX 36 
TariFF CoMMISSION REGULATIONS—SEcCTION 337 or Tarirr Act or 1930 


Subject matter of appendix.—Regulations of the Tariff Commission establishing 
its rules of procedure under section 337 of the Tariff Act of 1930 (Unfair Practices 
in the Import Trade) (19 C. F. R. 203 et seq.): ! 


“Part 203—INVEsSTIGATIONS AS TO UNFAIR Practices IN Import TRADE 
“Sec. 
203.1 Applicability of rules under section 337, 
Complaints. 
Preliminary inquiry. 
Answers to complaints. 
Briefs. 
Record. 
Findings. 
203.8 Transmittal to President. 


“Authority: §§ 203.1 to 203.8 issued under sec. 337, 46 Stat. 703; 19 U. 8. O. 1337, 
“Source: §§ 203.1 to 203.8 appear at 14 F. R. 7292, Dec. 6, 1949. 





“§ 203.1 Applicability of rules under section 337. The rules under this part 
are specifically applicable to investigations for the purposes of section 337 of the 
Tariff Act of 1930 (46 Stat. 703, 54 Stat. 724; 19 U. S. C. 1337, 1337a), and apply 
in addition to the pertinent rules of general application set forth in Part 201 of 
this chapter. 

**§ 203.2 Complaints. (a) Complaiut alleging violation of section 337 of the 
Tariff Act of 1930 may be made by any person, partnership, association, or cor- 
poration. 

“‘(b) Complaints must be made under oath but need not be drawn in any 
particular form. They must be signed by or on behalf of the complainant and 
must contain the name, address, and nature of business of the complainant and 
of the person or persons alleged to violate the law. The location of manufac- 
turing plant or plants should also be stated. Complaints must contain a short 
and simple statement of the facts constituting the alleged unfair methods of 
competition or unfair acts. Specific instances of alleged unlawful importations 
or sales should be given. 

“(c) To the extent possible, complaints must also contain economic data 
concerning domestic production and distribution, imports and their distribution, 
and other pertinent facts such as will indicate: (1) That the domestie industry 
concerned is efficiently and economically operated and that it is being or is likely 


4 See also 19 C, F. R. 201.8 quoted in Appendix 35, 
42493—54—-pt. 1——40 
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to be destroyed or substantially injured by the importations or sales in question; 
(2) that the alleged unlawful acts are preventing the establishment of an efficiently 
and economically operated domestic industry; or (3) that the alleged unlawful 
acts are having the effect or tendency to restrain or monopolize trade and com- 
merce in the United States. 


“Cross REFERENCE: For rule dealing with confidential information, see § 201.6 of this chapter. 


“(d) The complaint may be amended or further evidence submitted, in the 
discretion of the Commission, for good cause shown. 

“(e) Complainants must submit a clear copy of any complaint or amendment 
thereto for each person alleged to have violated the provisions of section 337 of 
the Tariff Act of 1930, and the Commission may require the supplying of addi- 
tional copies to be served on persons whose alleged violation of section 337 is 
called to its attention onhangen' to the filing of the complaint. In addition, 
five copies must be submitted for the official use of the Commission, 

“$203.3 Preliminary inquiry. The Commission will make such preliminary 
inquiry as it shall deem necessary to determine (a) whether the institution of an 
investigation is warranted and (b) whether the issuance of a temporary order of 
exclusion from entry (if requested) under section 337 (f) of the Tariff Act of 1930 
is warranted. 

“$203.4 Answers to complaints. (a) After an investigation shall have been 
ordered, and not before, a copy of the complaint will be served by the Commis- 
sion upon any owner, importer, or consignee, or the agent of any of them, alleged 
to violate the provisions of section 337 of the Tariff Act of 1930 and such owner, 
importer, consignee, or agent, shall have 30 days, unless otherwise ordered, in 
which to make written answer under oath and to show cause, if any there be, 
why the provisions of section 337 of the Tariff Act of 1930 should not be applied 
in respect of the alleged unfair methods of competition and unfair acts set forth 
in the complaint. 

**(b) Copies of all answers will be served by the Commission upon complainants 
or upon their attorneys. 

**(c) The Commission reserves the right to determine whether to send copies 
of complaints to respondents in foreign countries. 

“CROSS REFERENCE: For rules regarding public notice of investigation and hearings, see §§ 201.10, 201.11 
of this chapter. 

“$203.5 Briefs. (a) The Commission will fix a date on or before which briefs 
may be submitted, which date will be announced at the close of the hearing. 
Unless otherwise ordered, 20 clear copies typed or printed shall be filed with the 
Secretary of the Commission. 

“(b) Application for extension of time for submitting briefs shall be filed in 
writing with the Secretary of the Commission at least 10 days before the date 
set for submitting briefs and shall set forth fully the reasons for such application. 

““(e) Copies of all briefs shall be served by the Commission upon all interested 
parties who have entered appearances or upon their representatives of record. 

“"§ 203.6 Record. (a) A transcript of the testimony in an investigation, to- 
gether with the findings and recommendations of the Commission, shall be the 
official record of the proceedings and findings in the investigation. 

“(b) Confidential material accepted by the Commission as confidential and so 
marked, will not be considered a part of the record sent to the court in the case 
of an appeal. 

“Cross REFERENCE: For rule regarding submission of confidential information, see § 201.6 (b) of 
this chapter. 

“$203.7 Findings. (a) Upon the conclusion of an investigation, the Commis- 
sion will formulate findings based thereon. When the findings show a violation 
of the statute, a omy the findings certified by the Secretary under the seal of 
the Commission will be delivered or sent by registered mail promptly to the owner, 
importer, or consignee or to the agent of any of them, found to guilty of such 


violation. 

“(b) Attention is directed to the provision of section 337 (c) authorizing rebear- 
ings by the Commission on pay of either fact or law and sagen by the 
importer or consignee within 60 days to the United States Court ustoms and 


Patent Appeals upon a question or questions of law only. If no appeal is filed 
within the time prescribed and no rehearing granted, or if appeal is or rehear- 
ing qoeeien and the Commission’s findings are ultimately affirmed, the findings 
are then considered final. 

“§ 203.8 Transmittal to President. The final findings of the Commission 
will be transmitted with the record to the President for consideration and for 
action under the statute.” 
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AppENDIX 37 
Customs Bureau Ree@vuiations, Section 516 a-B or Tarirr Act or 1930 


Subject matter of appendiz.—Regulations of the Customs Bureau establishing 
its rules of procedure under section 516 a-b of the Tariff Act of 1930 (Appeals or 
Protests by American Producers directed at declared value, classification or rate 
of duty) (19 C. F. R. 17.11): 

“§ 17.11 American producers’ appeals and protests; procedure. (a) All com- 
plaints under section 516. Tariff Act of 1930 as amended, and requests for inform- 
ation as to classifications and rates of duty under subdivision (b) thereof, shall be 
submitted to the Commissioner of Customs in triplicate. Complaints may be 
filed by complainants themselves or by duly authorized attorneys or agents on 
their behalf. A complaint filed by a corporation shall be signed by an officer 
thereof, and a complaint filed by a copartnership shall be signed by a member 
thereof. The name of the complainant, his principal place of business, and the 
fact that he is an American manufacturer, producer, or wholesaler shall be shown. 
The complaint shall present in detail the information required by section 516, as 
amended; shall show the class or kind of merchandise manufactured, produced, 
or sold which is claimed to be similar to the imported merchandise in such detail 
as will permit the Commissioner to establish the similarity between the domestic 
and foreign merchandise; and shall contain such information as the complainant 
may have as to the port or ports at which such merchandise is being imported 
into the United States. Complaints shall be itemized as to each class or kind of 
merchandise involved. 

‘‘(b) All information secured by the collector as to the character and description 
of merchandise of the kind covered by a complaint, entered after publication by 
the Commissioner of his decision as to the proper classification aoe rate of duty, 
and samples of such merchandise, shall be made available to the complainant 
upon application by him to the collector. 

“‘(e) Notice of the liquidation of the first of the entries to be liquidated, covering 
merchandise of a class or kind which would enable the complainant to present the 
issue desired, shall be given to the complainant by the collector, as required by 
section 516 (b), Tariff Act of 1930, as amended. If, upon examination of the 
information secured by the collector as to this entry and inspection of the sample, 
if any, the complainant believes and the collector agrees that the merchandise or 
the fact surrounding this importation are not sufficient to raise the issue involved 
in the complaint, the collector shall then give the complainant notice of the 
first liquidation thereafter of such an entry as will permit the framing of the 
issue covered by the complaint, and shall, under the same condition, continue to 
give such notices for so long as he is of the opinion that the complainant is sincere 
in his desire to protest. 

““(d) A complainant shall not be permitted in any case to inspect any docu- 
ments or papers of the consignee or importer lodged in the customhouse, except 
upon instructions of the Commissioner. 

“(e) All appeals for reappraisement and protests filed under section 516, 
Tariff Act of 1930, as amended, shall be in triplicate.” 





AprEenpIx 38 
TrapE AGREEMENTS Extension Act or 1951, Secrion 9a 


Subject matter of appendiz.—The portion of section 2a of the Reciprocal Trade 
Agreements Act of 1934 as amended (June 12, 1934, c. 497, sec. 2a, 48 Stat. 944; 
June 16, 1951, ¢. 141, sec. 9a, 65 Stat. 72; 19 U.S. C. 13528 quoted) which makes 
section 336 of the Tariff Act of 1930 (cost equalization) inapplicable to articles 
which are the subject of trade agreement concessions: 

““(a) The provisions of section 1336 [Act Sec. 336] of this title shall not apply 
to any article with respect to the importation of which into the United States a 
foreign-trade agreement has been concluded pursuant to Part III of this subtitle, 
or to any provision of any such agreement. * * *” 
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APPENDIX 39 


TrapE AGREEMENTs Extension Act or 1951, Sections 3 aNp 4 


Subject matter of appendiz.— The “peril point” provisions of the Trade Agree- 
ments Extension Act of 1951 (June 16, 1951, c. 141, secs. 3-4, 65 Stat. 72 et seq., 
19 U. 8. C. 1860-61) which provide a procedure whereby the Tariff Commission, 
before negotiations looking toward a trade agreement are begun, is uired to 
determine, after investigation and public hearings, and report to the President 
the limit to which tariff concessions on items involved may be made without 
causing or threatening serious injury to domestic industry (65 Stat. 72): 

“Spe. 3. (a) Before entering into negotiations concerning any proposed foreign 
trade agreement under section 350 of the Tariff Act of 1930, as amended, the 
President shall furnish the United States Tariff Commission (hereinafter in this 
Act referred to as the ‘Commission’) with a list of all articles imported into the 
United States to be considered for possible modification of duties and other 
import restrictions, imposition of additional import restrictions, or continuance 
of existing customs or excise treatment. Upon receipt of such list the Commis- 
sion shall make an investigation and report to the President the findings of the 
Commission with respect to each such article as to (1) the limit to which such 
modification, imposition, or continuance may be extended in order to carry out 
the purpose of such section 350 without causing or threatening serious injury to 
the domestic industry producing like or directly competitive articles; and (2) if 
increases in duties or additional import restrictions are required to avoid serious 
injury to the domestic industry producing like or directly competitive articles 
the minimum increases in duties or additional import restrictions required. Such 
report shall be made by the Commission to the President not later than 120 days 
after the receipt of such list by the Commission. No such foreign trade agree- 
ment shall be entered into until the Commission has made its report to the 
President or until the expiration of the 120-day period. 

“(b) In the course of any investigation pursuant to this section the Commission 
shall hold bearings and give reasonable public notice thereof, and shall afford 
reasonable opportunity for parties interested to be present, to produce evidence, 
and to be heard at such hearings. 

“Spc. 4. (a) Within thirty days after any trade agreement under section 350 of 
the Tariff Act of 1930, as amended, has been entered into which, when effective, 
will (1) require or make appropriate any modification of duties or other import re- 
strictions, the imposition of additional import restrictions, or the continuance of 
existing customs or excise treatment, which modification, imposition, or contin- 
uance, will exceed the limit to which such modification, imposition, or continuance 
may be extended without causing or threatening serious injury to the domestic in- 
dustry producing like or directly competitive articles as found and reported by the: 
Tariff Commission under section 3, or (2) fail to require or make appropriate the 
minimum increase in duty or additional import restrictions required to avoid such 
injury, the President shall transmit to Congress a copy of such agreement together 
with a message accurately identifying the article with respect to which such limits 


or minimum requirements are not complied with, and stating his reason for the’ 


action taken with respect to such article. If either the Senate or the House of 
Representatives, or both, are not in session at the time of such transmission, such 
agreement and message shall be filed with the Secretary of the Senate or the Clerk 
of the House of Representatives, or both, as the case may be. 

“(b) Promptly after the President has transmitted such foreign trade agree- 
ment to Congress the Commission shall deposit with the Committee on Ways and 
Means of the House of Representatives, and the Committee on Finance of the 
Senate, a copy of the portions of its report to the President dealing with the articles 


with respect to which such limits or minimum requirements are not complied 


with.” 





Appenprx 40 
Trape AGREEMENTS Extension Act or 1951, Sections 6-7 


Subject matter of appendiz.—The “escape clause’’ provisions of the Trade Agree- 
ments Extension Act of 1951 (June 16, 1951, c. 141, secs. 6-7, 65 Stat. 73 et seq.; 
19 U. 8. C. 1363-1364) which establishes a procedure whereby the Tariff Commis- 
sion, on application, is required to investigate to determine whether any product 
upon which a trade agreement concession has been granted, is as a result, in whole 
or in part, of the duty reflecting such concession, being imported into the United 
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States in such increased quantities, either actual or relative, as to cause or threaten 
serious injury to domestic industry; and which requires a clause of this nature to 
be included in future agreements (65 Stat. 73 et seq.): 

“Spc. 6. (a) No reduction in any rate of duty, or binding of any existing cus- 
toms or excise treatment, or other concession hereafter proclaimed under section 
350 of the Tariff Act of 1930, as amended, shall be permitted to continue in effect 
when the product on which the concession has been granted is, as a result, in whole 
or in part, of the duty or other customs treatment reflecting such concession, being 
imported into the United States in such increased quantities, either actual or 
relative, as to cause or threaten serious injury to the domestic industry producing 
like or directly competitive products. 

““(b) The President, as soon as practicable, shall take such action as may be 
necessary to bring trade agreements heretofore entered into under section 350 of 
the Tariff Act of 1930, as amended, into conformity with the policy established 
in subsection (a) of this section. 

“On or before January 10, 1952, and every six months thereafter, the President 
shall report to the Congress on the action taken by him under this subsection. 

“Sec. 7. (a) Upon the request of the President, upon resolution of either 
House of Congress, upon resolution of either the Committee on Finance of the 
Senate or the Committee on Ways and Means of the House of Representatives, 
upon its own motion, or upon application of any interested party, the United 
States Tariff Commission shall promptly make an investigation and make a report 
thereon not later than one year! after the application is made to determine 
whether any product upon which a concession has been granted under a trade 
agreement is, as a result, in whole or i# part, of the duty or other customs treat- 
ment reflecting such concession, being imported into the United States in such 
increased quantities, either actual or relative, as to cause or threaten serious 
injury to the domestic industry producing like or directly competitive products. 

“Tn the course of any such investigation, whenever it finds evidence of serious 
injury or threat of serious injury or whenever so directed by resolution of either 
the Committee on Finance of the Senate or the Committee on Ways and Means 
of the House of Representatives, the Tariff Commission shall hold hearings giving 
reasonable public notice thereof and shall afford reasonable opportunity for 
interested parties to be present, to produce evidence, and to be heard at such 
hearings. 

“Should the Tariff Commission find, as the result of its investigation and hear- 
ings, that a prouuct on which a concession has been granted is, as a result, in 
whole or in part, of the duty or other customs treatment reflecting such conces- 
sion, being imported in such increased quantitics, either actual or relative, as to 
~ause or threaten serious injury to the domestic industry producing like or directly 
competitive products, it shall recommend to the President the witharawa! or 
modification of the concession, its suspension in whole or in part, or the establish- 
ment. af import quotas, to the extent and for the time necessary to prevent or 
remedy such injury. Within sixty days, or sooner if the President has taken 
action unaer subsection ‘c) of this section, the Tariff Commission shall transmit 
to the Committee on Finance of the Senate and the Committee on Ways and 
Means of the House of Representatives an exact copy of its report and recom- 
mendations to the President. 

“(b) In arriving at a determination in the foregoing procedure the Tariff 
Commission, without excluding other factors, shall take into consideration a 
cownward trend of production, employment, prices, profits, or wages in the 
domestic industry concerned, or a decline in sales, an increase in imports, either 
actua! or relative to domestic production, a higher or growing inventory, or a 
decline in the proportion of the domestic market supplied by domestic producers. 

“(c) Upon receipt of the Tariff Commission’s report of its investigation and 
hearings, the President may make such adjustments in the rates of duty, impose 
such quotas, or make such other mo.ifications as are found and reported by the 
Commission to be necessary to prevent or remedy serious injury to the respective 
domestic industry. If the President does not take such action within sixty days 
he shall immeciately submit a report to the Committee on Ways and Means of 
the House and to the Committce on Finance ot the Senate stating why he has not 
made such adjustments or modifications, or imposed such quotas. 

“(d) When in the judgment of the Tariff Commission no sufficient reason 
exists for a recommendation to the Presinent that a concession should be with- 
drawn or modified or a quota established, it shall make and publish a report 
stating its findings and conclusions.” 


1 Changed to 9 months by Trade Agreements Extension Act of 1953 (Public Law 215, 83d Cong., Ist sess., 
August 7, 1953) 
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APPENDIX 41 


Tarirr Commission REGULATIONS—SEcTION 7, TRADE AGREEMENTs EXTENSION 
Acr or 1951 


Subject matter of appendiz.—Regulations of the Tariff Commission which 
establish its rules of procedure under the “escape clause” provisions of the Trade 
Agreements Extension Act of 1951 (sec. 7) (19 C. F. R. 207): 1 


“Part 207—INveEsTIGATIONS OF INJURY TO Domestic Propucers ON AccouNt 
or Imports oF Propucts on Wuaicu TRADE-AGREEMENT CoNncEsstIons Have 
Breen GRANTED 


“Sec. 
207.1 Pend of rules regarding investigations under section 7, Trade Agreements Extension Act 


207.2 Purpose of investigation. 

207.3 Applications. 

207.4 Confidential information. 

207.5 Investigations; . 

207.6 Briefs. 

.7 Reports. 

“AUTHORITY: §§ 207.1 to 207.7 issued under sec. 7, Pub. Law 50, 82d Cong. 
“Source: §§ 207.1 to 207.7 appear at 16 F. R. 10626, Oct. 18, 1951. 


5 


PRIOR AMENDMENTS 


“1949: 14 F. R. 7294, Dec. 6. 

“1951: 16 F. R. 5893, June 21, 

“§ 207.1 Applicability of rules regarding investigations under section 7, Trade 
Agreements Extension Act of 1951. The rules under this part are specifically 
applicable to investigations for the purposes of section 7 of the Trade Agreements 

xtension Act of 1951 (Pub. Law 50, 82d Cong.) and apply in addition to the 
pertinent rules of general application set forth in Part 201 of this chapter. 

“$207.2 Purpose of investigation. The purpose of an investigation under 
section 7 of the ‘Trade Agreements Extension Act of 1951 is to determine whether 
an article on which a trade-agreement concession has been granted is, as a result, 
in whole or in part, of the duty or other customs treatment reflecting such con- 
cession, being imported in such increased quantities, actual or relative, as to cause 
or threaten serious injury to the domestic industry producing like or directly 
competitive articles. 

“$207.3 Applications. (a) Application for investigation for the purposes 
of section 7 of the Trade Agreements Extension Act of 1951 may be made by any 
interested person, partnership, association, or corporation having reason to 
believe that a product upon which a concession has been granted under a trade 
agreement is, as a result, in whole or in part, of the duty or other customs treat- 
ment reflecting such concession, being imported into the United States in such 
increased quantities, either actual or relative, as to cause or threaten serious 
injury to a domestic industry producing like or directly competitive products. 
Such applications shall be filed with the Secretary, United States Tariff Com- 
mission, Washington 25, D. C. 

““(b) Applications for such investigations shall be typewritten, duplicated, or 
printed, and fifteen clear copies must be submitted. They need not be under 
oath, but must be signed by the applicant or in his behalf by any authorized 
person, and should state the name, address, and nature of the interest of the 
applicant. 

“(c) An application must clearly state that it is for an investigation under 
section 7 of the Trade Agreement Extension Act of 1951. It must name or 
describe precisely the product concerning which investigation is being sought; 
specify the tariff provision which covers the product; and indicate the duty or other 
customs treatment which it is claimed is resulting in the importation of the product 
in question in such increased quantities, actual or relative, as to cause or t ten 
the alleged serious injury to the domestic industry. 

“(d) An application must include a statement of the reasons why applicant 
believes that the product concerning which investigation is requested is, as a 
result, in whole or in part, of the duty or other customs treatment reflecting a 
trade-agreement concession, being imported into the United States in such 
increased quantities, either actual or relative, as to cause or threaten serious injury 
to the domestic industry producing like or directly competitive commodities. In 
particular, applicant must describe the nature and extent of the injury which he 


1 See also 19 C. R. F, 201.8 quoted in Appendix 35. 
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considers is being caused or threatened the domestic industry by reason of the 
importation of the product in question. 

‘‘(e) Information of the following character should also be furnished with an 
application, to the extent that it is readily available to the applicant, and where 
confidential should be submitted as indicated in § 207.4: 

(1) Imports, production, sales, and exports of the commodity for representa- 
tive periods, including the latest available data. In greater detail, this informa- 
tion would include: 

“(i) Imports (quantity and value). 

(ii) Production (quantity): (a) by the applicant, (b) by the domestic 
industry. 

(iii) Sales (quantity and value): (a) by the applicant, (b) by the domestic 
industry. 

(iv) Exports (quantity and value): (a) by the applicant, (b) by the 
domestic industry. 

(2) Direct labor engaged in the domestie production of the commodity, (i) 
by the applicant and (ii) by the industry as a whole, indicating the number of 
persons employed during a normal period of operation in representative years, 
including the latest available data. 

(3) Relation of the receipts of the applicant from the sales of the commodity 
covered by the application to his total receipts from all commodities or services 
produced by him for representative years. 

“‘(4) Comparability of the domestic and the foreign article and the degree of 
competition between them, indicating the geographical areas or markets in which 
the competition is most intensive. 

“‘(5) Additional information of factual character, relating to the applicant 
and to the domestic industry, regarding such matters as: Profits and losses; 
prices; taxes; wages and other costs of production; subsidies and price-support 
programs; inventories, and similar data bearing on the position of the applicant 
and of the domestic industry in competition with the imported article. 

“(f) In general, statistical data supporting an application should be on an 
annual calendar-year basis, but should include data for months or quarters follow- 
ing the latest complete year; however, where seasonal and short-term factors and 
developments are important, quarterly or monthly data should also be furni~hed. 

“§ 207.4 Confidential information. All information submitted in confidence 
should be submitted on separate pages clearly marked ‘Confidential’. The Com- 
mission may refuse to accept in confidence any particular information which it 
determines is not entitled to confidential treatment. Information called for in 
§ 207.3 which would disclose individual business data or operations will be accorded 
confidential treatment by the Commission if submitted in confidence. 


“Cross REFERENCE: For general rule regarding confidential information, see § 201.6 of this chapter 


“§ 207.5 Investigation; hearings—(a) Institution of investigation. After 
receipt by the Commission of an application under section 7 of the Trade Agree- 
ments Extension Act of 1951, properly filed, an investigation will be promptly 
instituted. The application, except for confidential material, will then be avail- 
able for public inspection at the office of the Commission in Washington, D. C., 
or in the New York office of the Tariff Commission, Customhouse, New York 4, 
N. Y., where it may be read and copied by persons interested. Notice of such 
investigation will be given in the manner prescribed in § 201.10 of this chapter. 

“(b) Public hearings. Hearings are required by law in investigations under 
section 7 of the Trade Agreements Extension Act of 1951 whenever the Com- 
mission finds evidence of serious injury or threat of serious injury or whenever 
so directed by resolution of either the Committee on Finance of the Senate or 
the Committee on Ways and Means of the House of Representatives. No 
recommendations to the President for action under section 7 of the Trade Agree- 
ments Extension Act of 1951 may be made unless a hearing has been held. The 
Commission will order a public hearing whenever a hearing is required by law 
or in any other case when in its judgment there is good and sufficient reason 
therefor. Public notice of hearings ordered will be given in the manner prescribed 
in § 201.17 (b) of this chapter. 

“$207.6 Briefs. Briefs of the evidence produced at the hearings and argu- 
ments thereon may be presented to the Commission by parties intere sted who 
have entered an appearance. Unless otherwise ordered, fifteen clear copies, type- 
written, duplicated, or printed, shall be filed with the Secretary of the Com- 
mission within ten days after the close of the hearing. 
eee REFERENCE: For rules regarding briefs of evidence given by deposition, see § 201.17 (b) of this 
chapter. 








er ’ 
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“§ 207.7 Reports—(a) Findings and recommendations to the President. If, as 
a result of an investigation and hearing under section 7 of the Trade Agreements 
Extension Act of 1951, the Commission finds that an article on which a trade- 
agreement concession has been granted is, as a result, in whole or in part, of the 
— or other customs treatment reflecting such concession, being imported in 





such increased quantities, actual or relative, as to cause or threaten serious injury 27. Garlic. 
to the domestic industry producing like or directly competitive articles, it will 28, Bicycles 
report its findings to the President with appropriate recommendations for the 

withdrawal or modification of the concession, its suspension in whole or in part, = — 
or the establishment of import quotas, to the extent and for the time necessary 31. Tobacco 
to prevent or remedy such injury. 

“(b) Findings and conclusions in absence of recommendations to the President. 32. Househc 
If after investigation, either with or without hearing, the Commission determines 33. Dried fi 
that no sufficient reason exists for a recommendation to the President for action 
of any kind specified in paragraph (a) of this section, it will make and publish 34. Wood 6 
a report stating its findings and conclusions.” 35, Mares’ t 

36, Chalk w 
APPENDIX 42 $7, Sereeny 
TarirF Commission INvesTIGATIONS UNpER “Escape Cause” ProcepuREs 38. Wood w 


Hard fit 


Subject matter of appendix.—Tabulation of all “escape clause” proceedings in- puke 


stituted by | parties, either under executive orders prior to 1951 or the 
provisions of the Trade Agreements Extension Act of 1951 showing the type of 
commodity involved in each proceeding, the date of application and the dis- 

sition and date thereof. Sources of information are Tariff Commission Report 

0. 174, Second Series (Operation of the Trade Agreements Program, Fourth 
Report, July 1950—June 1951) pages 141-143; the Thirty-Sixth Annual Report of 
the United States Tariff Commission, 1952 (TC 1.1:952), pages 16-18; and advice 
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from the offices of the United States Tariff Commission, Customhouse, New 48 Let . 
York: 49. Straight 
50. Safety pr 
51. Fluospa 
Date of Ap- 
Commodity plication Disposition 
ic CRONE, 56 bl sitedetnisa tk. Keneddsie Apr. 20, 1948 Diprinet after preliminary inquiry, Aug. 
2. Whiskies and spirits......_.......--....-- Sept. 7,1948 | As above, Jan. 3, 1949. 
3. Spring clothespins................-......- Novy. 10,1948 | Full investigation, no change recommen- TARIFF 
ded, Dec. 20, 1v49. 
4. Knitted wool berets.............---------- Feb. 11,1949 Dismissed after preliminary inquiry, July 
5. Crude petroleum and petroleum products | Feb. 15,1949 | As above, May 3, 1949. Subjec 
6. es... Saeco ta car ae. ie an eee oo oo its rules 
7. Rattan reeds, cane webbing_.............- ay 20,1949 | As above, Feb. 17, . ‘ 
Ris RE ILS bn how 2s pinonqernetiladee June 9,1949 | As above, Jan, 13, 1950, provisior 
9. Sponges..............._...................] June 14,1949 | As above, July 1949. ): 
10. Wool and cotton knit gloves and mittens__| Aug. 5,1949 | Application withdrawn, July 5, 1951. 
11. Knitted woolen berets (2d application)_...| Nov. 23, 1949 a after preliminary inquiry, Jan. “Parr 2 
12. Woven fabrics in the piece...._.._.......| Jan. 5, 1950 | As above, Sept. 21, 1950. Conc 
13. Women’s fur felt hats and hat bodies_-. .. Jan. 24,1950 | Changes recommended, Sept. 25, 1950; 
givens © President Oct. 30, 1950. Sec. 
14. Stencil silk, dyed or colored..._..........- Jan. 30, 1950 a preliminary inquiry, June 206.1 App! 
’ . 206.2 Pur 
15. Fresh and frozen beef and veal____.______- Mar. 16, 1950 | As above, June 30, 1950. 206.3 Put 
16. Aluminum and alloys in crude form and | Mar. 24,1950 | As above, Nov. 21, 1950. 206.4 Pub! 
in coils, plates, etc. 206.5 Brie! 
17. Same (different EE ston adernesanaies Apr. 7,1950 Do. 206.6 Rep 
18. Lead-bearing materials, lead and lead ay 11,1950 | As above, Jan. 25, 1951. “A UTHOE 
19, Same (different applicant) May 16,1950 (rome 
. Same erent applicant) __..........-..- ay . 
20. Prepared hatters’ fur Ce ae toe eee June 22,1950 | Changes recommended, Nov. 9, 1951; *§ 206.1 
adopted by President, Jan. 5, 1952. of 1941. 
21. Jeweled watches and watch movements...| Feb. 13,1951 | Changes recommended June 14, 1952; re- foe the 
jected by President, Aug. 14, 1952. or the p 
22. Motorcycles and parts..............--.... May 21,1951 | Full investigation, no changes recom- apply in 
mended, June 16, 1952. of this ¢ 
23. Blne-mold cheese..........--.2..-.40+.+2- June 11,1951 | As above, June 12, 1952. “§ 20 
A ee ‘Aug. 15,1951 | Dismissed after’ preliminary inquiry, s 20 
25. Spring clothespins (2d investigation) Aug. 22,1951 Pull fn peapation changes oe 
. Spring 8 vestigation) . —..-- ug. ves| no recom- 
mended, Aug. 21,'1952, Perens, | 
26. Fresh or frozen groundfish fillets (ist | Sept. 10,1951 | As above, Sept. 4, 1952. ommis: 
investigation). hegotiat 
impositic 
or excise 


continua 
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| 
Date of Ap 








Commodity plication Disposition 
— —— - ar baeppamningemebenieertbarcaen eet 
27. Garlic | Oct. 8, 1951 | Changes recommended June 6, 1952; reject- 
} | ed by President, July 21, 1942. 
28. Bicycles and parts_. on } Oct. 11,1951 | Full investigation, no changes recom- 
mended, Oct. 9, 1952. 
29. Glace cherries Oct. 26,1951 | As above, Oct. 17, 1952. 
30. Canned Bonito and Tuna | Noy. 28,1951 | As above, Nov. 26, 1952. 
31. Tobacco pipes and pipe bowls Dec. 29,1951 | No formal report; President has requested 
| _ further investigation. 
32. Household china Feb. 11,1952 | Full investigation, no changes recom- 
mended, February 1953. 
33. Dried figs bi Mar. 17,1952 | Changes recommended July 24, 1952; 
accepted by President Aug. 16, 1952. 
34. Wood screws (2d investigation Apr 1,1952 | Full investigation, no changes recom- 
mended, March 1953. 
35. Mares’ urine Apr. 8, 1952 | Dismissed after preliminary hearing. 
36, Chalk whiting Apr. 10,1952 | Full investigation, no changes recom- 
| mended, April 1953. 
37. Screen printed silk scarves. --. Apr. 14,1952 | Changes recommended Apr. 13, 1953; re- 
jected by President, June 10, 1953 
38. Wood wind instruments Apr. 29, 1952 Full investigation, no changes recom- 
| mended, April 1953 
39. Hard fiber cords and twines July 7,1952 | Withdrawn, Jan. 14, 1953. 
40. Cotton carding machinery ..| Aug. 12,1952 | Full investigation, no changes recom- 
| mended, July 1953 
41. Rosaries | Sept. 15,1952 | As above, August 1953. 
42. Watch bracelets Sept. 24, 1952 Do. 
43. Handblown glassware Sept. 25,1952 | Pending 
44, Mustard seeds Feb. 9, 1953 Do 
45. Manicure scissors, shears and blades Mar. 19, 1953 Do. 
46. Groundfish fillets (2d investigation) May 27, 1953 | Do. 
47. Watch movements and parts (2d investi- | Sept. 1, 1953 Do 
gation). | 
48, Lead and zine Sept. 14, 1953 Do. 
49. Straight pins (dressmakers and common)_| Sept. 23, 1953 | Do. 
50. Safety pins ho sts Sept. 28, 1953 | Do 
51. Fluospar, acid grade_. ..| Oct. 20,1953 | Do. 





APPENDIX 43 


TARIFF COMMISSION REGULATIONS—SECTION 3 OF THE TRADE AGREEMENTS 
Extension Act or 1951 


Subject matter of appendix —Regulations of the Tariff Commission establishing 
its rules of practice and procedure for investigations under the “peril point” 
provisions (sec. 3) of the Trade Agreements Extension Act of 1951 (19 C. F. R. 
206): 


“Part 206—INVESTIGATIONS REGARDING Propucts ON WHIcH PossiBLE TARIFF 
ConcEssIONS WiLL BE CONSIDERED IN TRADE-AGREEMENT NEGOTIATIONS 


Sec. 


206.1 Applicability of rules under section 3, Trade Agreements Extension Act of 1951. 

206.2 Purpose of investigation. 

206.3 Public notice of investigation. 

206.4 Public hearings. 

206.5 Briefs 

206.6 Reports. 
“AUTHORITY: § § 206.1 to 206.6 issued under sec. 3, Pub. Law 50, 82d Cong. 
“Source: § § 206.1 to 206.6 appear at 16 F. R. 10626, Oct. 18, 1951. 


*§ 206.1 Applicability of rules under section 3, Trade Agreements Extension Act 
of 1951. The rules under this part are specifically applicable to investigations 
for the purposes of section 3 of the Trade Agreements Extension Act of 1951 and 
apply in addition to the pertinent rules of general application set forth in Part 201 
of this chapter. 

“§ 206.2 Purpose of investigation. The purpose of an investigation under 
section 3 of the Trade Agreements Extension Act of 1951 is to determine, with 
respect to each import article included in a list of products submitted to the 
Commission by the President which are to be considered in trade-agreement 
negotiations for possible modification of duties and other import restrictions, 
imposition of additional import restrictions, or continuance of existing customs 
or excise treatment, (a) the limit to which such modification, imposition, or 
continuance may be extended in order to carry out the purpose of the Trade 
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Agreements Act of 1934, as amended, without causing or threatening serious 
injury to the domestic industry producing like or directly competitive articles 
and (b) the minimum increases in duties or additional import restrictions requi 

in cases where increases in duties or additional import restrictions are required 
to avoid serious injury to the domestic industry producing like or directly competi- 
tive articles. 

“§ 206.3 Public notice of investigation. Public notice of an investigation for 
the purpose of section 3 of the Trade Agreements Extension Act of 1951 will 
be given in the manner prescribed in § 201.10 of this chapter. Copies of the notice 
and of the list of products to be covered by the investigation will be mailed on 
request to parties interested. 

“§ 206.4 Public hearings—(a) Public notice. In the course of an investigation 
pursuant to section 3 of the Trade Agreements Extension Act of 1951, the Com- 
mission will hold public hearings. Notice will be given of the time and place 
set for such hearings in the manner prescribed in § 201.10 of this chapter. 

““(b) Appearances at hearings. Parties interested may appear at public hearings, 
either in person or by representative, and produce, under oath, oral or written 
evidence relevant and material to the subject matter of the investigation. 

“(c) Written statements. Since public hearings are only a part of the investiga- 
tion, and the Commission’s findings are’ based on the information obtained at 
public hearings as well as other information which it may obtain in the course of 
the investigation, persons who cannot appear at public hearings but who desire 
to supply written information relevant and material to the subject matter of the 
investigation may do so by submitting fifteen clear copies of the written statement, 
typed, printed, or duplicated, one of which shall be sworn to. No special form 
for presentation of written views is prescribed. Written statements so sub- 
mitted will be given the same consideration as testimony presented at the hearing, 
and, except for confidential material, will be open to public inspection. Because 
the Commission’s report to the President must be completed within 120 days 
after the receipt of the list of products from the President, written statements 
not submitted at the hearing can be assured consideration only if received by 
the Commission before the close of the public hearing. 

“(d) Official notice of Government publications. Publications of the United 
States Government, expecially reports of the Tariff Commission, need not be 
offered in evidence because the Commission will take notice of them as public 
documents. Extensive excerpts from such publications, particularly data re- 
garding United States production, exports, or imports, should not be included in 
statements to the Commission either at the hearing or otherwise, but should be 
referred to by citing the title and page number of the pertinent publication. 

“Cross REFERENCES: For rule regarding conduct of public hearings, see § 201.14 of this chapter. For 
rule regarding official notice by Commission of public documents, see § 201.14 of this chapter. 

““(e) Confidential information. All information submitted in confidence should 
be submitted on separate pages clearly marked ‘Confidential’, The Commission 
may refuse to accept in confidence any particular information which it determines 
is not entitled to confidential treatment. 


“Cross REFERENCE: For general rule regarding confidential information, see § 201.6 of this chapter. 


“(f) Type of information to be developed at hearing or in written statements. 
Without excluding other pertinent information, but with a view to assistin 
parties interested to present information useful in formant Cane require 
by the statute, testimony at hearings and written statements should give empha- 
sis to the following matters: 

“(1) Trends of Ranctie production, sales, and imports in respect of the articles 
in question, including data on recent developments. 

“(2) The competitive strength of the foreign article and the like or directly 
competitive domestic article in the markets of the United States during a period 
which is representative of conditions of competition between such articles. 

(3) Geographic areas of greatest competition between the domestic and the 
imported product and the principal market or markets for these products in the 
United States. 

(4) Costs of production and delivery of the foreign and the domestic article 
during the riod, specified under ea (2) of this paragraph. 

“(5) Additional information of a factual character bearing on the position of 
the domestic industry in competition with the imported article. 

“$206.5 Briefs. Briefs of the evidence produced at the hearing and arguments 
thereon may be presented to the Commission by parties interested who have 
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entered an appearance. Unless otherwise ordered, fifteen clear copies, typed, 
printed, or duplicated, shall be filed with the Secretary of the Commission within 
ten days after the close of the hearing. 

“§ 206.6 Reports. The Commission will report to the President its findings 
in the investigation not later than 120 days after the receipt by the Commission 
from the President of the list of products to be covered by the investigation. 

“Section 4 of the Trade Agreements Extension Act of 1951 provides that, within 
thirty days after a trade agreement has been entered into which does not comply 
with the limits or minimum requirements specified in the findings reported to the 
President by the Tariff Commission, the President shall transmit a copy of such 
agreement to the Congress, whereupon the Tariff Commission must deposit with 
the Committee on Ways and Means of the House of Representatives and the 
Committee on Finance of the Senate a copy of the portions of its report to the 
President dealing with the articles with respect to which such limits or minimum 
requirements are not complied with.” 


APPENDIX 44 
Mituer Act or 1935 


Subject matter of appendiz.—The Miller Act of 1935 (40 USC 270 a-e) which 
requires contractors, prior to award on government construction contracts to 
post performance and payment bonds, the latter for the protection of labor, sup- 
pliers and materialmen authorizing such persons who have not been paid to sue 
on the bond (40 U. 8. C. quoted): 


“§ 270a. Bonds of contractors for public buildings or works; waiver of bonds 
covering contract performed in foreign country 


“‘(a) Before any contract, exceeding $2,000 in amount, for the constructon, 
alteration, or repair of any public building or public work of the United States is 
awarded to any person, such person shall furnish to the United States the follow- 
ing bonds, which shall become binding upon the award of the contract to such 
person, who is hereinafter designated as ‘contractor’: 

““(1) A performance bond with a surety or sureties satisfactory to the officer 
awarding such contract, and in such amount as he shall deem adequate, for the 
protection of the United States. 

‘““(2) A payment bond with a surety or sureties satisfactory to such officer for 
the protection of all persons supplying labor and material in the prosecution of 
the work provided for in said contract for the use of each such person. Whenever 
the total amount payable by the terms of the contract shall be not more than 
$1,000,000 the said payment bond shall be in a sum of one-half the total amount 
payable by the terms of the contract. Whenever the total amount payable by 
the terms of the contract shall be more than $1,000,000 and not more than 
$5,000,000, the said payment bond shall be in a sum of 40 per centum of the total 
amount payable by the terms of the contract. Whenever the total amount pay- 
able by the terms of the contract shall be more than $5,000,000 the said payment 
bond shall be in the sum of $2,500,000. 

“(b) The contracting officer in respect of any contract is authorized to waive 
the requirement of a performance bond and payment. bond for so much of the 
work under such contract as is to be performed in a foreign country if he finds 
that it is impracticable for the contractor to furnish such bonds. 

““(e) Nothing in this section shall be construed to limit the authority of any 
contracting officer to require a performance bond or other security in addition 
to those, or in cases other than the cases specified in subsection (a) of this section. 
Aug. 24, 1935, c. 642, Sec. 1, 49 Stat. 793. 


““§ 270b. Same: rights of persons furnishing labor or material 


“‘(a) Every person who has furnished labor or material in the prosecution of 
the work provided for in such contract, in respect of which a payment bond is 
furnished under section 270a of this title and who has not been paid in full therefor 
before the expiration of a period of ninety days after the day on which the last 
of the labor was done or performed by him or material was furnished or supplied 
by him for which such claim is made, shall have the right to sue on such payment 
bond for the amount, or the balance thereof, unpaid at the time of institution 
of such suit and to prosecute said action to final execution and judgment for the 
sum or sums justly due him: Provided, however, That any person having direct 
contractual relationship with a subcontractor but no contractual relationship 
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express or implied with the contractor furnishing said payment bond shall have a 
right of action upon the said payment bond upon giving written notice to said 
contractor within ninety days from the date on which such person did or per- 
formed the last of the labor or furnished or supplied the last of the material for 
which such claim is made, stating with substantial accuracy the amount claimed 
and the name of the party to whom the material was furnished or supplied or 
for whom the labor was done or performed. Such notice shall be served by mail- 
ing the same by registered mail, postage prepaid, in the envelop addressed to the 
contractor at any place he maintains an office or conducts his business, or his 
residence, or in anv manner in which the United States marshal of the district 
in which the public improvement is situated is authorized by law to serve 
summons. 

“(b) Every suit instituted under this section shall be brought in the name of the 
United States for the use of the person suing, in the United States District Court 
for any district in which the contract was to be performed and executed and not 
elsewhere, irrespective of the amount in controversy in such suit, but no such suit 
shall be commenced after the expiration of one year after the date of final settle- 
ment of such contract. The United States shall not be liable for the payment of 
any costs or expenses of any such suit. Aug. 24, 1935, c. 642, Sec. 2, 49 Stat. 794. 


““§ 270c. Same; right of person furnishing labor or material to copy of bond 


“The Comptroller General is authorized and directed to furnish, to any person 
making application therefor who submits an affidavit that he has supplied labor 
or materials for such work and payment therefor has not been made or that he is 
being sued on any such bond, a certified copy of such bond and the contract for 
which it was given, which copy shall be prima facie evidence of the contents, 
execution, and delivery of the original, and, in case final settlement of such con- 
tract has been made, a certified statement of the date of such settlement, which 
shall be conclusive as to such date upon the parties. Applicants shall pay for 
such certified copies and certified statements such fees as the Comptroller General 
ee = aoe the cost of pipparation thereof. Aug. 24, 1935, c. 642, Sec. 3, 49 

tat. 794, 


“§ 270d. Same; definition of ‘person’ in sections 270a, 270b and 270c 
“The term ‘person’ and the masculine pronoun as used in sections 270a—270c of 


this title shall include all persons whether individuals, associations, copartner- 
ships, or corporations. Aug. 24, 1935, c. 642, Sec. 4, 49 Stat. 794. 


“§ 270e. Same; waiver of sections 270a—270d with respect to Army or Navy con- 
tracts 


“Sections 270a—-270d of this title may, in the discretion of the Secretary of the 
Army or the Secretary of the Navy, be waived with respect to contracts for the 
manufacturing, producing, furnishing, construction, alteration, repair, processing, 
or assembling of vessels, aircraft, munitions, materiel, or supplies of any kind or 
nature for the Army or the Navy, regardless of the terms of such contracts as to 
payment or title: Provided, That as to contracts of a nature which, on April 29 
1941, would have been subject to the provisions of sections 270a~270d of this 
title, the Secretary of the Army or the Secretary of the Navy may require perform- 
ance and payment bonds as provided by said sections. Apr. 29, 1941, c. 81, 55 
Stat. 147; July 26, 1947, c. 343, Title II, Sec. 205 (a), 61 Stat. 501.” 





APPENDIX 45 


CopgeLaNp Act oF 1948 


Subject matter of appendiz.—The Copeland “Anti Kickback’”’ Act (18 U. 8. C. 
874; 40 U.S. C. 2760) which makes it a crime for anyone to induce any person 
employed in construction of any public building or work to “kick back” any 
part of his compensation, and which authorizes the Secretary of Labor to make 
regulations for contractors and subcontractors for enforcement of the Act (18 
U. 8. C. and 40 U. 8. C. quoted): 

(a) 18 U.S. C. 874: 
“Sec. 874. Kickbacks from public works employees 

“Whoever, by force, intimidation, or threat of procuring dismissal from ape. 
ment, or by any other manner whatsoever induces any person employed in the 
construction, prosecution, completion or repair of any public building, public 
work, or building or work financed in whole or in part by loans or grants from the 
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United States, to give up any part of the compensation to which he is entitled 
under his contract of employment, shall be fined not more than $5,000 or impris- 
oned not more than five years, or both. June 25, 1948, c. 645, 62 Stat. 740.” 

(b) 40 U.S. C. 276ce: 
“976e. Same; regulations governing contractors and subcontractors 

The Secretary of Labor shall make reasonable regulations for contractors and 
subcontractors engaged in the construction, prosecution, completion or repair of 
public buildings, public works or buildings financed in whole or in part by loans 
or grants from the United States, including a provision that each contractor and 
subcontractor shall furnish weekly a sworn affidavit with respect to the wages 
paid each employee during the preceding week. June 13, 1934, c. 482, Sec. 2, 
48 Stat. 948; 1940 Reorg. Plan No. IV, Sec. 9, eff. June 30, 1940, 5 F. R. 2421, 
54 Stat. 1236; May 24, 1949, c. 1389, Sec. 134, 63 Stat. 108.” 





AprENpDIx 46 
WaLsH-HEALEY Pusiic Contracts Act or 1936 


Subject matter of appendix.—Pertinent provisions of the Walsh-Healey Public 
Contracts Act of 1936 as amended (41 U.S. C. 35-45) which requires the insertion 
in all contracts for supplies, materials or equipment in excess of $10,000 of stipu- 
lations and representations relative to minimum wages, maximum hours, child 
and convict labor, status of contractor, and working conditions (41 U. 8. C, 
quoted): 


“$35. Contracts for materials, etc., exceeding $10,000; representations and 
stipulations 

“Tn any contract made and entered into by any executive department, inde- 
pendent establishment, or other agency or instrumentality of the United States, 
or by the District of Columbia, or by any corporation all the stock of which is 
beneficially owned by the United States (all the foregoing being hereinafter desig- 
nated as agencies of the United States), for the manufacture or furnishing of 
materials, supplies, articles, and equipment in any amount exceeding $10,000, 
there shall be included the following representations and stipulations: 

(a) That the contractor is the manufacturer of or a regular dealer in the 
materials, supplies, articles, or equipment to be manufactured or used in the 
performance of the contract; 

“(b) ‘That all persons employed by the contractor in the manufacture or fur- 
nishing of the materials, supplies, articles, or equipment used in the performance 
of the contract will be paid, without subsequent deduction or rebate on any 
account, not less than the minimum wages as determined by the Secretary of 
Labor to be the prevailing minimum wages for persons employed on similar work 
or in the particular or similar industries or groups of industries currently operating 
in the locality in which the materials, supplies, articles, or equipment are to be 
manufactured or furnished under said contract; 

“(e) That no person employed by the contractor in the manufacture or fur- 
nishing of the materials, supplies, articles, or equipment used in the performance 
of the contract shall be permitted to work in excess of eight hours in any one day 
or in excess of forty hours in any one week: Provided, That the provisions of this 
subsection shall not apply to any employer who shall have entered into an agree- 
ment with his employees pursuant to the provisions of paragraphs 1 or 2 of sub- 
section (b) of section 207 of Title 29; 

“(d) That no male person under sixteen years of age and no female person 
under eighteen years of age and no convict labor will be employed by the con- 
tractor in the manufacture or production or furnishing of any of the materials, 
supplies, articles, or equipment included in such contract; and 

““(e) That no part of such contract will be performed not will any of the mate- 
rials, supplies, articles, or equipment to be manufactured or furnished under said 
contract be manufactured or fabricated in any plants, factories, buildings, or sur- 
roundings or under working conditions which are unsanitary or hazardous or 
dangerous to the health and safety of employees engaged in the performance of 
said contract. Compliance with the safety, sanitary, and factory inspection laws 
of the State in which the work or part thereof is to be performed shall be prima- 
facie evidence of compliance with this subsection. June 30, 1936, c. 881, 49 
Stat. 2036; May 13, 1942, c. 306, 56 Stat. 277. 
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“§ 36. Same; liability for breach; cancellation; completion by Government 
agency; employee’s wages 

“‘Any breach or violation of any of the representations and stipulations in any 
contract for the purposes set forth in section 35 of this title shall render the party 
responsible therefor liable to the United States of America for liquidation damages, 
in addition to damages for any other breach of such contract, the sum of $10 per 
day for each male person under sixteen years of age or each female person under 
eighteen years of age, or each convict laborer knowingly employed in the per- 
formance of such contract, and a sum equal to the amount of any deductions, 
rabates, refunds, or underpayment of wages due to any employee engaged in the 
performance of such contract; and, in addition, the agency of the United States 
entering into such contract shall have the right to cancel same and to make open- 
market purchases or enter into other contracts for the completion of the original 
contract, charging any additional cost to the original contractor. Any sums of 
money due to the United States of America by reason of any violation of any of 
the representations and stipulations of said contract set forth in section 35 of this 
title may be withheld from any amounts due on any such contracts or may be 
recovered in suits brought in the name of the United States of America by the 
Attorney General thereof. All sums withheld or recovered as deductions, rebates, 
refunds, or underpayments of wages shall be held in a special deposit account and 
shall be paid, on order of the Secretary of Labor, directly to the employees who 
have been paid less than minimum rates of pay as set forth in such contracts and 
on whose account such sums were withheld or recovered: Provided, That no 
claims by employees for such payment shall be entertained unless made within 
one year from the date of actual notice to the contractor of the withholding of 
recovery of such sums by the United States of America. June 30, 1936, c. 881 
Sec. 2, 49 Stat. 2037. 


“§ 37. Same; distribution of list of persons breaching contract; future contracts 
prohibited 

“The Comptroller General is authorized and directed to distribute a list to all 
agencies of the United States containing the names of persons or firms found by 
the Secretary of Labor to have breached any of the agreements or representations 
required by sections 35-45 of this title. Unless the Secretary of Labor otherwise 
recommends no contracts shall be awarded to such persons or firms or to any 
firm, corporation, partnership or association in which such persons or firms have 
a controlling interest until three years have elapsed from the date the Secretary 
of Labor determines such breach to have occurred. June 30, 1936, c. 881, Sec. 3, 
49 Stat. 2037. 


* * * * * * * 


“§ 40. Same; exceptions; modification of contracts; variations; overtime; suspen- 
sion of representations and stipulations 


“Upon a written finding by the head of the contracting agency or department 
that the inclusion in the proposal or contract of the representations or stipula- 
tions set forth in section 35 of this title will seriously impair the conduct of Govern- 
ment business, the Secretary of Labor shall make exceptions in specific cases or 
otherwise when justice or public interest will be served thereby. Upon the joint 
recommendation of the contracting agency and the contractor, the Secretary of 
Labor may modify the terms of an existing contract respecting minimum rates of 
pay and maximum hours of labor as he may find necessary and proper in the 
— interest or to prevent injustice and undue hardship. The Secretary of 

sabor may provide reasonable limitations and may make rules and regulations 

allowing reasonable variations, tolerances, and exemptions to and from any or all 
provisions of sections 35-45 of this title respecting minimum rates of pay and 
maximum hours of labor or the extent of the application of said sections to con- 
tractors, as hereinbefore described. Whenever the Secretary of Labor shall per- 
mit an increase in the maximum hours of labor stipulated in the contract, he shall 
set a rate of pay for any overtime, which rate shall be not less than one and one- 
half times the basic hourly rate received by any employee affected: Provided, 
That whenever in his judgment such course is in the public interest, the Presi- 
dent is authorized to suspend any or all of the representations and stipulations 
contained in section 35 of this title. June 30, 1936, c. 881, Sec. 6, 49 Stat. 2038; 
June 28, 1940, c. 440, Title I, Sec. 13, 54 Stat. 681. 


* * - * * + * 
“$42. Same; effect of sections 35-45 on other laws 


“The provisions of sections 35—45 of this title shall not be construed to modify 
or amend Title III of the act entitled ‘An Act making appropriations for the 
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Treasury and Post Office Departments for the fiscal year ending June 30, 1934, 
and for other purposes’, approved May 3, 1933 (commonly known as the Buy 
American Act), nor shall the provisions of sections 35—45 of this title be construed 
to modify or amend sections 276a to 276a—5 of Title 40, nor the labor provisions of 
Title II of the National Industrial Recovery Act, approved April 8, 1935, as 
extended, or of section 7 of the Emergency Relief Appropriation Act, approved 
April 8, 1935; nor shall the provisions of sections 35-45 of this title be construed 
to modify or amend sections 744a-744n of Title 18. June 30, 1936, c. 881, Sec. 8, 
49 Stat. 2039. 


“§ 43. Same; sections 35-45 not applicable to certain contracts 


“Sections 35-45 of this title shall not apply to purchases of such materials, 
supplies, articles, or equipment as may usually be bought in the open market; 
nor shall they apply to perishables, including dairy, livestock and nursery products, 
or to agricultural or farm products processed for first sale by the original producers; 
nor to any contracts made by the Secretary of Agriculture for the purchase of 
agricultural commodities or the products thereof. Nothing said in sections of 
this title shall be construed to apply to carriage of freight or personnel by vessel, 
airplane, bus, truck, express, or railway line where published tariff rates are in 
effect or to common carriers subject to the Communications Act of 1934. June 
30, 1936, c. 881, Sec. 9, 49 Stat. 2039. 

* * * * + ~ ~ 


“§ 45. Same; effective date of sections 35-45 exception as to representations with 
respect to minimum wages 

“Sections 35-45 of this title shall apply to all contracts entered into pursuant 
to invitations for bids issued on or after ninety days from June 30, 1936: Provided, 
however, That the provisions requiring the inclusion of representations with 
respect to minimum wages shall apply only to purchases or contracts relating to 
such industries as have been the subject matter of a determination by the Secre- 
tary of Labor. June 30, 1936, c. 881, Sec. 11, 49 Stat. 2039.” 





APPENDIX 47 


Pusiic Conrracts Division “RULING AND INTERPRETATION’ Re WauLsH-HEALEY 
$10,000 LimiraTIoNn 


Subject matter of appendix.—Section 3 of the Division of Public Contracts 
“Rulings and Interpretations’ as amended through April 1953 which sets forth 
the Division’s interpretation of when contracts will and will not be deemed to 
exceed $10,000 in amount within the meaning of the Walsh-Healey Act: 

“Sec. 3. Amount Invotvep.—(a) Indefinite amount.—All contracts which 
may exceed $10,000 should include the stipulations required by the Act, unless 
the contracting officer knows in advance that the total amount of the contract will 
not exceed $10,000 in any event. 

“(b) Reduction for prompt payment.—If a contract is awarded for an amount 
in excess of $10,000 the stipulations required by the Act should be included, not- 
withstanding the fact that prompt payment may reduce the actual expenditure 
to a figure not exceeding $10,000. ‘The total price named in the contract is the 
contract price insofar as the application of the said Act is concerned, any reduction 
therein being dependent upon a condition subsequent to the contract.’ 16 
Comp. Gen. 583; 16 Comp. Gen. 605. 

““(e) Trade-in allowance.—Trade-in allowances should not be deducted from 
the bid price in determining whether the contract is in excess of $10,000. The 
contract price rather than the means of payment is the controlling factor. 16 
Comp. Gen. 605. 

“‘(d) Installment delivery.—Contracts which exceed or may exceed $10,000 
come within the Act, irrespective of whether the material is delivered in install- 
ments or in one lot. 

“(e) Contracts for separate items.—(1) When an invitation is issued for bids on a 
variety of items totaling more than $10,000, subject to the Act, and bidders are 
permitted to bid on any one or more of the items amounting to not more than 
$10,000, awards made to different bidders for $10,000 or less are not subject to the 
Act. 

(2) If one contract is awarded containing several schedules for separate items 
and if the total price of the contract is in excess of $10,000, the contract is subject 
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to the Act, even though each item is manufactured by a different concern, and the 
amount of each item is less than $10,000. 

‘*(3) Where a single award is made in an amount exceeding $10,000 on a single 
invitation and for reasons of convenience several formal contracts are issued 
covering the award, each such contract is subject to the provisions of the Act, 
although each may happen to be for a sum less than $10,000. 

‘“(f) Awards aggregating $10,000 or less on bids exceeding that amount.—When a 
person bids on several items of equipment of an aggregate value in excess of 
$10,000 and is the low bidder on only a few items of an aggregate value not in 
excess of $10,000, his contract for those few items is not subject to the Act. 16 
Comp. Gen. 744. 

““(¢) Inclusion of freight rates in price.—The total contract price is the determin- 
ing factor as to whether the Public Contracts Act applies to a Government 
contract for materials, supplies, articles or equipment. If a contract as awarded 
is for an amount in excess of $10,000 and requires the materials to be delivered by 
the contractor to the destination designated by the Government, the stipulations 
of the Act are required to be included in the contract even though the amount 
paid by the contractor for freight charges reduces to a figure below $10,000 the 
amount actually received by him for the goods.” 





Apprenpix 48 


Pusiic Contracts Division “‘RuLINna AND INTERPRETATION’ Re WatsH- 
HeaLey aNd Davis-Bacon Act APPLICATION 


Subject matter of appendiz.—Excerpt from the Labor Department’s ‘Walsh- 
Healey Public Contracts Act, Rulings and Interpretations, October 1, 1945,” as 
amended through April 1953, which shows the limitations on application of the 
Walsh-Healey Act to contracts involving construction, and the circumstances 
under which the Walsh-Healey Act and the Davis-Bacon Act may both apply 
to the same contract: 

“Spc. 6. Contracts INvoLvina Construction.—(a) Contracts for the con- 
struction of public works including buildings and bridges (as to ships including 
United States naval vessels, see Sec. 7 below) are not subject to the Public Con- 
tracts Act and contractors performing such contracts may use in such construction 
materials, supplies, articles, or equipment manufactured or furnished by them 
without showing compliance with the Act. 

*“(b) Contracts ordinarily awarded to manufacturers of or dealers in articles 
or equipment for the manufacture or furnishing of articles or equipment and which 
exceed or may exceed $10,000 are subject to the Public Contracts Act even though 
such contracts call for the erection or installation of the articles or equipment 
after delivery. If such a contract involves more than an incidental amount of 
erection or installation work it may also be subject to the Davis-Bacon Act with 
respect to such work if the site of such work is known at the time the invitation 
to bid is issued. Examples of such contracts are those for the manufacture or 
furnishing and installation of elevators or of generators requiring prepared founda- 
tions or housing.” 

APPENDIX 49 


Pustie Contracts Diviston Ruiines, INTERPRETATIONS AND REGULATIONS 
Re TERRITORIAL APPLICATION OF WausH-HEALEY AcT 


Subject matter of appendix.—Department of Labor, Division of Public Contracts 
regulation (15 F. R. 6891, Oct. 13, 1950; 41 C. F. R. par. 201.603b) which makes 
the Walsh-Healey Act inapplicable to contracts to be performed outside the 
United States or its possessions; and the Labor Department’s ‘‘Walsh-Healey 
Public Contracts Act, Rulings and Interpretations, October 1, 1945”’ as amended 
through April 1953, which restates the regulation and interprets it as authorizing 
application of the Act to those parts of contracts which are to be performed 
within the United States. 

(a) Regulation (15 F. R. 6891): 

“§ 201.603 Administrative eremptions. The following classes of contracts have 
been exempted from the application of § 201.1 pursuant to the procedure required 
under section 6 of the act: 

. * * * * * . 


‘*(b) Contracts for materials, supplies, articles or equipment no part of which 
will be manufactured or furnished within the geographic limits of the continental 
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United States, Alaska, Hawaii, Puerto Rico, the Virgin Islands, or the District 
of Columbia: Provided, That the representations and stipulations required by the 
act and these regulations in any contract for materials, supplies, articles, or 
equipment to be manufactured or furnished in part within and in part outside 
such geographic limits shall not be applicable to any work performed under.the 
contract outside such geographic limits. 

“The above amendment shall become effective as to all contracts subject to 
the Public Contracts Act, bids for which are solicited or negotiations otherwise 
commenced on or afer November 1, 1950.’”’ [Par. 8, 4% C. F. R. Supp.] 

(b) Rulings and interpretations: 

“Sec. 4. Place or PerrorMance.—(a) The Public Contracts Act does not 
apply to ‘contracts for materials, supplies, articles, or equipment no part of which 
will be manufactured or furnished within the geographic limits of the continental 
States, Alaska, Hawaii, Puerto Rico, the Virgin Islands, or the District of 
Columbia . . .’-—Regulations, Section 201.601 (b), as amended October 13, 1950. 

““b) Contracts to be performed in the United States, the District of Columbia, 
Alaska, Hawaii, Puerto Rico, and the Virgin Islands are subject to the provisions 
of the Public Contracts Act. Contracts to be performed outside the United 
States and the Territories mentioned are not subject to the provisions of the Act 
unless the performance of such contracts requires the shipment of the materials 
therefrom, in which event compliance with the Act and Regulations thereunder 
need be shown only as to operations within the United States and such Territories.” 





Appenpix 50 
ARMED Services PRocUREMENT REGULATIONS RE WALSH-HEALEY AcT 


Subject matter of appendiz.—Joint regulations of the Army, Navy, and Air Force 
(ASPR) which set forth their conception of the requirements and applicability of 
the Walsh-Healey Act and the form of clause to be included in contracts (ASPR, 
section XII, part 6, pars. 12-601 through 12-604). 

“12-601 Statutory Requirement. In accordance with the requirement of the 
Walsh-Healey Public Contracts Act (Act of June 30, 1936, as amended; 41 
U. S. Code 35-45), all contracts entered into by any Department for the manu- 
facture or furnishing of supplies in any amount exceeding $10,000 shall incorporate 
by reference the represeatations and stipulations required by said Act pertaining 
to such matters as minimum wages, maximum hours, child labor, convict labor, 
safe and sanitary working conditions, and the contractor’s status as a manu- 
facturer or regular dealer. 

“12-602 Applicability. The requirement set forth in the preceding para- 
graph applies to contracts for the manufacture or furnishing of ‘materials, supplies, 
articles, and equipment’ which are to be performed within the geographic limits 
of the continental United States, Alaska, Hawaii, Puerto Rico, Virgin Islands, or 
the District of Columbia, and which exceed or may exceed $10,000 in amount. 
Pursuant to the Walsh-Healy Act, the Secretary of Labor has issued detailed 
regulations and interpretations as to the coverage of said Act, and exemptions 
and procedures thereunder. These regulations and interpretations are compiled 
in @ document entitled ‘Walsh-Healey Public Contracts Act, Rulings and Inter- 
pretations.’ In addition to the interpretations stated in that document, attention 
is directed to an opinion of the Department of Labor that contracts which are 
originally $10,000 or less, but are subsequently modified to increase the price to an 
amount in excess of $10,000, are subject to the Walsh-Healey Act; and that con- 
tracts in an amount exceeding $10,000, which are subsequently modified to a 
figure of $10,000 or less, are not subject to said Act with respect to work performed 
after such modification if modification is effected by mutual agreement. 

“12-603 Responsibilities of Contracting Officers. Whenever the Walsh-Healey 
Public Contracts Act is applicable, the Contracting Officer shall, pursuant to 
regulations or instructions issued by the Secretary of Labor and in accordance with 
procedures prescribed by each respective Department— 

“(a) inform prospective contractors of the possible applicability of 
minimum wage determinations; 

“(b) furnish to the contractor a poster (Form PC-—13); 

“(e) prepare and transmit Form PC-—1 or substitute procedure approved 
by the Department of Labor and the Department concerned; 

““(d) report to the Department of Labor any violation of the representa- 
tions or stipulations required by the Walsh-Healey Act. 

“12-604 Contract Clause. The contract clause required by this Part 6 of 
Section XII shall be as follows: 


42493—54—pt. 1——41 
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“““WALSH-HEALEY PUBLIC CONTRACTS ACT 


‘“Tf this contract is for the manufacture or furnishing of materials, supplies, 
articles or equipment in an amount which exceeds or may exceed $10,000 and is 
otherwise subject to the Walsh-Healey Public Contracts Act as amended (41 U. 
S. Code 35-45), there are hereby incorporated by reference all representations 
and stipulations required by said Act and regulations issued thereunder by the 
Secretary of Labor, such representations and stipulations being subject to all 
applicable rulings and interpretations of the Secretary of Labor which are now or 
may hereafter be in effect.’” 


AppENpDIx 51 


E1ent-Hovur Law or 1912 


Subject matter of appendix.—The 8-hour law of 1912 as amended (40 U. 8. C. 324, 
325, 325a and 326) which requires that all government contracts (except contracts 
for commonly used supplies or supplies obtainable in the open market) contain a 
provision prohibiting the employment by the contractor or subcontractor of labor 
for more than 8 hours in any one day unless overtime is compensated at 134 times 
the basic rate (40 U. 8. C. quoted): 


“Sec. 324. Public contracts to provide for eight-hour day; stipulation for penalty; 
inspectors to report violations; deduction of penalty; appeals; right 
of action in Court of Claims 


“Every contract made to which the United States, any Territory, or the Dis- 
trict of Columbia is a party, and every such contract maae for or on behalf of 
the United States, or any Territory, or said District, which may require or in- 
volve the employment of laborers or mechanics shall contain a provision that no 
laborer or mechanic doing any part of the work contemplated by the contract, 
in the employ of the contractor or any subcontractor contracting for any part of 
said work contemplated, shall be required or permitted to work more than eight 
hours in any one calendar day upon such work; and every such contract shall 
stipulate a penalty for each violation of such provision in such contract of $5 for 
each laborer or mechanic for every calendar day in which he shall be required or 
permitted to labor more than eight hours upon said work; and any officer or 
person designated as inspector of the work to be performed under any such con- 
tract, or to aid in enforcing the fulfillment thereof, shall, upon observation or in 
vestigation, forthwith report to the proper officer of the United States, or of any 
Territory, or of the District of Columbia, all violations of the provisions of this 
section directed to be made in every such contract, together with the name of 
each laborer or mechanic who has been required or permitted to labor in viola- 
tion of such stipulation and the day of such violation, and the amount of the 
penalties imposed according to the stipulation in any such contract shall be di- 
rected to be withheld for the use and benefit of the United States, the District of 
Columbia, or the Territory contracting by the officer or person whose duty it 
shall be to approve the payment of the moneys due under such contract, whether 
the violation of the provisions of such contract is by the contractor or any sub- 
contractor. Any contractor or subcontractor aggrieved by the withholding of 
any penalty as hereinbefore provided shall have the right within six months 
thereafter to appeal to the head of the department making the contract on behalf 
of the United States or the Territory, and in the case of a contract made by the 
District of Columbia to the Commissioners thereof, who shall have power to re- 
view thé action imposing the penalty, and in all such appeals from such final 
order whereby a contractor or subcontractor may be aggrieved by the imposition 
of the penalty hereinbefore provided, such contractor or subcontractor may, 
within six months after decision by such head of a department or the Commis- 
sioners of the District of Columbia, file a claim in the Court of Claims. June 
19, 1912, ec. 174, § 1, 37 Stat. 137; June 25, 1948, c. 646, § 19, 62 Stat. 989. 


**§ 325. Same; contracts excepted; work included; waiver in time of war; when 
penalty not to be imposea; eight-hour law not affec 


“Nothing in section 324 of this title shall apply to contracts for transportation 
by land or water, or for the transmission of intelligence, or for the purchase of 
supplies by the Government, whether manufactured to conform to particular 
specifications or not, or for such materials or articles as may tsually be bought 
in open market, except armor and armor plate, whether made to conform to 
particular specifications or not, or to the construction or repair of levees or revet- 
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ments necessary for protection inst floods or overflows on the navigable 
waters of the United States: Provided, That all classes of work which have been, 
or may be performed by the Government shall, when done by contract, by indi- 
viduals, firms, or corporations for or on behalf of the United States or any of the 
Territories or the District of Columbia, be performed in accordance with the 
terms and provisions of section 324 of this title. The President, by Executive 
Order may waive the provisions and stipulations in this section and section 324 
of this title as to any specific contract or contracts during time of war or a time 
when war is imminent. No penalties shall be imposed for anv violation of such 
provision in such contract Gue to any extraordinary events or conditions of manu- 
facture, or to any emergency caused by fire, famine, or flood, by danger to life 
or to property, or by other extraordinary event or condition on account of which 
the President shall subsequently declare the violation to have been excusable. 
Nothing in this section or section 324 of this title shall be construed to repeal or 
modify sections 321-323 of this title, or apply to contracts entered into under the 
provisions of appropriation Acts approved prior to June 19, 1912. June 19, 
1912, c. 174, § 2, 37 Stat. 138 (p. 478). 


“§ 325a. Same; computation of wages on basic day rate of eight hours; work in 
excess of day rate 

“Notwithstanding any other provision of law, the wages of every laborer and 
mechanic employed by any contractor or subcontractor engaged in the perform- 
ance of any contract of the character specified in sections 324 and 325 of this title, 
shall be computed on a basic day rate of eight hours per day and work in excess 
of eight hours per day shall be permitted upon compensation for all hours worked 
in excess of eight hours per day at not less than one and one-half times the basic 
rate of pay. Sept. 9, 1940, 9 a. m., E. &. T., e. 717, Title III, § 303, 54 Stat. 
884 (p. 479). 


“§ 326. Suspension of eight-hour law in case of emergency; overtime pay 


“In case of national emergency the President is authorized to suspend pro- 
visions of law prohibiting more than eight hours labor in any one day of persons 
engaged upon work covered by contracts with the United States: Provided, That 
the wages of persons employed upon such contracts shall be computed on a 
basic day rate of eight hours work, with overtime rates to be paid for at not less 
than time and one-half for all hours worked in excess of eight hours. Mar. 4, 1917, 
c. 180, 39 Stat. 1192” (p. 481). 


APPENDIX 52 
ArMEp Services ProcuREMENT Reeuiations Re Ercut-Hovr Law or 1912 


Subject matter of appendiz.—Those provisions of the Armed Services Procure- 
ment Regulations which set forth the joint policies and interpretations of the 
Army, Navy and Air Force relative to the application of the Eight Hour Law 
of 1912 to contracts other than construction contracts (ASPR, section XII, part 
3, pars. 12:300 through 12:302 as amended October 7, 1953, 18 F. R. 6405, 
Oct. 8, 1953, 32 CFR 411.300 et seq.) (18 F. R. quoted): 


“SUBPART C—EIGHT-HOUR LAW OF 1912 (OTHER THAN CONSTRUCTION CONTRACTS) 


“§$ 411.300 Scope of subpart. This subpart deals with the requirements of 
the Eight-Hour Law of 1912, as amended (40 U. 8S. C. 324-326), applicable to 
contracts other than construction contracts as defined and covered in Subpart D 
of this part. 

“§$ 411.301 Statutory requirement. In accordance with the requirement of the 
Eight-Hour Law of 1912, as amended (40 U. 8. C. 324-326), certain contracts 
entered into by any Department shall contain a clause to the effect that no laborer 
or mechanic doing any part of the work contemplated by the contract shall be 
required or permitted to work more than eight hours in any one calendar day open 
such work, unless such laborer or mechanic is compensated for all hours worked 
in excess of eight hours in any one calendar day at not less than one and one-half 
times the basic rate of pay. 

“§ 411.302 Applicability. The requirement set forth in 411.301 applies, 
except as stated in a hs (a) to (e) of this section, to all contracts which may 
require or involve the employment of laborers or mechanics either by a contractor 
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or by any subcontractor. The requirement does not apply to the following kinds 
of contracts: 

“‘(a) Contracts (or portions thereof) to be performed in a foreign country over 
which the United States has no direct legislative control, to the extent that such 
contracts (or portions thereof) may require or involve the employment of laborers 
or mechanics there; 

““(b) Contracts with a State or political subdivision thereof (although the re- 
quirement does apply, and the contract must so provide, to a subcontract there- 
under with a private person or firm); 

“‘(e) Contracts (or portions thereof) for supplies in connection with which any 
required services are merely incidental to the sale and do not require substantial 
employment of laborers or mechanics; 

“(d) Contracts (or portions thereof) for materials or articles (other than armor 
or armor plate) usually bought in the open market (although the requirement does 
apply, and the contract must so provide, with respect to any contract involving 
the performance of any class of work which is ordinarily, and not merely occasion- 
ally or to a limited extent, performed by the Government) ; 

“(e) Contracts (or portions thereof) subject to the provisions of the Walsh- 
Healey Public Contracts Act (see Subpart F of this part).’”’ 


APPENDIX 53 


ARMED SERVICES PROCUREMENT REGULATIONS RE Davis-Bacon Act, CoPELAND 
’ 
Act anp E1ent-Hour Law or 1912 


Subject matter of appendiz.—Provisions of the joint Army, Navy and Air Force 
regulations (A. S. P. R., sec. XII, pars. 12-400 through 12-402 as amended and 
added October 7, 1953, 18 F. R. 6406, October 8, 1953) which show policy of the 
armed forces with respect to application of the Davis-Bacon Act, the Copeland 
Act and the 8-hour law (18 F. R. quoted): 


“SUBPART D—LABOR STANDARDS IN CONSTRUCTION CONTRACTS 


““§ 411.400 Scope of subpart. This subpart deals with labor standards for 
construction contracts as prescribed by the statutes and regulations set forth in 
411.401. 

**$411.401 Statutes and regulations—(a) Davis-Bacon Act. The Davis-Bacon 
Act (Act of March 3, 1931, as amended; 40 U. S. C. 276a) provides that certain 
contracts over $2,000 entered into by any Department for the construction, 
alteration, or repair (including painting and decorating) of public buildings or 
public works shall contain a provision (see § 411.403 et seq.) to the effect that 
no laborer or mechanic employed directly upon the site of the work contemplated 
by the contract shall receive less than the prevailing wages as determined by the 
Secretary of Labor. 

““(b) Copeland Act. The Copeland (‘Anti-Kickback’) Act (18 U. 8. C. 874 
and 40 U. 8. C. 276c) makes it unlawful to induce, by force or otherwise, any 
person employed in the construction or repair of public buildings or public works 
(including those financed in whole or in part by loans or grants from the United 
States) to give up any part of the compensation to which he is entitled under his 
contract of employment. In accordance with regulations of the Secretary of 
Labor issued pursuant to the Copeland Act, certain contracts entered into by any 
Department shall contain a provision (see § 411.403 et seq.) to the effect that 
the contractor and any subcontractor shall comply with the regulations of the 
Secretary of Labor under the act. 

“(c) Hight-Hour Laws. See § 411.301. (However, with respect to construction 
contracts, the applicable statutes are 40 U. 8. C. 321-326.) 

““(d) Department of Labor Regulations. Pursuant to the foregoing statutes and 
Reorganization Plan No. 14 of 1950 (15 F. R. 3176), the Secretary of Labor has 
issued 29 CFR Part 3, Subtitle A (7 F. R. 686, as amended) and 29 CFR Part 5 
Subtitle A (16 F. R. 4430, as amended), providing for the administration and 
enforcement of these statutes in construction contracts. The requirements under 
the Davis-Bacon Act and the Copeland Act apply only to the continental United 
States and its territories of Alaska and Hawaii while the Eight-Hour Laws apply 
also to other areas over which the United States has direct legislative control. 

“§ 411.402 Applicability. These requirements apply to construction con- 
tracts. The term ‘construction contract’ as used in this subpart means any 
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contract providing for the actual construction, alteration or repair, including 
painting and decorating, of a public building or public work, or of a building or 
work financed in whole or in part from Federal funds. It generally includes 
construction activity as distinguished from manufacturing, furnishing of materials, 
or servicing or maintenance work. It does not apply to the following kinds of 
contracts: 

“(a) Contracts for supplies (including installations or maintenance work which 
is only incidental to the furnishing of such supplies) ; although the requirement does 
apply (1) where installation involves a substantial amount of construction at the 
site, such as for heavy generators and large refrigerators, (2) to the transportation 
of supplies to or from the site of the work by employees of the construction 
contractor or of a construction subcontractor, and (3) to the manufacturing or 
furnishing of supplies such as window frames and other millwork, on the site of 
the work by the contractor or sub-contractor on a construction, alteration, or 
repair contract otherwise subject to the act, or to the manufacturing or furhishing 
of supplies under a contract based upon the specifications, and at the site of the 
work, of a construction, alteration, or repair contract otherwise subject to the 


ct; 

(b) Contracts for servicing or maintenance work (including installation or 
movement of machinery or other equipment, and incidental plant rearrangement) 
which involve only an incidental amount of construction, alteration, or repair; 
although the requirement does apply (1) to installation, movement, or rearrange- 
ment of machinery or other equipment involving a substantial amount of construc- 
tion or repair, and (2) to servicing or maintenance work based upon the speci- 
fications of a construction contract otherwise subject to the act and which is 
performed at the site of the construction work involved; 

“‘(c) Contracts for the construction or repair of vessels, aircraft, or other kinds 
of personal property; 

“(d) Contracts to be oo at a place not known or not reasonably 
ascertainable at the time the contract is entered into.” 





AppEeNnpIx 54 


Pustic Contracts DivisioN RULES AND REGULATIONS RE PRECEDENCE OF 
Watusu-Heatey Act 


Subject matter of appendiz.—Section 21 of Department of Labor, Public Con- 
tracts Division, Rulings and Interpretations under the Walsh-Healey Act, as 
amended through April 1953, which set forth the effect of Fair Labor Standards 
Act and 8-hour-law provisions on the Walsh-Healey Act and which state that 
where the 8-hour law and the Walsh-Healey Act overlap, the latter takes pre- 
cedence: 

“Secrion 21. Other Statutes and Agreements As To Wages and Hours.—(a) The 
fact the the Fair Labor Standards Act of 1938, as amended (52 Stat. 1060, 29 
U.S. C. 201) or any State legislation permits a greater number of working hours 
without payment of overtime does not affect the obligation of an employer under 
the Act. 

“(b) Except as provided in section 1 (c) of the Act (see sec. 42 (g) of this pam- 
phlet), private agreements respecting hours of work, wage rates, and overtime 
cannot relieve an employer of his obligation under the Act; e. g., a union contract 
between any employer and his employees providing for time and one-third over- 
time does not excuse the payment of time and one-half. 

“(e) Where the field of application of the Public Contracts Act and the so- 
called Eight-Hour Law (37 Stat. 137, 40 U. 8. C. 324-825) overlap and the pro- 
visions of the Public Contracts Act are clearly applicable to complete performance 
of the contract, the provisions of the Eight-Hour Law should not be included in 
the contract (19 Comp. Gen. 267). Wherever the two Acts overlap, the a 
Mr of the Public Contracts Act take precedence over those of the Fight-Hour 
aw. 

“(d) In this connection, it should be noted that section 303 of the Act of Sep- 
tember 9, 1940 (54 Stat. 884, 40 U.S. C. 325 (a)), does not affect the daily overtime 
requirements of the Public Contracts Act. The cited provision has reference to 
the Eight-Hour Law and merely provides that laborers and mechanics of con- 
tractors and subcontractors engaged on public work may be employed for more 
than 8 hours a day, provided time and one-half the basic rate of pay is paid for 
all hours in excess of eight a day.” 





640 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


ApPpENDIXx 55 


Davis-Bacon Act or 1931 


Subject matter of appendix.—The Davis-Bacon Act of 1931 as amended (40 
U. 8. C. 276a through a7), which requires inclusion in all Government construction 
contracts in excess of $2,000 of stipulations for the payment, to labor employed 
at the site of the work, of minimum weekly wages determined by the Secretary of 
ae be the prevailing wage for like work in the locality involved (40 U. 8S. C. 
quoted) : 


“§ 276a. Rate of wages for laborers and mechanics 


“The advertised specifications for every contract in excess of $2,000, to which 
the United States or the District of Columbia is a party, for construction, altera- 
tion, and/or repair, including painting and decorating, of public buildings or 
public works of the United States or the District of Columbia within the geo- 
graphical limits of the States of the union, the Territory of Alaska, the Territory 
of Hawaii, or the District of Columbia, and which requires or involves the employ- 
ment of mechanics and/or laborers shall contain a provision stating the minimum 
wages to be paid various classes of laborers and mechanics which shall be based 
upon the wages that will be determined by the Secretary of Labor to be prevailin 
for the corresponding classes of laborers and mechanics employed on projects of 
a character similar to the contract work in the city, town, village, or other civil 
subdivision of the State, or the Territory of Alaska, or the Territory of Hawaii 
in which the work is to be performed, or in the District of Columbia if the work 
is to be performed there; and every contract based upon these specifications shall 
contain a stipulation that the contractor or his subcontractor shall pay all 
mechanics and laborers employed directly upon the site of the work, uncondi- 
tionally and not less often than once a week, and without subsequent deduction 
or rebate on any account, the full amounts accrued at time of payment, computed 
at wage rates not less than those stated in the advertised specifications, regardless 
of any contractual relationship which may be alleged to exist between the con- 
tractor or subcontractor and such laborers and mechanics, and that the scale of 
wages to be paid shall be posted by the contractor in a prominent and easily 
accessible place at the site of the work; and the further stipulation that there 
may be withheld from the contractor so much of accrued payments as may be 
considered necessary by the contracting officer to pay to laborers and mechanics 
employed by the contractor or any subcontractor on the work the difference 
between the rates of wages required by the contract to be paid laborers and 
mechanics on the work and the rates of wages received by such laborers and 
mechanics and not refunded to the contractor, subcontractors, or their agents. 
March 3, 1931, c. 411, Sec. 1, 46 Stat. 1494; Aug. 30, 1935, c. 825, 49 Stat. 1011; 
June 15, 1940, c. 373, Sec. 1, 54 Stat. 399. 


“‘§ 276a-1. Termination of work on failure to pay agreed wages; completion of 
‘ work by Government 


“Every contract within the scope of sections 276a to 276a—5 of this title shall 
contain the further provision that in the event it is found by the contracting 
officer that any laborer or mechanic employed by the contractor or any subcon- 
tractor directly on the site of the work covered by the contract has been or is 
being paid a rate of wages less than the rate of wages required by the contract 
to be paid as aforesaid, the Government may, by written notice to the contractor, 
terminate his right to proceed with the work or such part of the work as to which 
there has been a failure to pay said required wages and to prosecute the work to 
completion by contract or otherwise, and the contractor and his sureties shall be 
liable to the Government for any excess costs occasioned the Government thereby. 
March 3, 1931, c. 411, Sec. 2, as added Aug. 30, 1935, c. 825, 49 Stat. 1011. 


“§ 276a-2. Payment of wages by Comptroller General from withheld payments; 
listing contractors violating contracts 

“(a) The Comptroller General of the United States is authorized and directed 
to pay directly to laborers and mechanics from any accrued payments withheld 
under the terms of the contract any wages found to be due laborers and mechanics 
pursuant to sections 276a to 276a-—5 of this title; and the Comptroller General of 
the United States is further authorized and is directed to distribute a list to all 
departments of the Government giving the names of persons or firms whom he 
has found to have disregarded their obligations to employees and subcontractors. 
No contract shall be awarded to the persons or firms appearing on this list or to 
any firm, corporation, partnership, or association in which such persons or firms 
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have an interest until three years have elapsed from the date of publication of 
the list containing the names of such persons or firms. 

“(b) If the accrued payments withheld under the terms of the contract, as 
aforesaid, are insufficient to reimburse all the laborers and mechanics, with respect 
to whom there has been a failure to pay the wages required pursuant to sections 
276a to 276a—5 of this title, such laborers and mechanics shall have the right of 
action and/or of intervention against the contractor and his sureties conferred 
by law upon persons furnishing labor or materials, and in such proceedings it 
shall be no defense that such laborers and mechanics accepted or agreed to accept 
less than the required rate of wages or voluntarily made refunds. March 3, 1931, 
c. 411, See. 3, as added Aug. 30, 1935, c. 825, 49 Stat. 1011. 


“§ 276a-3. Effect on other Federal laws 

“Sections 276a to 276a—-5 of this title shall not be construed to supersede or 
impair any authority otherwise granted by Federal law to provide for the estab- 
lishment of specific wage rates. March 3, 1931, c. 411, Sec. 4, as added Aug. 30 
1935, c. 825, 49 Stat. 1011. 


“§ 276a—4. Effective date of sections 276a to 276a—5 


“Sections 276a to 276a—5 of this title shall take effect thirty days after August 
30, 1935, but shall not affect any contract then existing or any contract that may 
thereafter be entered into pursuant to invitations for bids that are outstanding 
on August 30, 1935. March 3, 1931, c. 411, Sec. 5, as added Aug. 30, 1935, 
c. 825, 49 Stat. 1011. 


“§ 276a-5. Suspension of sections 276a to 276a—5 during emergency 
“In the event of a national emergency the President is authorized to suspend 
the provisions of sections 276a to 276a—5 of this title. March 3, 1931, c. 411, 
Sec. 6, as added Aug. 30, 1935, c. 825, 49 Stat. 1011. 
. * * ’ * * . 


“§ 276a-7. Application of sections 276a to 276a—5 to contracts entered into 
without regard to section 5 of Title 41 


“The fact that any contract authorized by any Act is entered into without 
regard to section 5 of Title 41, or upon a cost-plus-a-fixed-fee basis or otherwise 
without advertising for proposals, shall not be construed to render inapplicable 
the provisions of sections 276a to 276a—5 of this title, if such Act would otherwise 
be applicable to such contract. March 23, 1941, 12 noon, c. 26, 55 Stat. 53; 
Aug. 21, 1941, c. 395, 55 Stat. 658.” 





APPENDIX 56 
CRIMINAL StatuTp Re EMPLOYMENT OF Convict LABOR 


Subject matter of appendix.—Statute making it a crime for any Government 
officer or employee to contract with anyone or permit any penal official to hire 
out labor of prisoners confined for violation of Federal laws (18 U. 8. C. 436) and 
Government contracts: 

“Suc. 436. Convict Labor Contracts..— Whoever, being an officer, employee or 
agent of the United States or any department or agency thereof, contracts with 
any person or corporation, or permits any warden, agent, or official of any penal 
or correctional institution, to hire out the labor of any prisoners confined for 
violation of any laws of the United States, shall be fined not more than $1,000 or 
sane not more than three years, or both. June 25, 1948, c. 645, 62 Stat. 

a.” 





APPENDIX 57 
Farr Laspor STanpaRpDs Act or 1938 


Subject matter of appendiz.—Pertinent portions of the Fair Labor Standards 
Act of 1938 (29 U. g' C. 201-219) which applies generally within the United 


States and requires the observance of prescribed standards with respect to mini- 
mum wages, maximum hours, overtime, and child labor (29 U. 8S. C. quoted). 


‘§ 202. Congressional finding and declaration of policy 


“(a) The Congress finds that the existence, in industries engaged in commerce 
or in the production of goods for commerce, of labor conditions detrimental. to 


' Derives from February 23, 1887, ¢. 213, secs. 1, 2, 24 Stat. 411. 
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the maintenance of the minimum standard of living necessary for health, efficiency, 
and general wellbeing of workers (1) causes commerce and the channels and in- 
strumentalities of commerce to be used to spread and perpetuate such labor 
conditions among the workers of the several States; (2) burdens commerce and 
the free flow of goods in commerce; (3) constitutes an unfair method of competition 
in commerce; (4) leads to labor disputes burdening and obstructing commerce 
and the free flow of goods in commerce; and (5) interferes with the orderly and 
fair marketing of goods in commerce. 

“(b) It is declared to be the policy of this chapter through the exercise by 
Congress of its power to regulate commerce among the several States and with 
foreign nations, to correct and as rapidly as practicable to eliminate the conditions 
above referred to in such industries without substantially curtailing employment 
or earning power. June 25, 1938, c. 676, Sec. 2, 52 Stat. 1060 as amended Oct. 
26, 1949, c. 736, Sec. 2, 63 Stat. 910. 

“§ 203. Definitions 

“As used in Sections 201-219 of this title— 

““(a) ‘Person’ means an individual, partnership, association, corporation, busi- 
ness trust, legal representative, or any organized group of persons. 

“(b) ‘Commerce’ means trade, commerce, transportation, transmission, or 
communication among the several States or between any State and any place 
outside thereof. 

* * * * * - * 


““(d) ‘Employer’ includes any person acting directly or indirectly in the interest 
of an employer in relation to any employee but shall not include the United States 
or any State or political subdivision of a State, or any labor organization (other 
than when acting as an employer), or anyone acting in the capacity of officer or 
agent of such labor organization. 

““(e) ‘Employee’ includes any individual employed by an employer. 

* * * * * * ‘ 

“‘(j) ‘Produced’ means produced, manufactured, mined, handled, or in any other 
manner worked on in any State; and for the purposes of this chapter an employee 
shall be deemed to have been engaged in the production of goods if such employee 
was employed in producing, manufacturing, mining, handling, transporting, or in 
any other manner working on such goods, or in any closely related process or 
occupation directly essential to the production thereof, in any State: 

* * * * * * * 


“‘(1) ‘Oppressive child labor’ means a condition of employment under which 
(1) any employee under the age of sixteen years is employed by an employer (other 
than a parent or a person standing in place of a parent employing his own child or 
a child in his custody under the age of sixteen years in an occupation other than 
manufacturing or mining or an occupation found by the Secretary of Labor to be 
particularly hazardous for the employment of children between the ages of sixteen 
and eighteen years or detrimental to their health or well-being) in any occupation, 
or (2) any employee between the ages of sixteen and eighteen years is employed by 
an employer in any occupation which the Secretary of Labor shall find and by 
order declare to be particularly hazardous for the employment of children between 
such ages or detrimental to their health or well-being; but oppressive child labor 
shall not be deemed to exist by virtue of the employment in any occupation of any 
person with respect to whom the employer shall have on file an unexpired certifi- 
cate issued and held pursuant to regulations of the Secretary of Labor certifying 
that such person is above the oppressive child-labor age. The Secretary of Labor 
shall provide by regulation or by order that the employment of employees between 
the ages of fourteen and sixteen years in occupations other than manufacturing 
and mining shall not be deemed to constitute oppressive child labor if and to the 
extent that the Secretary of Labor determines that such employment is confined 
to periods which will not interfere with their schooling and to conditions which 
will not interfere with their health and well-being. (9p. 5 pocket supp.) 

“(m) ‘Wage’ paid to any employee includes the reasonable cost, as determined 
by the Administrator, to the employer of furnishing such employee with board, 
lodging, or other facilities, if such board, lodging, or other facilities are customarily 
furnished by such employer to his employees. June 25, 1938, c. 676, Sec. 3, 52 
Stat. 1060; 1946 Reorg. Plan No. 2, Sec. 1, eff. July 16, 1946, 11 F. R. 7873, 60 
Stat. 1095; as amended Oct. 26, 1949, c. 736, Sec. 3, 63 Stat. 911. 

* . * * * . * 


“§ 206. Minimum Wages; effective date 


“‘(a) Every employer shall pay to each of his employees who is engaged in 
commerce or in the production of goods for commerce wages at the following 
rates— 
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“(1) not less than 75 cents an hour; * * * June 25, 1938, c. 676, Sec. 6, 52 
Stat. 1062; June 26, 1940, c. 432, Sec. 3(e), (f) 54 Stat. 616; Oct. 26, 1949, ce. 736, 
Sec. 6, 63 Stat. 912. 

- * * * * * * 
“§ 207. Maximum hours 

“‘(a) Except as otherwise provided in this section, no employer shall employ 
any of his employees who is engaged in commerce or in the production of goods 
for commerce for a workweek longer than forty hours, unless such employee 
receives compensation for his employment in excess of the hours above specified 
at a rate of not less than one and one-half times the regular rate at which he is 
employed. 

“(b) No employer shall be deemed to have violated subsection (a) of this 
section by employing any employee for a workweek in excess of that specified in 
such subsection without paying the compensation for overtime employment 
prescribed therein if such employee is so employed— 

(1) in pursuarce of an agreement, made as a result of collective bargaining 
by representatives of employees certified as bona fide by the National Labor 
Relations Board, which provides that no employee shall be employed more 
than one thousand and forty hours during any period of twenty-six consecu- 
tives weeks; or 

**(2) in pursuance of an agreement, made as a result of collective bargaining 
by representatives of employees certified as bona fide by the National Labor 
Relations Board, which provides that during a specified period of fifty-two 
consecutive weeks the employee shall be employed not more than two 
thousand two hundred and forty hours and shall be guaranteed not less than 
one thousand eight hundred and forty hours (or not less than forty-six weeks 
at the normal number of hours worked per week, but not less than thirty 
hours per week) and not more than two thousand and eighty hours of em- 
ployment for which he shall receive compensation for all hours guaranteed 
or worked at rates not less than those applicable under the agreement 
to the work performed and for all hours in excess of the guaranty which are 
also in excess of forty hours in the workweek or two thousand and eighty in 
such period at rates not less than one and one-half times the regular rate at 
which he is employed; or 

**(3) for a period or periods of not more than fourteen workweeks in the 
aggregate in any calendar year in an industry found by the Administrator to 
be of a seasonal nature, and if such employee receives compensation for 
employment in excess of twelve hours in any workday, or for employment in 
excess of fifty-six hours in any workweek, as the case may be, at a rate not 
less than one and one-half times the regular rate at which he is employed. 

* * + * * * + 


“(d) As used in this section the ‘regular rate’ at which an employee is employed 
shall be deemed to include all remuneration for employment paid to, or on behalf 
of, the employee, but shall not be deemed to include— 

(1) sums paid as gifts; payments in the nature of gifts made at Christmas 
time or on other special occasions, as a reward for service, the amounts of 
which are not measured by or dependent on hours worked, production, or 
efficiency ; 

(2) payments made for occasional periods when no work is performea due 
to vacation, holiday, illness, failure of the employer to provide sufficient work, 
or other similar cause; reasonable payments for traveling expenses, or other 
expenses, incurred by an employee in the furtherance of his employer’s 
interests and properly reimbursable by the employer; and other similar pay- 
ments to an employee which are not made as compensation for his hours of 
employment; 

““(3) sums paid in recognition of services performea during a given period 
if either, (a) both the fact that payment is to be made and the amount of 
the payments are determined at the sole discretion of the employer at or 
near the ena of the period and not pursuant to any prior contract, agreement, 
or promise causing the employee to expect such payments regularly; or (b) 
the payments are made pursuant to a bona fide profit-sharing plan or trust 
or bona fiae thrift or savings plan, meeting the requirements of the Adminis- 
trator set forth in appropriate regulations which he shall issue, having due 
regard among other relevant factors, to the extent to which the amounts 
paid to the employee are determined without regard to hours of work, pro- 
duction, or efficiency; or (c) the payments are talent fees (as such talent fees 
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are defined and delimited by regulations of the Administrator) paid to per- 
formers, including announcers, on rauio and television programs; 

“(4) contributions irrevocably made by an employer to a trustee or third 
person pursuant to a bona fide plan for providing old-age, retirement, life, 
accident, or health insurance or similar benefits for employees; 

“(5) extra compensation provided by a premium rate paid for certain 
hours worked by the employee in any day or workweek because such hours 
are hours worked in excess of eight in a day or forty in a workweek or in 
excess of the employee’s normal working hours or regular working hours, as 
the case may be; 

““(6) extra compensation provided by a premium rate paid for work by 
the employee on Saturdays, Sundays, holidays, or regular iv of rest, or on 
the sixth or seventh day of the workweek, where such premium rate is not 
less than one and one-half times the rate established in good faith for like 
work performed in nonovertime hours on other days; or 
_ “(7) extra compensation provided by a premium rate paid to the employee, 
in pursuance of an applicable apr ment contract or collective-bargaining 
agreement, for work outside of the hours established in good faith by the 
contract or agreement as the basic, normal, or regular workday (not exceed- 
ing eight hours) or workweek (not exceeding forty hours, where such premium 
rate is not less than one and one-half times the rate established in good faith 
by the contract or agreement for like work performed during such workday 
or workweek. 

““(e) No employer shall be deemed to have violated subsection (a) by employing 
any employee for a workweek in excess of forty hours if such employee is em- 
ployed pursuant to a bona fide individual contract, or pursuant to an agreement 
made as a result of collective bargaining by representatives of employees, if the 
duties of such employee necessitate irregular hours of work, and the contract or 
agreement (1) specifies a regular rate of pay not less than the minimum hourly 
rate provided in section 206 (a) of this title and compensation at not less than one 
and one-half times such rate for all hours worked in excess of forty in any work- 
week, and (2) provides a weekly guaranty of pay for not more than sixty hours 
based on the rates so specified. 

“‘(f) No employer shall be deemed to have violated subsection (a) by employing 
any employee for a workweek in excess of forty hours if, pursuant to an agreement 
or understanding arrived at between the employer and the employee before 
pene of the work, the amount paid to the employee for the number of 

ours worked by him in such workweek in excess of forty hours— 

(1) in the case of an employee employed at piece rates, is computed at 
piece rates not less than one and one-half times the bona fide piece rates 
applicable to the same work when performed during nonovertime hours; or 

(2) in the case of an employee performing two or more kinds of work for 
which different hourly or piece rates have been established, is computed at 
rates not less than one and one-half times such bona fide rates applicable 
to the same work when performed during nonovertime hours; or 

“(3) is computed at a rate not less than one and one-half times the rate 
established by such agreement or understanding as the basic rate to be used 
in computing overtime compensation thereunder: Provided, That the rate 
so established shall be authorized by regulation by the Administrator as being 
substantially equivalent to the average hourly earnings of the employee, 
exclusive of overtime premiums, in the particular work over a representative 
period of time; and if (i) the employee’s average hourly earnings for the work- 
week exclusive of payments described in paragraphs (1) through (7) of sub- 
section (d) are not less than the minimum hourly rate required by applicable 
law, and (ii) extra overtime compensation is properly computed and paid on 
other forms of additional pay required to be included in computing the regu- 
lar rate. 

‘““(g) Extra compensation paid as described in paragraphs (5)—(7) of subsection 
(d) shall be creditable toward overtime compensation payable pursuant to this 
section. June 25, 1938, c. 676, Sec. 7, 52 Stat. 1063; as amended Oct. 29, 1941; 
c. 461, 55 Stat. 756; July 20, 1949, ¢. 352, Sec. 1, 63 Stat. 446; Oct. 26, 1949, c. 
736, Sec. 7, 63 Stat. 912. ; aid 

Norse.—Secs. 209-211 relate to hearings, appeals, records, investigations 
and regulations and are not reproduced. 


“§ 212, Child labor provisions 

(a) No producer, manufacturer, or dealer shall ship or deliver for shipment in 
commerce any goods produced in an establishment situated in the United States 
in or about which within thirty days prior to the removal of such goods therefrom 
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any oppressive child labor has been employed: Provided, That any such shipment 
or delivery for shipment of such goods by a purchaser who acquired them in good 
faith in reliance on written assurance from the producer, manufacturer, or dealer 
that the goods were produced in compliance with the requirements of this section, 
and who acquired such goods for value without notice of any such violation, shall 
not be deemed prohibited by this subsection: And provided further, That a prosecu- 
tion and conviction of a defendant for the shipment or deiivery for shipment of 
any goods under the conditions herein prohibited shall be a bar to any further 
prosecution against the same defendant for shipments or deliveries for shipment 
of any such goods before the beginning of said prosecution. 

“(b) The Secretary of Labor, or any of his authorized representatives, shall 
make all investigations and inspections under section 211 (a) of this title with 
respect to the employment of minors, and, subject to the direction and control of 
the Attorney General, shall bring all actions under section 217 of this title to 
enjoin any act or practice which is unlawful by reason of the existence of oppressive 
child labor, and shall administer all other provisions of sections 201-219 of this 
title relating to oppressive child labor. 

“(e) No employer shall employ any oppressive child labor in commerce or in 
the production of goods for commerce. June 25, 1938, c. 676, Sec. 12, 52 Stat. 
1067; 1946 Reorg. Plan No. 2., Sec. 1, eff. July 16, 1946, 11 F. R. 7873, 60 Stat. 
1095; as amended Oct. 26, 1949, c. 736, Sec. 10, 63 Stat. 917. 

“§ 213. Exemptions 

“(a) The provisions of sections 206 and 207 of this title shall not apply with 
respect to (1) any employee employed in a bona fide executive, administrative, 
professional, or local retailing capacity, or in the capacity of outside salesman 
(as such terms are defined and delimited by regulations of the Administrator) ; 
* * * June 25, 1938, c. 676, Sec. 13, 52 Stat. 1067; Aug. 9, 1939, c. 605, 53 Stat. 
1266; as amended Oct. 26, 1949, c. 736, Sec. 11, 63 Stat. 917. 

* * * - * 
““§ 215. Prohibited acts; prima facie evidence 


“(a) After the expiration of one hundred and twenty days from the date of 
enactment of sections 201-219 of this title, it shall be unlawful for any person— 


* * 


(1) to transport, offer for transportation, ship, deliver, or sell in com- 
merce, or to ship, deliver, or sell with knowledge that shipment or delivery 
or sale thereof in commerce is intended, any goods in the production of which 
any employee was employed in violation of section 206 or section 207 of this 
title, or in violation of any regulation or order of the Administrator issued 
under section 214 of this title; except that no provision of this chapter shall 
impose any liability upon any common carrier for the transportation in com- 
merce in the regular course of its business of any goods not produced by such 
common carrier, and no provision of this chapter shall excuse any common 
carrier from its obligation to accept any goods for transportation; and except 
that any such transportation, offer, shipment, delivery, or sale of such goods by 
a purchaser who acquired them in good faith in reliance on written assurance 
from the producer that the goods were produced in compliance with the re- 
quirements of this chapter, and who acquired such goods for value without 
notice of any such violation, shall not be deemed unlawful. 

(2) to violate any of the provisions of section 206 or section 207 of this 
title, or any of the provisions of any regulation or order of the Administra- 
tor issued under section 214 of this title; 

“(3) to discharge or in any other manner discriminate against any employee 
because such employee has filed any complaint or instituted or caused to 
be instituted any proceeding under or related to sections 201-219 of this 
title, or has testified or is about to testify in any such proceeding, or has 
served or is about to serve on an industry committee; 

““(4) to violate any of the provisions of section 212 of this title; 

““(5) to violate any of the provisions of section 211 (c) of this title, or any 
regulation or order made or continued in effect under the provisions of section 
211 (d) of this title or to make any statement, report, or record filed or kept 
pursuant to the provisions of such section or of any regulation or order there- 
under, knowing such statement, report, or record to be false in a material 
respect. 

“(b) For the purposes of subsection (a) (1) proof that any employee was em- 
ployed in any place of employment where goods shipped or sold in commerce were 
produced, within ninety days prior to the removal of the goods from such place of 
employment, shall be prima facie evidence that sueh employee was engaged 
in the production of such goods. June 25, 1938, c. 676, Sec. 15, 52 Stat. 1068, as 
amended Oct. 26, 1949, c. 736, Sec. 13, 63 Stat. 919. 
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“"§ 216. Penalties; civil and criminal liability 


“(a) Any person who willfully violates any of the provisions of section 215 of 
this title shall upon conviction thereof be subject to a fine of not more than 
$10,000, or to imprisonment for not more than six months, or both. No person 
shall be imprisoned under this subsection except for an offense committed after 
the conviction of such person for a prior offense under this subsection. 

“(b) Any employer who violates the provisions of section 206 or section 207 of 
this title shall be liable to the employee or employees affected in the amount of 
their unpaid minimum wages, or their unpaid overtime compensation, as the 
case may be, and in an additional equal amount as liquidated damages. Action 
to recover such liability may be maintained in any court of competent jurisdiction 
by any one or more employees for and in behalf of himself or themselves and other 
employees similarly situated. No employee shall be a party plaintiff to any such 
action unless he gives his consent in writing to become such a party and such 
consent is filed in the court in which such action is brought. The court in such 
action shall, in addition to any judgment awarded to the plaintiff or plaintiffs, 
allow a reasonable attorney's fee to be paid by the defendant, and costs of the 
action. 

“(e) The Administrator is authorized to supervise the payment of the unpaid 
minimum wages or the unpaid overtime compensation owing to any employee 
or employees under section 206 or section 207 of this title, and the agreement. of 
any employee to accept such payment shall upon payment in full constitute a 
waiver by such employee of any right he may have under subsection (b) of this 
section to such unpaid minimum wages or unpaid overtime compensation and an 
additional equal amount as liquidated damages. When a written request is filed 
by any employee with the Administrator claiming unpaid minimum wages or unpaid 
overtime compensation under section 206 or section 207 of this title, the Adminis- 
trator may bring an action in any court of competent jurisdiction to recover the 
amount of such claim: Provided, That this authority to sue shall not be used by 
the Administrator in any case involving an issue of law which has not been settled 
finally by the courts, and in any such case no court shall have jurisdiction over 
such action or proceeding initiated or brought by the Administrator if it does in- 
volve any issue of law not so finally settled. The consent of any employee to the 
bringing of any such action by the Administrator, unless such action is dismissed 
without prejudice on motion of the Administrator, shall constitute a waiver by such 
employee of any right of action he may have under subsection (b) of this section 
for such unpaid minimum wages or unpaid overtime compensation and an addi- 
tional equal amount as liquidated damages. Any sums thus recovered by the 
Administrator on behalf of an employee pursuant to this subsection shall be held 
in a special deposit account and shall be paid, on order of the Administrator, 
directly to the employee or employees affected. Any such sums not paid to an 
employee because of inability to do so within a period of three years shall be 
covered into the Treasury of the United States as miscellaneous receipts. In 
determining when an action is commenced by the Administrator under this sub- 
section for the purposes of the two-year statute of limitations provided in section 
255 (a) of this title, it shall be considered to be commenced in the case of any 
individual claimant on the date when the complaint is filed if he is specifically 
named as a party plaintiff in the complaint, or if his name did not so appear, on 
the subsequent date on which his name is added as a party plaintiff in such action. 
June 25, 1938, c. 676, Sec. 15, 52 Stat. 1068 as amended Oct. 26, 1949, c. 736, 
Sec. 13, 63 Stat. 919. 

“Norte.—Sec. 217 relates to proceedings for injunction and is not re 
produced, 


“"§ 218. Relation to other laws 

“No provision of sections 201-219 of this title or of any order thereunder shall 
excuse noncompliance with any Federal or State law or municipal ordinance estab- 
lishing a minimum wage higher than the minimum wage established under such 
sections or a maximum workweek lower than the maximum workweek established 
under such sections, and no provision of sections 201-219 of this title relating to 
the employment of child labor shall justify noncompliance with any Federal or 
State law or municipal ordinance establishing a higher standard than the stand- 
ard established under such sections. No provision of sections 201-219 of this 
title shall justify any employer in reducing a wage paid by him which is in excess 
of the applicable minimum wage under sections 201-219 of this title, or justify 
any employer in increasing hours of employment maintained by him which are 
shorter than the maximum hours applicable under such sections. June 25, 1938, 
e. 676, Sec. 18,.52 Stat. 1069.” 
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THE UNITED STATES ELECTRICAL MANUFACTURING INDUSTRY AND ITS RELATION 
TO THE SECURITY, HEALTH, SAFETY AND WELFARE OF THE COUNTRY 


SUMMARY 


The conclusions contained in this report of Stone & Webster Engineering Corpo 
ration as to the dependence of the security, health, safety and welfare of the United States 
n the use of domestic-built electrical products have been summarized by Stone & Web- 


ter as follows: 


THE ELECTRICAL INDUSTRY IN THE UNITED STATES 
AND ITS PLACE IN THE U. 8S. ECONOMY 


The economy of this country, its great productivity and high standard of living, is 
dependent upon electric power and the proper equipment to use it. The extraordinary 
development of the U. S. economy has been made possible by the U. S. electric utility in 


dustry expanding its capacity and by the U. S. electrical manufacturing industry devel 
oping and producing the equipment for generating, transmitting and distributing electric 
wer and for using it effectively and economicaliy 

From 1946 through 1955, the electrical industry will have produced and put in serv 
ice more electrical equipment than in the previous 70-odd years of its history. The 
renerating capacity scheduled to be in place by 1955 will be more than double the 1946 
capacity. 

The continuous and uninterrupted supply of adequate electric power is essential to 
the industrial, agricultural and domestic economy and health of this country. Without 
uch power the expansion of industry, the growth of agriculture and the improvement in 
the standard of living which have taken place would not have been possible. 


RESEARCH, DEVELOPMENT AND SERVICES PERFORMED BY 
THE U. 8S. ELECTRICAL MANUFACTURING INDUSTRY 


rhe great progress made in the United States in the use of electricity is due to the 
recognition of the great potential of this form of energy by users and producers of elec 
trical equipment and their continuous cooperative effort to develop the equipment neces 
ary to realize this potential. 

There is intense competition among U. S. manufacturers to develop new and better 
equipment. This continuous development is accomplished with the funds of private com 
panies, without government subsidy. 

Standards for equipment are established which maintain that high degree of relia 
bility and high quality of electrical service accepted as commonplace in this country. 

Progress in establishing international standards has been slow as U. S. representa- 

. . e - - 
tives, at meetings held for this purpose, have refused to lower U. S. standards and Eurv- 
pean representatives, seemingly content with their lower standards, have declined to raise 


their standards to our level 
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The research, development and planning service so essential to the continuing expan 
sion and increased availability of power in the United States is supported by the sale oi 
electrical products. Such service is not available in this country from others than th: 
U. S. electrical manufacturing industry. Foreign manufacturers do not incur a propor 
tionate share of the cost of this research, development and planning service and are there 
fore in a favorable position in competitive bidding if price alone be considered. 


Comparative Aspects of U. S. and Foreign-Built Equipment. U. S. built equipment: 
generally is capable of operating above capacity. This was a significant factor in the out 
standing performance of U. S. industry during World War II. 


It is the generally accepted opinion of engineers in the United States that foreign 
manufactured equipment does not have the capacity or reliability of equipment furnished 
by U. S. manufacturers. 


Maintenance Service by the U. S. Electrical Manufacturing Industry. The U. S 
electrical manufacturing industry undertakes the installation, maintenance and servicing 
of its products throughout the country. For this purpose, it maintains an extensive field 
service organization of highly skilled specialists in all types of electric products whose 
activities include, among other things, installation, preventative maintenance and repair of 
equipment. 


The ability, knowledge and skill of these field forces has established the general repu 
tation of U. S. built equipment for efficient operation to full capacity promptly following 
its installation without long “shake-duwn” periods during which realignment and read 
justment of parts and components are made. Standards prevailing in this aspect of th« 
work compare with those for the production itself. 


It is not uncommon for one U. S. manufacturer to maintain or repair products of 
another, This derives from the development of more or less common standards in this 
country and the familiarity which each manufacturer has with the products of his competi 
tors. American maintenance and production methods are sufficiently standardized to per 
mit this practice. 


A corresponding ability by U. S. manufacturers to maintain or repair foreign-built 
equipment does not exist for a number of reasons, including differences in basic desigt 
and manufacturing practices. 


In the event of war or other disaster, the burden for maintenance and repair would, 
in all probability, rest solely upon the U. S. electrical manufacturing industry. The delays 
which could be expected if any material amount of foreign-built equipment were installed 
may be anticipated as a result of numerous unsatisfactory experiences with foreign-built 
equipment in Latin-American countries in World War II. 


Installation of large electrical units involves intimate knowledge of the entire elec 
trical system by the manufacturer. This is significant when it is recognized that these 
units are the heart of utility and industrial systems and of many highly classified military 
and governmental installations, and when the possibilities of sabotage and bombing with 
this intimate knowledge in the hands of foreign nationals are considered. 
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The Disaster Service Record of the U. S. Electrical Manufacturing Industry. The 
S. electrical manufacturing industry has assumed important responsibilities in emer- 
gencies, such as the disasters caused by flocd, fire and explosion. 


There have been many such disasters for which the electrical manufacturers have 
mobilized personnel, equipment and materials from their many facilities and field organiza- 
tions, often pursuant to previously developed disaster plans. 


It is evident that foreign manufacturers could not render an equivalent service. 


In such disasters as the Eastern Seaboard Hurricane of 1938 or the Kansas City 
Flood of 1951, not only was the economy of the stricken area seriously affected, but also 
the economy of many others depending on the area. The ability of the industry to as- 
semble trained personnel from all over the country and to make its facilities available was 
nvaluable in minimizing the effect of the disaster and restoring the economy and life of 
the area with relatively limited delay. The great distances between manufacturing plant 
and site location of equipment and the absence of Jarge service forces available for con- 
entration in a given area would, if foreign-built equipment were involved, have resulted 

1 a substantially longer disruption of local life and economy and substantially greater 
nancial and economic losses than actually occurred. 


EXPERIENCE WITH ELECTRICAL EQUIPMENT PURCHASED FROM 
FOREIGN MANUFACTURERS 


Experience with equipment of foreign manufacturers, drawn from instances in which 
U. S. electrical manufacturers were asked to service, replace, or rebuild such equipment, 
learly indicate the hazards of purchasing essential equipment from foreign manufac- 
turers. There have been many instances documenting this conclusion in Latin-American 
ountries. 

The U. S. power supply could face serious emergencies arising from substantial 
lelays and expense in overhauling and replacement of foreign-built equipment and in 
adapting U. S. designed equipment for use with foreign equipment if it is dependent 
ipon such foreign-built equipment. 


POSSIBLE EFFECTS OF INTRODUCTION OF FOREIGN-BUILT 
EQUIPMENT IN THE UNITED STATES 


The experience with equipment and service provided by foreign manufacturers, par- 
ticularly at times of stress such as war, indicates that they cannot be depended upon to 
deliver essential equipment as needed nor to service that equipment after it is installed 
For a number of reasons, including differences in basic design, manufacturing practices 
and specifications, it would be difficult for electrical manufacturers in the United States 
to repair or service such equipment. 


If very much essential electrical equipment is purchased from foreign manufacturers 
for installation in the United States some reductign in the rates of expansion and the rate 
of operation of American industry and of agricultural and civilian utilization of electric 
power can be expected. Reference is made to the following pages of the full report for 
details. 
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THE UNITED STATES ELECTRICAL MANUFACTURING INDUSTRY AND ITS RELATION 
TO THE SECURITY, HEALTH, SAFETY AND WELFARE OF THE COUNTRY 


INTRODUCTION 


The National Electrical Manufacturers Association commissioned the National In- 
dustrial Conference Board to make a study of certain aspects of the foreign trade of 
the United States as it affects the electrical manufacturing industry. A part of the study 
involved the dependence of the security, health, safety and welfare of the United States 
upon the use of domestic-built electrical products. Because any factual study in this 
field necessarily involves experience and knowledge of the engineering and other factors 
involved in the industry, the National Industrial Conference Board requested Stone & 
Webster Engineering Corporation to prepare that phase of the study.* 


This report, covering that phase of the study, includes information accumulated in 
the following general categories : 


I The electrical industry in the United States and its place in the United States 
economy, 


II Research, development and services performed by the U. S, electrical manu 
facturing industry. 


III Experience with electrical equipment purchased from foreign manufacturers 


IV Possible effects of introduction of foreign-built equipment in the United 
States. 


SOURCES OF INFORMATION 


Information for the preparation of this report has been derived from the following 
sources : 


United States Census 

Federal Power Commission 

United States Bureau of Labor 

Edison Electric Institute 

National Industrial Conference Board 

Magazine articles relating to the electrical utility industry 
Manufacturers of electrical equipment 


Experience and background gained by Stone & Webster in its engineering con- 
sulting and construction work in the electrical field over the past 64 years 


*The analysis and conclusions included herein were ind ly prepared by Stone & Webster 
Engineering Corporation. The National Industrial Conference Board expresses no opinion or views on the 
subjects treated in this study. 
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There is a relatively small amount of foreign-built electrical equipment and re- 
lated facilities in operation in the United States. Although large orders for electrical 
equipment have been placed in the past few years with foreign manufacturers by U. S. 
publicly-owned electric utilities and, to a much lesser degree, by industries, this equip- 
ment either has not yet been delivered or has been in service for such a brief period as 

preclude the possibility of securing a significant performance record. Experience with 
foreign-made electrical products readily replaceable in their entirety by United States 
manufactured items serving the same pufpose has not been considered in this study. These 
products consist primarily of smaller, standard types of equipment and goods, as distinct 
from large custom-built equipment and goods, concerning which reports would in the 
normal course be widely scattered and not readily available. The effect of accident to, 
r failure of, foreign-built equipment in the United States is necessarily based on the 
meager experience with it in the United States and the experience with such equipment in 
foreign countries to the extent that information as to that experience is available. 


THE ELECTRICAL INDUSTRY IN THE UNITED STATES 
AND ITS PLACE IN THE U, S, ECONOMY 


General Grawth in Use of Electrical Power. One of the most significant develop- 
ments in the American economy since World War II is the greatly increased use of 
electrical power for all purposes. Electric energy produced by all plants contributing 
to the public supply, in terms of kilowatt hours, increased from 223 billion in 1946 to 
399 billion in 1952. Electric energy generated by industrial plants, railways, railroads 
and others for their own use increased from 46 billion kilowatt hours in 1946 to 64 billion 
kilowatt hours in 1952. The increase in total electrical energy used from 1946 to 1952 is 
therefore 194 billion kilowatt hours, which is 72 per cent of the total used in 1946. 


To accomplish this, the electric utilities in the United States increased the capacity to 
produce electricity, in terms of kilowatts, from 50 million in 1946 to 84 million in 1952. 
Industrial plants and others generating for their own use increased generating capacity in 
the same interval from 13 million kilowatts to 15 million kilowatts. 


In addition, generating capacity scheduled for installation in the years 1953 through 
1955 is approximately 36 million kilowatts, which will bring total generating capacity to 
more than 135 million kilowatts in 1955, as contrasted with only 63 million kilowatts in 
1946. This is more than double the 1946 capacity. 


Appreciation of the magnitude of this development should not be lost in the numbers. 
In the relatively short time of nine years from 1946 through 1955, the electrical industry 
will have produced and put in service more electrical equipment than was produced and put 
in service in the previous 70-odd years of its history: 


Significance to Industry of Increased Availability of Power. Particularly significant is 
the increased use of electric power by industry. In 1951 all U. S. manufacturing industries 
ised approximately 196 billion kilowatt hours, which is about 53 per cent of the total 
nergy available for use. Since 1946 electrification of industrial processes has proceeded 
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rapidly, This trend is best illustrated by the average electrical energy used by each produc 
tion worker in manufacturing industry. 


Ave Annual Kilowatt Hours 
per Production Worker 


on WEE ETRE EELS Cea 9,525 
Ge ie chahetbed « «outers 10,077 
SPW k's k 5< gle Maghinst’s 14,895 


In the five-year period 1941 to 1946, the increase in average electrical energy used by each 
worker was less than 6 per cent; from 1946 to 1951 the increase was 48 per cent, or mor: 
than eight times the rate for the previous five-year period. 


The object of such mechanization is to increase productivity, and so to increas: 
American productive capacity, with a relatively fixed labor force. This objective has been 
achieved as shown by the increase in output of the manufacturing industries, disclosed by 
the Federal Reserve Board Index of Industrial Production for Manufacturers, which is th: 
commonly accepted measure of physical production, from 177 in 1946 to 229 in 1951. Th« 
estimated annual average number of production workers in the manufacturing industries 
between 1946 and 1951 increased by about 8.5 per cent. An increase in production of 29.4 
per cent has been accomplished with an increase of 11 per cent in the number of production 
workers. A small part of the increase in production was due to an increase in the averag« 
hours worked of approximately one per cent between 1946 and 1951. The increase in th: 
number of man hours worked is approximately 12 per cent. 


A check of average wages paid to production workers in manufacturing industries 
and the consumers price indices for the years 1946 and 1951 shows an increase in “real 
wages” of about 11 per cent; even with the increased tax burden-there has been an in 
crease in spendable income of approximately 7 per cent; a marked increase in the standard 
of living. 


A continuous, uninterrupted supply of electric power in the United States has been 
so nearly achieved that American industries expect it, depend on it and have expanded 
and adjusted their operations to this expectation. This is particularly true of the many 
automatic or continuous processes which are characteristic of American modern efficient 
operations. 


A power failure may result in serious and expensive damage to equipment, substantia! 
loss of materials, and even plant shutdowns for extended periods of time with loss o! 
wages and production. The effect of such plant shutdowns may extend to other industries 
and communities dependent on material from those plants. 


The continuous and uninterrupted supply of adequate electric power is essential to 
the industries of this country. Without such power the expansion of industry which has 
taken place in the last fifteen years would not have been possible. 


Significance to Agriculture of Increased Availability of Power. The use of electric 
power in agriculture has increased rapidly in the past thirty years, From nearly 200,000 
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| = 
i= farms served with electricity in 1923, electric service was extended to 1,400,000 farms in 
prod , 938. In 1950 approximately 80 per cent of the occupied farm dwellings were electrified. 
lectrie power was used for household and general farm purposes, as well as for irrigation 
| many areas. 
As in industry, utilization of electric power in agriculture is increasing spectacularly. 
Eastern farms: in the United States used an average of 2,639 kilowatt hours in 1951. 
Farms in the west, where electric power is used for pumping water for irrigation, used 
in average of 6,548 kilowatt hours in 1951. The average residential use in 1951 through- 
’ ut the country was 2,004 kilowatt hours. 
om American farmers, today, use electric power for many operations extending from 
ilking to irrigation and for many labor saving household appliance®. 
ioe Agricultural production has become increasingly dependent on electricity as the farm 
-; a abor force has declined. 
sed | The expansion in agricultural production in this country over the past twenty years, 
1 is tl required to feed the increased population, is due, in considerable measure, to adequate, 
LT ininterrupted electric power. 
on Significance of Increased Availability of Power for Use in the Home. Twenty-five 
479.4 | ner cent of the total electric energy sold in 1952 was used in American homes. In 1952, 
nartios :bout 97 per cent of the nation’s families were using electric service. The average number 
werag f kilowatt hours used per residential customer in the United States increased from 1,329 
lie kilowatt hours in 1946 to 2,169 kilowatt hours in 1952. About 422,000,000 electrical 
:ppliances are used in United States homes. Most families have at least seven different 
istric types. In 1952, 40,700,000 families were using, among others, the appliances listed below : 
Tea Refrigerators ............. 37,750,000 
an in Water heaters ..........46. 5,800,000 
ndar PAOD iin ucvcerteies 03 siceawoee 10,200,000 
Electric washers .........++ 32,200,000 
beer Electric if me «ig sve ces views 37,800,000 
ande: Electric irons, Steam ........ 8,300,000 
many Electric ironers,............ 3,900,000 
ficient Vacuum cleaners ........... 25,100,000 
RE a RS ig ily 43,700,000 
as EE et ic ao oe 19,800,000 
: a 
SS | Something over 5,000,000 homes are heated by oil burners or gas furnaces, the 
stric operation of which depends on electric motors and controls. 
Practically all water used for public consumption and for fire protection is pumped 
ial te by electrically driven equipment. 
h ha The high standard of living enjoyed in this country is largely due to the use of electric 
power. The extent to which Americans depend on electric power is only fully realized 
ctr: when it is lost through disasters such as hurricanes, floods and fires. The civilian life of 
1,00 mmunities affected is completely disrupted. Emergency sources of supply are made 
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available to hospitals as soon as possible, with other essential community services being 
given priority before the benefits of heat, light, refrigeration and other commonly ac- 
cepted services which electric power provides in ordinary life are restored to houses. 


From the foregoing it is evident that the entire economy of this country, its great 
productivity and high standard of living, is dependent upon electric power and the prope: 
equipment to utilize it in industry, on the farm and in the home. The extraordinary de- 
velopment of the American economy has been made possible by the U. S. electric utility 
industry expanding its capacity and by the U.S. electrical manufacturing industry devel- 
oping and producing the equipment for generating the power requirements of the country, 
for transmitting and distributing that power and for using it effectively and economically 
This development and expansion of the electric utility industry and the electrical manufac- 
turing industry has been accomplished through the expenditure of many billions of dollars 
in capital improvements and the steady advance in the electrical art augmented by research 
and development carried on by the companies. No other country in the world has even 
approached this achievement. 


RESEARCH, DEVELOPMENT AND SERVICES PERFORMED BY THE 
U. 8. ELECTRICAL MANUFACTURING INDUSTRY 


The great progress made in the United States in the use of electricity to lighten bur 
dens and at the same time to increase the productive capacity of the nation is not acciden 
tal. This progress is due to the recognition of the great potential of this form of energy 
by users and producers of electrical equipment and, what is important, their continuous 
cooperative effort to develop the equipment necessary for practical realization of this 
potential. 


That there is a group of highly trained scientists and engineers in the electrical manu- 
facturing industry in the United States which is continuously contributing to the progress 
of the country is well known. However, the number engaged, the extent of their effort, 
the facilities provided, and the nature of the service rendered is not so well known and 
deserves attention. 


It is significant that 19.8 per cent of the scientists and engineers engaged in all manu 
facturing industries in this country in 1951 were working in the electrical manufacturing 
industry. Of the funds expended for research and development by all the manufacturing 
industries in 1951, 24.5 per cent was spent in the electrical manufacturing industry. Part 
of this work is directly related to the defense effort. The personnel engaged in classified 
work for the Army, the Navy or the Atomic Energy Commission must be cleared for this 
purpose. 


The funds expended for research and development in the electrical manufacturing in- 
dustry amount to 3.6 per cent of the sales dollar. The corresponding amount spent by al! 
manufacturing industry is 0.71 per cent. This means that the rate of expenditure for 
research and development in the electrical manufacturing industry is five times the rate 
for all industry. 
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Those who are outside of the electrical manufacturing industry but who work con- 
tinuously with it are well aware of the intense competition among manufacturing compa- 
nies to develop new or better equipment to gain competitive advantage over the rest of the 
industry in the widely varying types of equipment from the most complicated custom-built 
heavy equipment to the mass-produced consumer items. This continuous development is 
accomplished with the funds of private companies, without government subsidy, In spite 
f this intense competition, information on these developments is exchanged and widely 
publicized in publications of the professional societies which are actively supported by all 
members of the electrical industry. Practically every engineer and scientist in the indus- 
try is a member of one or more of the professional societies. They have contributed to 
the establishment of standards for equipment, in cooperation with its users, which main- 
tain that high degree of reliability and high quality of electrical service accepted as com- 
monplace in this country. 


Since World War II, many engineers of the U. S. electrical manufacturing industry 
ind electric utility industry have participated in international meetings with engineers from 
ther countries, principally the European countries, in an effort to establish international 
standards for electrical equipment. 


However, progress has been slow. American representatives in these meetings have 
refused to lower U. S. standards, On the other hand, European representatives, seemingly 
content with the lower standards in their own countries, have declined to improve them to 
the American level. 


Examples of the developments which are peculiar to this country are found in the 
extent of the improvement in the efficiency of steam generating stations, the increase in the 
capacities of power equipment, the development and manufacture of high-speed production 
equipment in many fields of industry from heavy steel rolling to the most sensitive produc- 
tion controls and the spectacular increase in the use of electrical appliances in the home. 


The engineers and scientists of the U. S. electrical manufacturing industry are ready 
at any time to assist the users of electrical equipment. One of the most important services 
rendered by engineers of the electrical manufacturing industry is the assistance given in co- 
ordination and planning in this field. 


An illustration of such service may be found in the planning of a large hydro-electric 
development wherein the consulting engineers charged with the responsibility for planning, 
called upon the engineers of many companies in the electrical manufacturing industry to 
assist them in the selection of the type, size, speed and other characteristics of the equip- 
ment for the generation, transmission and distribution of the power. The engineers of the 
electrical manufacturing industry made many preliminary designs of equipment, studied 
many arrangements for it and made many cost studies to the end that the project could be 
built with greatest economy. This planning, from its initiation to the issuing of final speci- 
fications, required five years. This assistance was given without specific compensation to 
the members of the industry participating in it. 


The result of all of this effort, the final specifications, represented the combined ex- 
perience of all of the engineers and manufacturers in the United States interested in this 
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development. The service given by the engineers of the electrical manufacturing industry 
is a service which this industry provides normally. All of those engaged in the electrica! 
industry know that this service is available. For example, an engineer of an electric utility 
needing information or advice, calls the local representatives of the electrical manufactur 
ing industry and acquaints them with his need. Information requested may range from a 
question concerning the operation of a particular machine to long-range basic planning o/ 
a transmission line of new design requiring considerable research. If the information 
cannot be supplied locally, the manufacturer’s representative relays the request to his head 
quarters where comprehensive information is available. The rapid interchange of informa 
tion so obtained is partly responsible for the rate of development of the industry. 


This research, development work, and the planning service so essential to the con 
tinuing expansion and increased availability of power in the United States, is supported 
by the sale of electrical products. 


Such service is not available in this country from others than the U. S. electrica 
manufacturing industry. Foreign manufacturers do not incur a proportionate share o! 
the cost of this research, development and planning service and are therefore in a favor 
able position in competitive bidding if price alone be considered. 


Comparative Aspects of U. S. and Foreign-Built Equipment. American industry 
recognizes that rugged reliable electrical equipment is essential to continuous, economica 
output. High standards have been established for such equipment in the United States 


The electrical manufacturing companies in the United States have responded by 
building equipment which is generally better than required by specifications based o1 
established standards. In part this is recognition of the fact that specifications and stand 
ards necessarily set minimum acceptable performance and cannot satisfactorily defin: 
quality which assures long reliable service. In part it is due to the highly competitive 
nature of the electrical manufacturing industry and the manufacturers’ sensitivity to main 
tenance of their reputations and positions in the industry. 


That U. S. built equipment generally is capable of operating above capacity was a 
significant factor in the outstanding performance of American industry during World 
War II. During the war when power demands rose above the rated capacity of the elec 
tric utility industry, the utilities were able to operate equipment well above rated capacity 
This practice has continued since the war and the ability of U. S. built equipment to tolerate 
such overloads is recognized in statistics on capability of the Edison Electric Institute. 


As pointed out,-American standards for equipment are higher than corresponding 
standards in foreign countries. It is the generally accepted opinion of engineers in the 
United States that foreign manufactured equipment does not have the capability or relia 
bility of equipment furnished by United States manufacturers. 


Maintenance Service by the U. S. Electrical Manufacturing Industry. The UV. S. 
electrical manufacturing industry undertakes the installation, maintenance and servicing 
of its products throughout the country. For this, it maintains a field staff consisting of 
over 3,000 engineers and over 5,000 technicians and highly skilled workers located widely 
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throughout the United States. These are additional to the research, development and 
lesign engineering staffs. The geographical coverage is such that within a few hours 
practically every important power generating station or manufacturing plant can be 
reached. Supporting this service are manufacturing plants in many cities across the 
country, well equipped repair shops located in every important center and warehouses 
for finished parts, complete products and materials. The personnel which supervise and 
perform this field work must have adequate training and an intimate knowledge of the 
products. They include specialists in all types of electrical products, from the large cus- 
tom-built heavy equipment to mass-produced consumer goods. 


The activities of these field engineers and technicians include the installation of the 
equipment, preventative maintenance to insure its continued effective operation and repair 
of accidental damage. They also train and instruct the personnel of the user in the eftec- 
tive and efficient operation of the product. The larger equipment must be shipped from 
the factory in parts and assembled in the field and its highly complex nature requires 
expert knowledge and handling. 


The ability, knowledge and skill of the field forces of American manufacturers has 
established the general reputation of U. S. built equipment for efficient operation to capac- 
ity promptly following its installation and without long “shake-down” periods during 
which realignment and readjustment of parts and components are made, Standards pre- 
vailing in this aspect of the work of the U. S. electrical manufacturing industry com- 
pare with those for the production of the equipment itself. 


While the foregoing comments relate to heavy custom-built equipment, similar 
services are provided in other lines of electrical industrial, agricultural and consumer 
products. No manufacturer of consumer goods will enjoy volume sales without good 
consumer reputation, which to a large degree is dependent upon the calibre of the service 
forces which are provided for the installation and servicing of his appliances throughout 
the country. 


It is not uncommon for the service forces of one American manufacturer to maintain 
or repair products of another. This derives from the development of more or less common 
standards in the United States and the familiarity which each manufacturer has with the 
products of his competitors. American maintenance and production methods are suffi- 
ciently standardized to permit this practice in the industry. 


However, a corresponding ability by U. S. manufacturers to maintain or repair 
foreign-built equipment does not exist. This difficulty arises from differences in stand- 
ards, fundamental differences in designs and materials, unavailability of drawings and 
specifications, the use of different units of measurement in foreign-built equipment, and 
the greater use of hand labor to fit specific parts into given equipment with the consequent 
lack of standardization of parts. 


The significance of maintenance and repair of electrical products of all types is clear. 
In the event of war or other disaster, the burden for maintenance and repair would, in 
all probability, rest solely upon the U. S. electrical manufacturing industry. Its ability 
to service U. S. built equipment has been established on numerous occasions. The 
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delays which could be expected in the event any material amount of foreign-built equip- 
ment and products were installed may be anticipated, from the experiences of various 
Latin-American countries during World War II. Extended delays in the restoration of 
electrical service and the rehabilitation of equipment and products utilizing electric power 
can be anticipated in the absence of qualified and adequate service departments. For 
eign equipment manufacturers do not maintain service departments comparable to those 
available from U. S. manufacturers. 


One other aspect of foreign-built equipment may be pointed out. The installation of 
large electrical units necessarily involves intimate knowledge of the entire electrical sys 
tem by the manufacturer of the equipment. The significance of this is apparent when it 
is recognized that the electrical units are the heart of utility and industrial systems and 
of many highly classified military and governmental installations, and when one considers 
the possibilities of sabotage and bombing with this intimate knowledge in the hands of 
foreign nationals. 


The Disaster Service Record of the U. S. Electrical Manufacturing Industry. The 
electrical manufacturing industry of the United States has assumed important respon 
sibilities in emergencies, such as the disasters caused by flood, fire and explosion. Their 
engineers, technicians, highly skilled workmen, as well as their manufacturing plants, local 
repair shops, inventories of finished products and materials have been made available im- 
mediately for restoration to normal service of damaged electrical equipment and products 
The pool of more than 8,000 experienced engineers, service men, technicians and highly 
skilled workers is drawn upon to send to a stricken area on short notice. It is impossible 
to estimate the material and equipment which could be made available, including facilities 
which could be improvised from local resources, by the ingenuity of these workers. It is 
evident that foreign manufacturers could not render an equivalent service irrespective of 
their natural desire to restore to service equipment of their own manufacture and this 
necessarily would be left largely to the U. S. manufacturers, assisted by any advisory 
personnel, materials and parts which could be flown into the area from abroad or from 
depots in the United States. It is also evident that personnel, materials and parts of 
foreign manufacturers in the United States are limited in amount and variety as com- 
pared with those of the U. S. manufacturers. 


Some of the U. S. electrical manufacturing companies, out of their past experiences, 
have developed well-defined plans for disaster emergencies, with instructions for mobili- 
zation of their personnel and resources upon notification of the disaster. 


There have been many such disasters for which the electrical manufacturers have 
mobilized personnel, equipment and materials from their many offices, service centers, 
warehouses, repair shops, and manufacturing establishments. 

Notable among the more recent disasters involving substantial quantities of electrical 
manufactured products may be named the following : 


The Connecticut River Valley Flood of 1936 
The Eastern Seaboard Hurricane of 1938 
The Texas City Explosion in 1947 

The Kansas City Flood in 1951 
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In addition to the foregoing, there should be mentioned the extensive and important 
repair of electrical apparatus and products of many kinds of United States Navy and 
Merchant Marine ships during World War II. 


The Eastern Seaboard Hurricane. This hurricane struck the New York City Metro- 
politan Area in September of 1938. After three days of rain a tidal wave flooded power 
lants in New York City, on Long Island and in Connecticut. Engineers and other 
personnel of the U. S. electrical manufacturing industry converged on the area from all 
over the country. Flooded equipment was removed as fast as possible and sent to service 
shops for drying, rewinding and repairs. New electrical equipment for replacement was 
sent from stocks in other locations and delivered by rail and truck in some instances under 
police escort. Large generating equipment was dried out and put in service. In a few days 
the crisis was past, due to the availability of personnel and facilities not far from the site 
f the disaster. Soon thereafter the electric service was normal in so far as the electrical 
consumer knew, although a longer time was required before the utility was satisfied that 


service was adequately protected. 


The Kansas City Flood. On Friday, July 13, 1951, a flood inundated the Kansas City 
industrial area in Missouri and Kansas at the confluence of the Missouri and Kaw Rivers. 
The large meat packing industry, as well as oil refining and many smaller industries, 
were completely shut down. The ignition of oil floating on the flood waters added to 
the disaster. While the electric production facilities of Kansas City, Missouri, were 
above the flood those in cities in Kansas were submerged. Transformers and other dis- 
tribution equipment, as well as motors and other electric utilization products, in industries 
and in homes were completely covered by the muddy flood. 


Citizens, farms, industries and governments fought to forestall and then minimize 
damage to residences, farms, industries and commercial establishments and later worked 
day and night te rebuild and replace damaged equipment and buildings. 


The electrical manufacturers invoked their previously prepared disaster plans without 
delay and dispatched to the scene within a day company officials and engineers to survey 
the damage, plan the restoration, arrange for building space for cleaning and repair of 
apparatus and notify their headquarters offices of the numbers of engineers, technicians 
and skilled workers required, as well as special equipment tools, parts and new pieces of 
equipment desired. 


The local shops of the manufacturers were inadequate for the work and about 100,000 
square feet of additional local space were procured and equipped with apparatus trucked 
for hundreds of miles from other service centers. Drying ovens were brought in and others 
were constructed from local materials and parts shipped to the improvised shops. Vacuum 
drying tanks, steam cleaners, vapor degreasers, caustic and solvent tanks, shop trucks and 
hoists, paint spray booths and equipment, testing instruments, motor and other equipment 
parts and materials for repair~ arrived. Within a few days about 1,000 new motors and 
starters, lightning arresters, tank cars of transformer oil, drums of insulating varnish, 
and large quantities of renewal parts were flowing into the city from various stock centers, 
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as well as trucks for the transportation of flood damaged equipment from customer: 
premises to the improvised shops for repair and return to service. 


From various places in the United States, some as distant as 1,000 miles, came more 
than 150 engineers and service specialists for directing and performing this work and for 
testing the restored apparatus to insure its suitability for use. In addition, about an equal 
number of local people were employed to assist in the work which was carried on around 
the clock. 


The highest priority was given to the water pumping plant. Second, was the work 
for the electric utility systems. On Sunday, two days after the flood, trucks waited on a 
viaduct to pick up equipment from the flooded water pumping station. This was delayed 
for another day because of the oil explosion and fire. 


i 


The generating and other equipment in the power stations in Kansas, which wer: 
covered with a hard cake of dried silt, difficult to remove, were restored to service. It 
is estimated that over 2,000 motors, 300 transformers and 500 pieces of switchgear wer: 
reconditioned for service. About 400 home refrigerators were repaired and reconditioned 
as well as numerous other home appliances. About 95 per cent of the motors and trans 
formers did not require rewinding. Those that did were sent elsewhere for this work wher: 
it could be done more expeditiously than possible in the disaster area with its overwork: 
personnel. 


In the process of reconditioning many new items of equipment were brought in t: 
replace the damaged ones because they were available from stocks elsewhere. 


In the case of each of such disasters not only was the economy of the stricken ar¢ 
seriously affected, but also the economy of many others depending on the area. The abi! 
ity of the electrical manufacturing industry to assemble and concentrate trained worker 
from all over the country at the point of disaster and to make manufacturing facilities 
available throughout the country was invaluable in minimizing the effect of the disaster 
and restoring the economy and life of the area with relatively limited delay. The great 
distances between manufacturing plant and site location of equipment and the absence 
large service forces available for concentration in a given area would, in so far as foreign 
built equipment is concerned, have resulted in a substantially longer disruption of local 4 
life and economy and substantially greater financial and economic losses than actually : 
occurred. 


EXPERIENCE WITH ELECTRICAL EQUIPMENT PURCHASED FROM 
FOREIGN MANUFACTURERS 


4 sale saves BE oS 


Experience with equipment of foreign manufacture, drawn from instances in whic! 
American electrical manufacturers were asked to service, replace, or rebuild such equi 
ment, clearly indicates the hazards of purchasing essential equipment from foreign man 
facturers. Several cases of interest follow: 


nr ities 


One large public utility company reports the great difficulty it experienced with a ver) 
large foreign-built turbine generator purchased a few years after the end of World War | 
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For a period of about 10 years attempts were made to correct defects in the turbines by the 
foreign manufacturer and a United States manufacturer during which period the machine 
was out of service about forty-five per cent of the time due to failure in operation or to 
orrective work being done on it. Eventually, and before World War II started, the 
turbines were completely redesigned and rebuilt by a United States manufacturer and they 
ave given very satisfactory service since. In 1943 one of the electric generators of this 
machine developed defects and was rewound by a United States manufacturer who two 
years later replaced it in its entirety. Since that time this turbine generator has given satis- 
tactory service. 


This public utility company also reports much less serious trouble with a foreign-built 
frequency changer which was readily corrected with new parts designed and made by a 
nited States manufacturer. It also reports satisfactory service of certain low voltage 
witchgear, high voltage cable and time switches of foreign manufacture not available in 
the United States at the time of purchase. However, this public utility has not purchased 
foreign-built equipment since. 

A publicly owned electric utility in the U nited States purchased two foreign-built tur- 
bine generators of substantial size. Except for the fact that the rotors had to be rebalanced 
ifter being placed in service, the units are giving satisfactory service. Representatives of 
, United States manufacturer who inspected the machines report that in many respects 

y have design features no longer used in the United States. 


Experience with Foreign-Built Equipment in Latin America. During the period of 
World War II and the years following it, U. S. manufacturers were called upon in 
numerous instances to supply major elements of equipment, major components, spare 
parts and maintenance service for foreign-built equipment in various Latin-American 
ountries because of the inability of the foreign manufacturers to provide sup- 
plies and service. Both with respect to equipment which was completely installed and 
perating before the war and equipment which was on order and not delivered because of 
the war, common difficulties were encountered. Adequate drawings and specifications were 
not available to the U. S. manufacturers. Designs were basically different from U. S. 
designs and required special tooling and other facilities for production. The cost of pro- 
viding the equipment parts and maintenance service was high compared to that which would 
have prevailed with U. S. equipment. The equipment in question was not in service for 
periods from several months to as much as six years with resultant losses to the over-all 
economy. 


Instances in which U. S. manufacturers were called upon to provide equipment parts 
ind service include the following: 

(a) The installation of a European-built steam turbine generator in a Latin- 
American city, installed and placed in operation shortly before the war in Europe 
commenced, in which the blading failed and the unit became inoperative in a com- 
paratively short time. 


(b) Two hydro-electric generating units installed in the early 1930’s for a Latin- 
American municipality which had ordered two more units for which the civil engi- 
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neering and construction work had been completed when the war broke out and the 
foreign-built equipment became unavailable. st 
(c) The failure of a Latin-American country to receive delivery of a Euro ; “ 
pean-built hydro-electric plant scheduled for completion in 1940 with the result ‘ " 
that a completely new project had to be negotiated which was not completed in al! 3 


phases until 1946. 





n 
(d) The failure of a turbine spindle installed by a European manufacturer in C 
1939 in a Latin-American industrial company, followed by inability to obtain a re- s 
placement from the manufacturer, because of war-time priorities, and long delays v 
in obtaining from another European country a spindle which had to be shipped across ( 
Asia and the Pacific Ocean before installation. I 
( 


(e) The failure of a large motor of a European manufacturer in an important 
industrial plant in Latin-America, and subsequent substantial engineering work and 
delay in the United States before the motor could be rehabilitated, as a result of 
which the industrial company has purchased few, if any, electrical products since the 
war from sources other than the United States. 


- «a, tana 


(f) The recurrent failure of coils in four large hydro-electric generators in a 
utility plant in Latin-America, beginning in 1943, with the recurrent demand upon 
the American industry to supply substitutes, all involving the loss of one or more of 
the four generators from service for most of a four-year period. 


(g) The inability of a Latin-American country to receive delivery of turbines, 
generators and other equipment for:a large hydro-electric plant for which all of the 
civil engineering and construction work was completed, requiring completely new 
designs by American manufacturers of equipment which would fit the structures 
already completed at wide variances from normal U. S. practices. 


While these specific examples are cited, a number of others, fully documented, could 
be added to the list, all involving substantial delay and great expense in the overhaul and 
replacement of foreign-built equipment. In numerous cases, difficulty, expense and delay 
were encountered in adapting U. S. designed equipment for use with European equipment 


The likelihood that the U. S. power supply could face similar emergencies because of 
dependence upon foreign-built equipment is evident. The consequences to the economy 
in this country, particularly in the event of a war, need no elaboration. 


POSSIBLE EFFECTS OF INTRODUCTION OF FOREIGN-BUILT 
EQUIPMENT IN THE UNITED STATES 


Any evaluation of the effect of the introduction of foreign-built equipment into a 
specific area in the United States should take into consideration the information contained 
in the foregoing pages. The Pacific Northwest is an area of particular significance in this 
connection. 


The development of this area is of great importance to the United States. Much of 
the expansion of the electrolytic process industries for production of aluminum, phos- 
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phorus and the recently significant titanium is planned for this area. It is the home of 
substantial aircraft production. During the war a substantial shipbuilding industry pre- 
vailed in the area. It is of great economic and strategic importance to the United States 
in many respects. 


The plants generating power in this area are relatively large hydro-electric develop- 
ments with power generation concentrated at the natural sites for the necessary dams. 
Grand Coulee with well over 2,000,000 kilowatts of generating capacity is the largest 
single power plant in the world. Other large plants include Bonneville with 500,000 kilo- 
watts of capacity, Hungry Horse with 300,000 kilowatts, Ross 180,000 kilowatts, Cabinet 
Gorge 200,000 kilowatts, and Rock Island 245,000 kilowatts. The first unit at McNary 
Dam is in operation and by 1956 this plant will be generating over 1,000,000 kilowatts. 
Chief Joseph, soon to go into operation, will generate over 1,100,000 kilowatts. 


The industries where this power is used are concentrated in areas many miles from 
the power plants. High voltage transmission lines carry the power from the plants to the 
load. Generally the terrain forces concentration of the transmission lines into relatively 
narrow areas. Substations where the lines terminate, where the lines are switched, and 
where the power is transformed to lower voltage for distribution are large. 


Economical design demands that the units making up the power system—trans- 
formers, circuit breakers, and generators—be large in size. The equipment furnished by 
the electrical manufacturers in the United States has proven so reliable that it is becoming 
the practice to omit spare equipment especially transformers and circuit breakers. 


The equipment necessary to maintain development of the power system has been 
delivered on time by the electrical manufacturers in the United States so that all projects 
in so far as the electrical equipment is involved are proceeding on schedule. Whenever it 
has been necessary, the manufacturers have provided the service to maintain the power 
system at full capacity. 


During the war generators at Grand Coulee of a rated capacity of 108,000 kilowatts 
operated continuously at over 125,000 kilowatts ; two generators intended for another plant, 
each rated 75,000 kilowatts, were installed at Grand Coulee and operated at over 90,000 
kilowatts during the war. Even with such overloading the equipment was well maintained 
and serviced by the manufacturers and there were no significant outages which impaired 
the productive capacity of the aluminum plants, the aircraft factories, the shipyards and 
other strategic installations. Had the equipment been purchased abroad, a large part of 
this power generated would not have been available, and the equipment would not have 
been as well maintained and serviced with the result that prolonged outages might have 
occurred with consequent damage to the war effort of the country. 


With the relatively large power transformers, circuit breakers, and generators em- 
ployed in this power system, failure and subsequent outage of any unit is a serious matter as 
the whole area might be affected for a time. It might have to operate at reduced capacity 
while the equipment is being repaired or replaced. This would mean a reduction in essen- 
tial electric service affecting industry and homes throughout the large area. 


42493 O—-54—-pt. 1- 43 
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The experience with equipment and service provided by foreign manufacturers 
electrical equipment, particularly at times of stress such as war, indicates that they cann tT 
be depended upon to deliver essential equipment as needed nor to service that equipment 
after it is installed. Because complete information, drawings and specifications, for equi 
ment furnished by foreign manufacturers are not available, and because of differences 
basic design and manufacturing practices, it would be difficult for electrical manufactur: 
in the United States to repair or service such equipment 
If very much essential electrical equipment is purchased from foreign manufacture: 
for installation in the United States some reduction in the rate of expansion and the ra 
of operation of American industry and of agriculture and civilian utilization of elect: e 
power can be expected. 4 | 


STONE & WesSTER ENGINEERING CORPORATION 
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THE FOREIGN-TRADE POSITION OF THE UNITED STATES AND 
THE ELECTRICAL MANUFACTURING INDUSTRY OF THE UNITED 


STATES 
By O. GLENN SAxTon 


INTRODUCTION 


In August, 1953, upon announcement by the President of the United States of the 
establishment, under authorization by Congress, of The Commission on Foreign Economic 
Policy to study and report to Congress its recommendations with respect to a constructive 
economic foreign policy for the United States, the National Electrical Manufacturers 

{ssociation commissioned the National Industrial Conference Board (a nationally recog- 
nized research agency) to make a strictly factual and objective survey of the present com- 
petitive position of the Electrical Manufacturing Industry in international trade. 


With the full cooperation of the U. S. Department of Commerce and other federal 
igencies, the Conference Board has developed a Report that constitutes a substantial 
volume of statistical and other factual data relating to the Industry, its exports to for- 
eign countries and competitive imports from abroad. In addition, the Board has prepared 
ts own Summary of the Report with its conclusions therefrom. The Report covers many 
mportant factors relating, not only to special foreign trade problems of the Industry, 
but also to the entire area of international trade and finance in the post-war and cold-war 
world. 


The Conference Board sub-contracted to the Stone & Webster Engineering Cor- 
poration that part of the survey that relates primarily to the operations of the U. S. 
electrical system. Meanwhile, the National Electrical Manufacturing Association also 
requested Donovan, Leisure, Newton and Irvine to prepare an analysis of the legal prob- 
ems of the Industry with respect to tariffs and related subjects. 


This Analysis presents an economic appraisal and interpretations of the factual data 
and conclusions of the various Reports, as well as other research data developed by gov- 
ernmental agencies or by the author, that relate to foreign trade problems of the Industry 
and to the foreign economic policies of the United States, past, present and future, This 
analysis undertakes to coordinate all these data and to present them and the problems 
they raise in their proper historical setting, as well as to relate them to the increasingly 
competitive conditions and complicated problems of international aid, trade and finance 
in the foreseeable future. 


A considerable portion of the factual and statistical data contained in these various 
Reports and this analysis of them has never before been made available for public use. 


The analysis covers many new, as well as highly controversial, issues which have 
arisen in recent years due to changing post-war conditions. It focuses attention on, and 
attempts to weigh the effects of, the many unfair competitive practices and various 
weapons of offensive and defensive economic warfare that developed in international trade 
and finance during the first decade of recovery and expansion that followed World War I. 


This warfare became more intensified and bitter in the next decade of the world- 
wide depression between 1929 and 1939. It was suspended during World War II, only 
to be revived at its conclusion. There is overwhelming evidence of an early return to 
the extremely bitter competitive warfare that prevailed in the years between the two 
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wars, as large non-reimbursable grants-in-aid by the government of the United States 
to the nations of the world in the years since World War II are sharply reduced or 
entirely eliminated. 


This international economic warfare and its causes are the heritage, not only of World 
War II and its disrupting effects on the entire world, but also of World War I and its 
aftermath—the world-wide depression between the two Wars, the full forces of which 
had not yet run their course before the outbreak of World War II. 


It is most important, therefore, that attention be concentrated at this time upon the 
presently widely divergent problems and conditions prevailing within various countries 
and in their respective external relations. Certain assumptions now prevailing, not only 
abroad, but even in the United States, in both governmental and private circles, in regard 
to international aid, trade and finance, must be thoroughly examined before conclusions 
are reached and specific recommendations made with respect to the future economic foreign 
policies of the United States. 


Only after an analytical reexamination of both facts and theory, as applied to current 
economic, political and ideological conditions and issues can the complicated problems of 
international trade facing the world today be accurately appraised and constructively re- 
solved on a practical, realistic basis rather than a highly emotional one. 


As an example of assumptions to be examined, the recent concerted drive on the part 
of European nations in favor of “trade, not aid”, as the continuation of non-reimbursable 
U. S. grants-in-aid has become doubtful, has raised in the United States a highly 
emotional attitude in various official and unofficial segments of American society. This 
attitude is implicitly based upon the assumption that the United States, as the most produc 
tive and the greatest creditor nation of the world, if it is to assume its proper responsibilities 
of leadership in the Western World, must fully accept the economic doctrine of international 
free trade on a strictly unilateral basis. This implicit assumption requires a realistic analy- 
sis in light of prevailing world conditions. Present conditions are at sharp variance from 
those that prevailed toward the end of the 18th century (when the doctrine of free trade 
was first promulgated by Adam Smith), as well as distinctly different from those that 
prevailed between 1850 and 1914 (when Great Britain practiced free trade for 65 years). 


Much has been said in recent months in the United States and abroad about “freer 
trade” on the part of the United States. Here again the emotional reaction of various 
segments of public opinion stems from lack of understanding that the United States 
today has already reduced its protective tariff wall (under which it attained the world’s 
highest living standards and grew to its present predominant position in world affairs ) 
to a greater degree than any other industrial nation. The United States now stands 7th 
from the bottom of a list of 45 nations of the world, ranked according to the degree of 
tariff protection around their respective territories. Already, since 1934, the U. S. tariff 
structure has on an average been reduced 71 per cent. 


For the United States to apply a further over-all or general reduction to what is left 
of its former tariff structure would be the equivalent in practical effect of full acceptance 
of the theory of unilateral free trade. 
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This analysis is divided into two parts. Part I treats the principles of free trade 
and the requisites for its successful functioning, as well as the actual practice of interna- 
tional trade and finance by the nations of the world: It includes an examination of cur- 
rent foreign trade conditions and problems and concludes with constructive recommen- 
dations. 

Part II evaluates the peculiar problems of the Electrical Manufacturing Industry and 
its present position in international trade. It relates them to the foreign economic policy of 
the United States. It concludes with specific recommendations in respect to national poli- 
cies designed to promote the over-all public interest and assure the continuation of a 
strong, healthy and expanding Industry as necessary to the nation’s health, welfare and 
security. 

Ourn GLENN SAXON 


New Haven, Connecticut 
December 1, 1953. 
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SUMMARY 
OF : time 
PART I 


THE PRESENT TARIFF STRUCTURE OF THE UNITED STATES 7 tod 


In 1789 Alexander Hamilton, the first Secretary of the Treasury of the United States, 
induced the first U. S. Congress to adopt, as an essential part of the domestic economic 
policy of the nation, the principles of free trade that has just been promulgated for the 
first time (in 1776) by Adam Smith, a British economist, in his Wealth of Nations 


Hamilton also persuaded Congress that a continent, richly endowed with natural 


resources, could best be developed by a young and vigorous agricultural nation behind a Ss tf 
tariff wall that would protect its undeveloped infant and defense industries, of which It 
there were practically none in the United States at that time. th 


Congress, therefore, as a fundamental part of its foreign economic policy, repudiated 
Adam Smith’s principles of international free trade. Congress also adopted as its tax 


policy the financing of the federal government, to the maximum degree possible, by customs t ¥ 
duties on imports from abroad. 
These policies, except for minor changes, were continued over the years until 1913 q 


Meanwhile, Congress in 1890 and later years had enacted anti-trust legislation, with 

heavy penalties to enforce free trade and competition on the domestic markets of the ' 

United States. The result has been the creation of the largest free trade area in all history | | 
‘ 


In 1913, came two major revolutions. Under the newly adopted Sixteenth Amend 
ment to the Constitution, Congress levied the first peace-time tax upon personal and cor 
porate incomes at graduated rates. It also sharply reduced tariff rates and added 300 new 
items to the duty-free list of imports. 


tion of all federal revenues from customs duties. In fact, in many years 100% of all 
tax revenues had been derived from customs; even as late as 1913, 48% were collected a 
from this source. By 1945, however, the federal government was collecting 79% fron ‘ 
income taxes and in 1952 was still collecting 71% from this source. In 1952 customs duties 
produced only 1 per cent of federal tax revenues. 


Prior to 1913, the federal government had collected by far the larger propor- 


Following World War I, due to intense competition in foreign trade, in order to pro 
tect new and defense industries, and American agriculture from low-cost foreign labor 
and currency depreciations of foreign nations, Congress in 1922 raised tariff rates sub 
stantially and adopted the principles of equalization of production costs of imported article 


serpin te 


~ aeyesbad 


In 1930 Congress raised tariff rates still further by the Smoot-Hawley Tariff Act 
In 1934, after a change in administration, Congress adopted a Reciprocal Trade Pro- 
gram, which authorized the President, at his discretion, to reduce the Smoot-Hawley rate: 
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as much as 50%. This authorization has been expanded and continued from time to 
time 

As a consequence, the tariff structure of the United States, on an average, has been 
duced 71% from its 1930 level. Today, the United States stands seventh from the 
bottom of the list of 45 nations in degree of tariff protection. No industrial nation 
today has as low a tariff structure on the average as the United States. Any fur- 
r over-all substantial reduction in rates would, in effect, put the United States on a basis 

f international free trade—without reciprocity from the rest of the world. 


Failure Of The Reciprocal Trade Program 


From the point of view of the United States, the Reciprocal Trade Program has 
been a failure. It has not been responsible for the subsequent expansion in international 
trade nor has it produced reciprocal benefits in exchange for those granted other nations. 
It has not been effective in reducing trade barriers and discriminatory practices against 
the United States. Nor did it expedite recovery from the depression in the years between 
the two World Wars. 


In June, 1939 the United States ranked seventeenth among 18 /eading nations of the 
world in degree of recovery to their 1929 levels of industrial production. 


In June, 1939 the United States ranked sixteenth among these nation’s in respect to 
re-employment in terms of their 1929 levels. 


In June, 1939 the wholesale commodity index in the United States was 21% below 
its 1929 level and the United States stood twelfth among these nations in degree of re- 
covery to that level. 


In 1938 the gold value of U. S. export trade was only 35% of its 1929 level in con- 
trast to 62.6% in the Union of South Africa, 56% in Sweden, 48% in Belgium, 46% in 
Canada, 40% in Germany and Italy, 38% in the United Kingdom, and an over-all aver- 
age of 40.6% in the 18 leading countries. 


On March 2, 1934, President Roosevelt, urging the adoption by Congress of the 
Reciprocal Trade Act, said “Important branches of our agriculture, such as cotton, 
tobacco, hog products, rice, cereal and fruit raising . . . will find expanded opportunities 

in foreign markets”. 


However, as a result of a combination of the Act and the U. S. Farm program, agri- 
cultural exports in (fiscal) 1939, as a percentage of total exports, reached the lowest level 
in U. S. history. In 1939, total exports were 51% higher than in 1932, but, while non- 
agricultural exports in 1939 were 90% higher than in 1932, agricultural exports had 
decreased 9% (4). 

Between (fiscal) 1932 and 1939, U, S. total imports increased only 20.2%. The 
devaluation of the dollar had partly counter-acted the reduction in tariff rates. Non-agri- 
cultural imports increased only 20.5%. However, agricultural imports that compete with 
the products of American farms increased 29%, while non-competitive agricultural im- 
ports increased only 11.8% (4). 
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Had it not been for the 40% devaluation—also in 1934—of the U. S. dollar, which. 
had it been fully effective, would have been the equivalent of a 70% increase in our ad 
valorem tariff rates, the effects of the Reciprocal Trade tariff reduction program would 
have been even more adverse te the United States. Since 1934, however, the effects of this 
devaluation on U. S. rates have been overcome by subsequent devaluations by most na- 


tions of the world before and since World War II. 


Great Britain’s Experience With Unilateral Free Trade 


The only nation in world history that ever was able politically to adopt international 
free trade on a unilateral basis was Great Britain. For 65 years, between 1850 and 
1914, Great Britain attained higher national income, higher wages, and higher stand 
ards of living for her people than she otherwise could have enjoyed. 


This was done, however, at the sacrifice of her domestic agriculture. By import 
ing large quantities of foodstuffs and employing most of her labor force in con- 
verting imported raw materials into finished products for re-export, Great Britain was 
able to expand her population at a greater rate than would otherwise have been possible. 
She did this only by large surpluses of imports (mostly foodstuffs for her expanding pop- 
ulation) over exports by balancing off adverse trade payments with income from foreign 
investments. 


World War I forced Great Britain to sacrifice a substantial proportion of her foreign 
investments. As a consequence, Great Britain in 1920 reverted to tariff protection, while 
re-legalizing cartels which permitted competitors to restrict production, fix prices and allo- 
cate sales territories on home markets. In 1932, under the Ottawa Agreement, she per 
suaded the British Empire to erect a tariff wall around itself to discriminate against 
outside nations. This wall has been continued down to the present. Great Britain, there- 
fore, since 1920, has totally repudiated the principles of free trade, both internally and 
externally. 


Tariff Policies Of Other Nations 


Between 1800 and 1913 all nations of Europe followed the policy of protection of new, 
infant, expanding and defense industries, with customs duties for protection and revenues 
Their rates were at times lower than those imposed of the United States, but they did 
not adopt the free trade principles of Great Britain. These nations at no time have ever 
practiced free trade on their domestic markets, but have permitted and at times even 
forced private cartels to restrict domestic production, fix prices and allocate sales allo- 
cate sales territories by agreements among competitors. 


Japan entered into a treaty with the United States in 1858 by which she agreed to 
limit her ad valorem tariff rates to 5%. This limitation was modified over the years, 
but Japan did not gain full tariff autonomy until 1911. Thereafter, she adopted rela 
tively high tariffs which have continued down to the present. She also, until the Occupa- 
tion following World War II, permitted her industries to cartelize. 
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Results Of Protection 


Behind tariff walls, these nations, as well as the United States, developed their infant, 
defense and expanding industries to a point where many of them by 1913 were fully com- 
petitive with Great Britain’s. In the meantime, most of them had attained more stable, 
more diversified and better balanced economies than Great Britain had enjoyed under 
unilateral free trade. 

Without the industrial potential, the skilled labor and the capacity to expand that the 
United States had developed by 1913, World War I would probably have been lost to 


Germany. 


Effects Of World War I On International Trade 


World War I raised the domestic debts of European nations to unprecedented levels. 
It was financed largely by paper money issues and monetization of national debts. Pro- 
gressively, their currencies became less and less valuable. At the end of the war, Russia 
and most southeastern European nations totally repudiated their currencies and all domestic 
private and governmental debts, as well as other forms of fixed obligations, payable in their 
worthless currencies. 


Repudiations in western Europe were more limited, but ranged up to 85%. Great 
Britain alone of the Allied Nations was able to redeem its currency and debts in money 
that retained its pre-war parity with the U. S. dollar and gold. 


By 1926, all major nations (except the silver standard nations such as China and 
Mexico) had returned to the gold standard at parities sharply lower than pre-war. Japan 
returned in 1929. 


The total foreign debts to the U. S. government at the end of the war were $9.5 
billion. 


Immediately following the war, the debtor nations undertook a campaign for can- 
cellation of these debts on the plea that the United States—which had been converted by 
World War I from the largest debtor nation on private account to the largest creditor 
nation on governmental account and the second largest on private account—had failed to 
reduce its tariffs to permit servicing of these debts. Both political parties in the United 
States rejected this suggestion. This action was followed, however, by negotiations of 
sharp scale-downs of all war debts by the United States. These reductions ranged from 
30% (Great Britain) to 85% (Belgium and Italy). 


By 1931 all nations (except Finland) had suspended payments on them. Since then 
no nation other than Finland has considered them still alive. Total payments (including 
interest) were only $2.7 billion. 


Offensive And Defensive Weapons In International Trade 


In the years between the wars, foreign nations developed many new and more 
effective barriers on international trade than had existed prior to the war. They 
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included minimum export prices, export duties, and export subsidies of various kinds 
(direct and indirect), as well as discriminatory subsidies and foreign exchange controls 
to stimulate exports. These nations also engaged in competitive currency devaluations 
to leap over tariff barriers. 

They likewise developed import embargoes, quotas, and licenses; exchange controls, 
licenses, and quotas ; higher protective tariffs ; and domestic subsidies for home-grown prod 
ucts (which could be imported at lower prices). The various quotas, licenses, and con 
trols were administered on a discretionary and discriminatory basis against exports from 
the United States, Germany and Japan. 


In addition, private international cartels in the field of manufactured merchandis« 
and both governmental and intergovernmental commodity control schemes for raw mate 
rials were developed. The former attempted to shut out American exporters from third 
markets. As early as 1919, the United States authorized American export industries 
to compete, by coordinated action, with foreign cartels in order to retain some part of their 
foreign markets, provided they did not violate the U. S. antitrust laws within the United 
States. 

These cartels restricted production and maintained prices at home above the 
levels at which they “dumped” large quantities of their products on foreign markets. As 
early as 1921, Congress was forced to prohibit these “dumping” practices on the U. S 
market. 

Commodity control schemes, organized by nations that held monopolistic positions in 
major international staples (such as coffee, tin, rubber, silk, burlap, etc.), the world’s 
annual production of which the United States consumed approximately 70%, operated 
until 1928-1930, when they broke down under the impact of new areas of production, 
reduced world consumption, reclaiming processes, and development of synthetic substi 
tutes. Prices of the cartelized commodities then declined much faster and further during 
the depression years between the two wars than prices of uncontrolled commodities. 

In 1931, the international financial crisis—that followed repudiation by Germany of 
the unpaid balance of the $10 billion in reparations imposed on her by the Allied Nations— 
precipitated world-wide moratoria, world-wide currency devaluations and other develop- 
ments which had drastic effects on international trade and forced the world into deep 
depression, the full effects of which had not run their course by the outbreak of World 
War II. 

As one nation adopted a new offensive weapon to expand its exports, other nations 
followed suit, while those nations whose markets were threatened, developed new weapons 
of defense. The result-was that each device, offensive or defensive, became the weapon for 
an increasingly intensive, competitive and retaliatory cut-throat warfare for the constricted 
trade of the world. Consequently, foreign trade was reduced to lower levels than otherwise 
would have prevailed. 


The U. S. Position On Unfair Practices In Foreign Trade 


The United States, prior to 1929, had never engaged in the various monopolistic 
and restrictive devices, exchange controls, export and import subsidies, commodity control 
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schemes and the like that have prevailed in international trade since World War I. It 
had relied solely upon protective tariffs as a defensive weapon against them. Since 1934, 
however, despite the Reciprocal Trade Program, we have adopted a few of these devices. 
Wherever used, however, they have not been extensively practiced. They have been 
applied chiefly to protect and support our domestic agriculture. In 1934, however, we 
also devalued the dollar for retaliatory and political reasons, when it was not necessary. 


The U. S. Farm Program—A Justified Foreign Complaint—One of the major com- 
plaints against the United States by foreign nations—in effect a fully justified one— 
concerns its farm program since 1933. This program actually began in 1929 in a mild 
form, aS a purely temporary emergency measure of price support on the domestic mar- 
ket. This program was drastically expanded during the depression years, suspended 
during World War II and revived recently in all its aspects after the European nations 
had regained their pre-war agricultural production levels and U. S. aid in the form of 
food shipments abroad had ended except in isolated cases. The immediate consequence 
has been a sharp increase in surplus agricultural stocks, owned by the U. S. Government, 
which can only be sold on world markets at prices substantially below those that have been 
prevailing in the United States during and since World War II. 


While foreign commodity control schemes have been operated primarily for the 
purpose of obtaining monopoly profits at the expense of the U. S. consumer, as well as to 
restrict production, reduce exports, and support prices of staple commodities on world 
markets, the U. S. programs have been aimed primarily at maintaining a prosperous agri- 
culture at home by restriction of production, while disposing of U. S. farm products on 
foreign markets under larger cash subsidies from the federal government at prices sub- 
stantially below those in the United States. 


By 1937 the United States had lost its foreign markets for most agricultural 
products, making exports abroad possible only under federal subsidies. Meanwhile, 
between 1937 and 1939, huge stocks of cotton, wheat, corn, tobacco, etc., had accumu- 
lated for government account and were overhanging the domestic and world markets. 
In fact, in the years, 1938-39, we exported no wheat or cotton, for example, except under 
an average cash subsidy of 4 cents per pound for cotton and 30 cents per bushel of wheat. 
These figures represented the degree to which American prices had been artificially held 
above world levels. Had not World War II developed in 1939, the world would have wit- 
nessed a subsidy war among the nations. Canada had already served notice that U. S. 
subsidies on wheat, if continued, would be matched by her. Australia and Argentina 
would have been forced to do likewise. 


A Threat Of Subsidy Wars—Since 1951 the United States has again resorted to 
restriction of production and governmental accumulation of huge stocks of agricultural 
products at prices above world levels. By 1954, it is estimated by government agencies, 
the United States will have the largest agricultural surplus stocks in its history. Other 
nations rightly fear that we will undertake to “dump” these stocks under cash subsidies 
at prices which may demoralize world markets, affect existing trade channels and seriously 
impair the trading position of competitive nations. This “dumping” process, which we 
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have outlawed since 1921 when practiced on our own markets by foreign nations, would 
without doubt, if pursued for long, result in a bitter subsidy war among competing 
nations. 


Any solution to the situation, to be politically acceptable, will require the develop- 
ment of a federal stand-by program to stabilize farm prices in case of serious, spiralling 
deflation. At the same time, it will require a long range subsidy program to assist the 
many high-cost marginal farmers to readjust their capital and labor to more efficient 
fields. It is probable that the cost of such a subsidy program, though large, will be 
considerable less in the long run to the taxpayer than maintenance of the present program. 
In any case, the suggested policy—in addition to lowering prices to U. S. consumers— 
has the merit of eventual solution of the problem, while the present program merely per- 
petuates it. 


Effects Of World War II On International Trade And Finance 


Internal debts of European nations and Great Britain again rose during World War 
II to unprecedented levels in terms of constantly depreciating national currencies, all of 
which had been cut loose from their gold base even prior to the war. The volumes of these 
national currencies were expanded by monetization of domestic debts and by paper monies. 
Consequently, they became progressively less and less valuable. 


Again, as after World War I, all internal debts, both private and governmental, were 
repudiated totally in Germany and Japan and in many countries of Southeastern Europe 
These repudiations were effected through total destruction of the values of their currencies 
and affected all fixed obligations, public and private. Other nations devalued at rates that 
had ranged up to 99%. 


External Debt—The outstanding characteristic which differentiates the financing of 
World War II from that of World War I was the fact that the United States, instead 
of lending billions of dollars to its Allies both during and after the war—as it did in World 
War I—adopted the more liberal and realistic policy of outright grants-in-aid which are 
non-reimbursable. 

During and after World War I the United States advanced loans in the sum of $9.5 
billion, but made no free grants to its Allies. During World War II, the United States 
made net grants to its Allies of more than $40 billion and loans of only $715 million. This 
policy was continued in the post-war years. Between July 1, 1940 and June 30, 1953 the 
United States made free net grants of $71.9 billion and loans of only $10.7 billion. 

The total debts of all foreign governments to the U. S. government arising out of 
World Wars I and II (including accumulated interest, but with principal payments de- 
ducted) for selected years are given below : 
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Due to the more liberal policy of the U. S. government in World War II and to 
expanding populations in European nations, in 1952 the total and per capita debts of the 
Allied Nations growing out of World War II are lower than their respective total and 
per capita debts growing out of World War I. Considering only the principal of the 
debts, they now range between $42 per capita (Italy) and $93 per capita (Great Britain). 
This is in sharp contrast to the total per capita debt of the people of the United States to 
their governments (federal, state and local) of $1,840 in 1952. 


Of this total, $1,651 constitutes the per capita debt of the American people to the 
federal government, of which $450 (per capita), represents the $71.9 billions of free 
grants made by the United States to foreign nations between July 1, 1940 and June 30, 
1953. 


Conclusions—The conclusions from this review of debts of foreign nations to the 
United States, the offensive and defensive weapons in international trade and their relation 
to the problem of free or “freer” trade on the part of the United States can be best summa- 
rized by the following statement : 


“The latest foreign slogan—‘more trade and less aid’—clearly implies that a 
radical and general reduction in United States tariffs, if not their total elimination 
and the acceptance of free trade by the United States at this time and on an unilateral 
basis, would be beneficial to the American people. Tariff reduction or elimination is 
necessary, it is contended, as a solution to the monetary, fiscal, and trade relations prob- 
lems of the other nations of the western world. 

“Advocates of a radical revision of United States tariffs or of unilateral adop- 
tion by the United States of free trade fail to recognize that tariffs are only a minor 
factor under present chaotic conditions of world trade and finance and current inter- 
national monetary instability. Total, unilateral, and immediate elimination of all 
United States tariffs would accomplish little in our efforts to stabilize international 
trade relations in the western world or restore its economic balance on a multilateral 
basis. So long as international trade, financial, and monetary relations are dominated 
by socialistic theories of managed currencies, compensatory spending, unbalanced 
budgets, monetization of public debts, competitive currency devaluations, arbitrary 
and discriminatory exchange controls, inconvertibility of currencies, artificially main- 
tained exchange rates among national currencies, discriminatory export and import 
quotas, discriminatory export and import duties, governmental fixation of minimum 
(monopolistic) prices on exports of major international staples, and state-trading, 
as well as state-financing by nations of the western world, it is utterly unrealistic to 
discuss tariff reductions by, or unilateral free trade for, the United States as a material 
factor in correction of current instabilities and imbalances in the western world. . . .”” 


Especially since 1934, under the Reciprocal Trade Program, repeated efforts have been 
made to secure elimination by international agreement of the most objectionable of these 
trade barriers. There has been almost unanimous consent, except from Russia, that they 
should be abandoned and agreements have been executed to that end, but always with 
“escape” clauses that permit the continuance of their use under various emergency condi- 
tions, real or artificial, that never end. 


1Statement by the author of this ae in The Economics of Tariffs—a Forum held by the National 
Industrial Conference Board, March 13, 1953. 
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Present International Balance Of Payments Position 


To finance World War II, Great Britain, and other nations to a minor degree, were 
forced to sell substantial portions of their foreign investments in the United States and else- 
where. As a consequence, Great Britain’s income particularly, from these sources was 
sharply reduced and her international trade relations greatly disrupted, due to inability to 


offset income from these investments against heavy import surpluses, largely foodstuffs 
necessary to feed her people. 


The unfavorable balance of payments position of other nations has not been of the 
same degree, but nevertheless has been substantial. There are also other major factors in 


their inability to balance off their dollar obligations from their dollar income from all 
sources. 


Inconvertible Currencies 


Chief among these factors has been the inconvertibility since 1931 of the currencies 
of most nations into gold and, consequently, into one another, except at artificially deter- 
mined legal rates or at rates established upon illegal or black markets. 

Another is the fact that since World War II the European nations and Great Britain, 
until their bombed out or dismantled plants had been fully restored to pre-war capacity, 
were forced to buy from abroad products that could be obtained to a major degree only 
from the United States. At the same time, until then, they were not in a position to offer 
to third or neutral markets the export products which they had supplied in substantia! 
volume to nations of South America, Africa and Asia in the pre-war years. This in 
turn in post-war years has forced these nations to buy from the United States products 
which in the pre-war years they had bought elsewhere. 

This situation resulted in the destruction of the triangular or multilateral trade and 
settlements of the earlier pre-war period prior to 1931, whereby, for instance, South Amer- 
ican countries sold raw materials primarily to the United States and bought finished prod- 
ucts primarily from Europe or Great Britain. The latter nations in turn paid for their im- 
ports from the United States by credits established in South America. During this period 
of multilateral trade all currencies were mutually convertible into gold or one another. Tri- 
angular or multilateral trade or settlements in conjunction with convertibility avoided devel 
opment of so-called “dollar shortages”. 

The current situation in Europe has resulted in an effort by nations of Western Europe 
and Great Britain to balance off on a bilateral basis their dollar commitments with the 
United States by their dollar sales to the United States. This could not be done in the early 
post-war years. Even if this balancing could be done now, with their recovery of industrial 
production—primarily as a result of U. S. economic aid—it should not be done because the 
natural and pre-war markets of these nations were not in the United States, but in other 
world areas. 


The mere statement of this problem leads to the conclusion that a further reduction 
in U. S. tariff rates will not solve the problem. The only solution which will reestablish 
international trade, stabilize it and allow it to expand will be the mutual convertibility of 
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all national currencies into gold as soon as practicable and, in the meantime, into dollars 
which since the end of World War I have remained convertible into gold by foreign na- 
tions and their central banks. 

As the United States reduces and eventually eliminates its economic aid to Europe, 
if it should open U. S. markets widely to Europe and Great Britain, we may make it 
impossible for international trade and finance ever to become stabilized on a multilateral 
basis. 

The most effective action would be the repulsion by the United States of all efforts in 
that direction and an insistence that foreign nations regain their pre-war markets in 
other world areas, service them as they have in the past, accept the currencies of those 
areas and encourage them to return to the international gold standard, or dollar conver- 
tibility until that is possible. Meantime, the United States can best serve third nations 
by maximizing its imports of raw materials from them and minimizing its exports to 
them, encouraging them to buy from their pre-war sources of supply. 


International Gold Standard 


The best solution to this problem would be the return of all major nations to the inter- 
national gold standard, in a modified form, if necessary. Only the United States and 
Switzerland are now on that standard. Conditions are rapidly developing which, if 
encouraged, can make that result possible within the near future. 

By doing so, national currencies would again become mutually exchangeable for 
one another and triangular and multilateral trade and settlements would be immediately 
revived. The normal trade channels of the world, developed over the past two centuries, 
would be reestablished, except in the areas now under the domination of Soviet Russia. 

The premium on gold on the free and black markets of the world, which since World 
War II had existed in terms of depreciating currencies, has now disappeared following 
the balancing of European budgets, the end of debt monetization, artificial creation of 
money at rates faster than production growth, and the improvement in the balance of pay- 
ments positions of most nations, as their exports have expanded at a rapid rate in the 
last two years. 


U. 8. Capital Exports 


A Major Fallacy—The threat or likelihood of withdrawal of U. S. economic aid has 
raised throughout Europe and even in the United States a demand for sharp reduction in 
U. S. tariffs and “freer”, if not free trade on the part of the United States under the 
slogan “trade, not aid”. This concerted drive, similar to that following World War I 
for cancellation of all U. S. loans to foreign nations, is based upon the misconception 
that a creditor nation must under all circumstances maintain import merchandise bal- 
ances, if it hopes to secure repayment of its private and governmental loans and invest- 
ments abroad, This fallacy is based upon Great Britain’s pre-war experience when her 
large import balances were counterbalanced by income from large investments abroad. 

The United States is in few respects in a position similar to that of Great Britain. 
The American economy is the most productive economy in the world and can produce at 
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competitive prices both agricultural and industrial products for world markets, while 
maintaining the highest living standards for its own people. Export merchandise bal- 
ances can be continued for an indeterminable period by a creditor nation, such as the 
United States. The excess of exports over imports can be counterbalanced by other ser- 
vices, such as shipping, insurance, tourist expenditures, immigrant remittances and the 
like, though the most important offsetting factor is the continuation of foreign invest- 
ments by American nationals at a sufficient annual rate to overcome deficits in balance of 
payments position that may otherwise accrue. 


U. S. Capital Markets Are Open To Foreigners—The United States has today the 
largest reservoir of capital savings of any nation in history available to foreign nationals 
and their governments on exactly the same basis as capital is available to American enter- 
prises. There is no need of continuation of U. S. government loans or grants abroad as 
long as foreign nations and their nationals can borrow at the lowest rates of interest 
ever enjoyed on free markets in history. 

All that they need do is to offer the same collateral security, the same mortgage pro- 
tection, and the same terms as American enterprises offer and establish the same repu- 
tation for moral and financial integrity. All that they need do to clear the decks for 
this action is to assure American investors that their investments for a reasonable length 
of time will not be nationalized and then only with adequate compensation. The U. S. 
State Department through diplomatic channels and from other trading posts can expedite 
such assurances. 

Foreign nations and their nationals will hesitate to repudiate private loans that are 
secured by claims on property within their own jurisdiction, whereas they have had little 
or no hesitancy in repudiating obligations to the U. S. government that are not secured. 


United States Net Private Long-Term Investments Abroad—lIn addition to debts due 
the U. S. government, foreign nations or their nationals also have dollar obligations due 
to U. S. nationals on long-term account. At the same time, foreign nations or their na- 
tionals own long-term investments in the United States. 

Foreign private debts to, and investments in, the United States and foreign invest- 
ments by the United States on private account have risen over the years as follows: 
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It is worthy of note that since 1945, U. S. private investments abroad have expanded 
40%, despite chaotic conditions and confiscations in various nations. There is every reason 
to believe that, if conditions continue to improve and assurances against confiscation are 
given, these investments could easily expand sufficiently to counterbalance export mer- 
chandise surpluses for an indeterminate period. 
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Export Surpluses Not Incompatible With Creditor Position—In fact, merely through 
continuation and moderate expansion of foreign investments, the United States can 
continue to enjoy merchandise export balances for a minimum of one or two decades 
and even longer under existing capital shortages throughout the rest of the world. This 
course will not disrupt international balances of payments so long as annual capital ex- 
ports equalize any annual balance of payments due the United States on all other in- 
ternational accounts. Such a period of grace in the present chaotic political and economic 
conditions throughout the world will give it additional time in which to attempt to resolve 
the cleavages, political, ideological and economic, which now divide the world into two 
hostile camps. 


Under these circumstances and particularly in light of the remarkable, even dramatic 
change in the balance of payments position of Great Britain and most European nations 
within the last two years—discussed in the Conference Board’s Report—it would be a 
serious mistake for the United States at this time to enact a sharp and overall reduction 
in its tariff structure. 


Conclusions 


The United States under these circumstances is fully justified in rejecting the demand 
that the United States accept on a unilateral basis the doctrine of free or free-er trade. 
While the United States should be willing at all times to review its tariff structure in the 
public interest, at this time it should carefully reappraise the entire international situation. 
In view of the failure of the Reciprocal Trade Program to effect reciprocal benefits to the 
United States in exchange for the 71% reduction in its over-all tariff rates since 1934 
—and in view of the intensification, rather than decrease in the use of both offensive and 
defensive weapons of unfair competitive practices in international trade by European 
nations which have benefitted from this program and the U. S. post-war grants-in-aid— 
in view of all that, the least that the United States can demand is the elimination of dis- 
criminations against the U. S. dollar and U. S. exports. 


The United States should use its tariff bargaining position—or what is left of it— 
along with any other trading asset it may have, to encourage the British Empire and other 
nations to break down all discriminatory tariff and other barriers by which for years they 
have protected their own and their colonial areas against the products, not only of Japan 
and Germany in the years between the two wars, but also of the United States. 


Until these discriminations are removed against all nations, neither Great Britain nor 
other nations can come to the United States with clean hands, demanding that we eliminate 
or sharply reduce our protective tariffs. This is true, not only with regard to the United 
States, but with regard to Germany and Japan. Both of these countries, as in the past, 
would look toward countries that are now under the domination of Soviet Russia for large 
markets for their exports. To what extent they trade behind the Iron Curtain is a matter 
of great military importance to the Western World and, if in the interest of the defense 
of the Western World, they agree to limit trade with Russia and its satellites to non-stra- 
tegic exports, they should be given reasonable opportunities to make up any resulting 
deficiencies through larger exports to the markets of the Western World. 
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THE IMPORTANCE OF THE ELECTRICAL MANUFACTURING 
INDUSTRY TO THE U. 8. ECONOMY 


A Key Industry—All production and distribution, all cormmunications and transpor 
tation, as well as the living standards of the American people, are dependent upon the 


constant expansion of the electric power industry and the Electrical Manufacturing 
Industry which serves it. 


In addition to its paramount importance as a direct producer of war materiel, the 


nation’s entire mobilization base is dependent not only upon power, but also the availability 
of its emergency and maintenance services. 


Growth In Productive Capacity—Total sales of the Industry between 1919-52 in 
creased at an annual average rate 7.4% in contrast toa rate of 3.4% for all manufac 


ing industry. Total sales, as a percentage of Gross National Product, have risen fron 
less than 2% in 1939 to 4% in 1953. 


Growth In Domestic Competition—This rapid growth has been accompanied by in 
creasingly active competition within the Industry for the domestic market. 


The number of competing manufacturing establishments in the Industry has risen 
from 1,979 in 1939 to 4,294 in 1951. 


The combined share of the Industry's annual sales volume, held by its two largest 
producing units, has declined from 37.6% of the total in 1936 to 27.6% in 1951. 


The Industry’s profits after taxes, as a percentage of sales, in 1951-52 averaged 
4.6%, compared to 4.5% for all manufacturing industry. 


Growth In Employment—In 1939 the Industry’s total employment was only 4% oi 
the total employment of all manufacturing industry. By 1953 its employment had risen 


to 1,210,000 or 7% of the total, showing an increase of 210%, compared to only 70% for 
all manufacturing industry. 


The Industry has kept pace fully with all manufacturing industry in respect to averag: 
hourly rates of pay, weekly wages and the work-week. 


Expansion In Capital Investment—The Industry’s extraordinary growth has required 
more than average increases in capital expenditures for new plants and equipment and 
in capital investment during and since World War IT. 


Between 1939 and 1949 capital investment rose from $1.3 to $4.6 billion at a rate 
twice that for all industry. 





Seal ih 





Tate 





eieaciie2 


Sidber 5 eae tia 








STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 68] 


Investment per production worker in the same period rose 77%, compared with 57% 
for all industry. 


Expansion In Generating Capacity—The total power-generating capacity of the 
United States in 1952 had grown to nearly 5 times its capacity in 1922. 

All U. S. industry has leaned more and more heavily on increased use of power as a 
means of raising its productivity. In 1952 it used 8.6 kilowatt hours of electric energy 
per man-hour, compared to only 1.9 hours in 1922. 


Competitive Position Of The Industry In Foreign Trade 


Expansion In Foreign Trade—In 1920 exports of electrical machinery were less than 
$100 million or about 9% of the Industry’s total annual sales volume at that time. /mports 
were only $0.5 million and an insignificant share of the Industry’s total volume of annual 
domestic sales. 


During and since World War II annual exports of the Industry's products have 
ranged between $400 to $600 million to support the war activity and later to help re- 
habilitate competitive industries abroad, as well as supply neutral markets that for years 
had gone unserved. /mports during this period remained at low levels, rising from an 
average of $2 million in 1936-39 to $4 million in 1946-50. 


Extraordinary Expansion In Imports Since 1950—In the last 18 months the situation 
has undergone a rapid change. 


In 1952 total sales of the U, S. Industry were nine times their prewar average and 
adjusted imports were eight times their prewar average. In contrast, however, export 
sales were only six times their prewar level. 


During the first half of 1953, competitive imports of electrical products exceeded 
those of the entire year 1952 by 20%, while exports of the Industry during the first half 
of 1953 were 46% below total exports for the entire year 1952. 


Total (unadjusted) imports of electrical products have soared from their average 
level of only $4 million in 1946-50 to $14.6 million in 1951, $17.4 million in 1952 and $41.6 
million in 1953 (based on the first half year.) Jn other words, total imports of electrical 
products in 1953 will be more than ten times their 1946-50 average and more than twenty 
times their 1936-39 average. At the same time exports of electrical products in 1953 will 
be only 50% above their 1946-50 average and less than seven times their 1935-39 average. 


As foreign competitors re-established and exceeded their prewar production levels, 
they first took over their own domestic markets, which the U. S. Industry had largely 
served between 1945 and 1950. 


In addition, with much more efficient facilities—largely as a consequence of U. S. 
economic aid—with substantially lower overall labor costs and lower tax costs than in 
United States and, finally, with various export subsidies from their governments, foreign 
competitors since 1950 have been rapidly regaining their prewar markets in countries 
which do not have electrical manufacturing industries. These combined advantages are 
considerably higher today than they were in the prewar years. 
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In addition to its paramount importance as a direct producer of war materiel, the 
nation’s entire mobilization base is dependent not only upon power, but also the availability 
of its emergency and maintenance services. 


Growth In Productive Capacity—Total sales of the Industry between 1919-52 in 
creased at an annual average rate 7.4% in contrast toa rate of 3.4% for all manufac- 
ing industry. Total sales, as a percentage of Gross National Product, have risen from 
less than 2% in 1939 to 4% in 1953. 


Growth In Domestic Competition—This rapid growth has been accompanied by in 
creasingly active competition within the Industry for the domestic market. 


The number of competing manufacturing establishments in the Industry has risen 
from 1,979 in 1939 to 4,294 in 1951. 


The combined share of the Industry’s annual sales volume, held by its two largest 
producing units, has declined from 37.6% of the total in 1936 to 27.6% in 1951. 


_ The Industry’s profits after taxes, as a percentage of sales, in 1951-52 averaged 
4.6%, compared to 4.5% for all manufacturing industry. 


Growth In Employment—In 1939 the Industry’s total employment was only 4% of 
the total employment of all manufacturing industry. By 1953 its employment had risen 
to 1,210,000 or 7% of the total, showing an increase of 210%, compared to only 70% for 
all manufacturing industry. 


The Industry has kept pace fully with all manufacturing industry in respect to average 
hourly rates of pay, weekly wages and the work-week. 


Expansion In Capital Investment—The Industry’s extraordinary growth has required 
more than average increases in capital expenditures for new plants and equipment and 
in capital investment during and since World War II. 


Between 1939 and 1949 capital investment rose from $1.3 to $4.6 billion at a rate 
twice that for all industry. 
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Investment per production worker in the same period rose 77%, compared with 57% 
for all industry. 


Expansion In Generating Capacity—The total power-generating capacity of the 
United States in 1952 had grown to nearly 5 times its capacity in 1922. 

All U. S. industry has leaned more and more heavily on increased use of power as a 
means of raising its productivity. In 1952 it used 8.6 kilowatt hours of electric energy 
per man-hour, compared to only 1.9 hours in 1922. 


Competitive Position Of The Industry In Foreign Trade 


Expansion In Foreign Trade—In 1920 exports of electrical machinery were less than 
$100 million or about 9% of the Industry’s total annual sales volume at that time. IJmports 
were only $0.5 million and an insignificant share of the Industry’s total volume of annual 
domestic sales. 


During and since World War II annual exports of the Industry’s products have 
ranged between $400 to $600 million to support the war activity and later to help re- 
habilitate competitive industries abroad, as well as supply neutral markets that for years 
had gone unserved. Imports during this period remained at low levels, rising from an 
average of $2 million in 1936-39 to $4 million in 1946-50. 


Extraordinary Expansion In Imports Since 1950—In the last 18 months the situation 
has undergone a rapid change. 


In 1952 total sales of the U, S. Industry were nine times their prewar average and 
adjusted imports were eight times their prewar average. In contrast, however, export 
sales were only six times their prewar level. 


During the first half of 1953, competitive imports of electrical products exceeded 
those of the entire year 1952 by 20%, while exports of the Industry during the first half 
of 1953 were 46% below total exports for the entire year 1952. 


Total (unadjusted) imports of electrical products have soared from their average 
level of only $4 million in 1946-50 to $14.6 million in 1951, $17.4 million in 1952 and $41.6 
million in 1953 (based on the first half year.) Jn other words, total imports of electrical 
products in 1953 will be more than ten times their 1946-50 average and more than twenty 
times their 1936-39 average. At the same time exports of electrical products in 1953 will 
be only 50% above their 1946-50 average and less than seven times their 1935-39 average. 


As foreign competitors re-established and exceeded their prewar production levels, 
they first took over their own domestic markets, which the U. S. Industry had largely 
served between 1945 and 1950. 


In addition, with much more efficient facilities—largely as a consequence of U. S. 
economic aid—with substantially lower overall labor costs and lower tax costs than in 
United States and, finally, with various export subsidies from their governments, foreign 
competitors since 1950 have been rapidly regaining their prewar markets in countries 
which do not have electrical manufacturing industries. These combined advantages are 
considerably higher today than they were in the prewar years. 
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This stronger competitive position of foreign producers will mean sharply reduced 
exports of electrical products from the United States to nevtral markets that since 1939 
have been served by the U. S. Industry. 


The U. S. Electrical Manufacturing Industry is, therefore, facing not only a certain 
loss of a substantial part of its export markets, but also a serious threat of substantia! 
losses in its domestic market (which has already been invaded) to foreign competitors. 


U. S. Government Purchases Of Foreign Equipment—Those very items upon which 
the U. S. economy and the entire industrial mobilization base of the nation are most de 
pendent, such as heavy power equipment, are those which have already been particularly 
subjected to sharp underselling of U. S. producers by foreign competitors. 


The U. S. government, despite the philosophy of the Buy American Act, has in- 
creased its purchases of this type of strategic equipment from foreign sources to an alarm- 
ing degree. 


Data, compiled primarily from U. S. government and other public sources, show that 
during 1950-53 (inclusive) foreign bidders have been awarded 50% of the dollar value 
of all awards to U. S. manufacturers of heavy power equipment, ordered by the agencies 
of the federal government and other public users of such equipment (including municipal- 
ities, public utility power districts, Rural Electrification Administration power coopera- 
tives, and a small number of private utilities and industrial users). 


The dollar amounts of the contracts won by bidding foreign manufacturers rose 
from 11.3% of the dollar amounts of contracts won by U. S. manufacturers in 1950 
to 62.5% for the first 10 months of 1953. As of October 31, 1953, with respect to the 
dollar value of pending bids, which had been opened, but not awarded, the combined low 
bids of foreign competitors were 83% of the combined low bids of U. S. manufacturers. 


Present Protection Is Inadequate—U. S, tariff rates, sharply reduced in the years 
between the two wars,-and even the more recent federal legislation, designed to protect 
Industry's domestic market, are proving inadequate in view of the much stronger com- 
petitive position of foreign manufacturers since 1950. 


Adequate Protection Vital To National Security—The Industry is one that is vital 
to the national security, as well as a key industry, basic to the whole economy of the 
United States. 


The Industry, therefore, should be fully protected from any force that might jeopard- 
ize its stability and capacity to produce essential equipment and provide efficient and 
continuous maintenance services, as well as its ability to continue its past valuable con- 
tributions to technological research and development in many fields. 
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CONCLUSIONS AND PROPOSALS FOR EFFECTIVE PROTECTION OF 
THE U. 8S. ELECTRICAL MANUFACTURING INDUSTRY 


Conclusions 


The U. S. Electrical Manufacturing Industry is an industry that is vital to national 
security—a key industry, basic to the whole U. S. economy. 


The Industry provides equipment upon which the transportation, communications, 
power-generating and utility systems of the country, as well as all other industry, depend. 


It maintains, not only the plants, labor and skills to produce this equipment, but 
extensive and expensive facilities to service it by repair and maintenance. 


Maintaining the Industry and its productive and maintenance facilities in a strong 
position is vital to the economic health, to the general welfare, and to the safety, as well as 
to the security of the nation. 


The Industry, therefore, must be protected at all costs from any force—external or 
internal—which might jeopardize its stability or its capacity to produce, and provide serv- 
ices to maintain, the equipment for generating, distributing and utilizing electric power, as 
well as its position on the front line of technological research and development. 


The Industry—and the key items which it produces—cannot be allowed to become the 
subject of trading off for uncertain reciprocal advantages between nations. 


The very items upon which our entire economy and our industrial mobilization base 
are most dependent, such as heavy power equipment, are those which have already been 
subjected to sharp underselling of American producers by foreign competitors. 


It is obvious from the facts presented in the Report of the National Industrial Con- 
ference Board (supplemented by the Report of the Stone and Webster Engineering Cor- 
poration and the legal analysis of Donovan, Leisure, Newton & Irvine, as well as this 
economic analysis) that U. S. markets for products of the Industry are already in serious 
jeopardy—more so by far than following World War I or in the earlier years after World 
War II. 


It is equally obvious from these Reports and this analysis that foreign competition is 
almost certain to become progressively more intensified and bitter in future years with 
respect to both U. S. exports and U. S. imports of electrical products. 


While imports of electrical products into the United States have been only a small 
percentage of total sales of the Industry, they have expanded since World War II at 
rates sharply higher than exports. The rate of increase—compared with that for exports 
—has sharply accelerated in the last two years, as foreign nations have completed reha- 
bilitation of their productive facilities and begun to seek larger markets abroad. In 
fact, current imports of electrical products are increasing more rapidly than the total demand 
for such products on the domestic markets of the United States. Therefore, these imports 
constitute a serious and growing threat to the Industry. 
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The argument might be made that the small volume of imports of such products 
should be no cause for great concern to the Industry. These imports, however, can 
undermine the price levels (resulting from a highly competitive Industry with common 
cost factors) on which depends its ability to support the research, development and pro- 
ductive strength of its entire organization. 


Consequently, the elimination now of all imports of those electrical products that are 
essential to the national security and the industrial mobilisation base of the nation—before 
they become substantial in volume—will avoid the grave dangers inherent in making the 
entire U. S. economy dependent on f reign sourcey. 


Action now will prevent greater injury abroad later, when the impact of such action 
on foreign nations would have much more serious consequences to them. 


Action now is further justified because (as the Report of the Conference Board and 
the conclusions of this analysis clearly show), the U. S. Electrical Manufacturing Industry 
is almost certain in the future to suffer extensive losses in its exports to foreign markets. 


Specific Proposals For The Electrical Manufacturing Industry 


The only constructive—the only safe—policy for the United States with respect to the 
Electrical Manufacturing Industry is the elimination of the importation into the United 
States of all those custom-built items, having high labor content, such as heavy electrical 
machinery and equipment which are vital to the U. S. economy and national security. 


This objective can be effected in various ways—such as quotas or tariffs. 


The philosophy of the Buy-American Act should be broadened and its administration 
strengthened to prohibit all federal imports of the items to which these restrictions are 
applicable. 


The pressing need for outright elimination in the case of this type of equipment is 
illustrated by recent developments. The federal government has been making in recent 
months substantial purchases of heavy machinery and other electrical equipment from for 
eign sources. This practice has increased to an alarming degree. The foreign equipment, in 
many instances, has already been ordered for our power systems, atomic energy installa 
tions and other governmental projects vital to national defense and security. The United 
States cannot afford to have these vital systems and essential projects depend upon for 
eign sources for emergency service and maintenance. It cannot, from a security standpoint 
have foreign nationals familiar with vital installations. 


This policy of purchasing from abroad impairs both the continued availability of 


power in emergency periods and the capacity of the electric power equipment industry to 
provide the necessary planning facilities and skills to assure such availability. 


Any attempt to compromise the present danger by continued reliance on “peril point” 
or “equalization of production costs” or higher tariffs would require constant upward 
revisions of the rates for the key products of the industry, if the threat from abroad is to 
be eliminated. The legal analysis prepared by Donovan, Leisure, Newton & Irvine—re 
ferred to earlier in this analysis—documents the inadequacies of these provisions. 
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The acceptance of this policy with respect to heavy machinery and equipment will not 
foreclose the government from making selective upward or downward adjustments in tariff 
rates—after adequate analysis and study—on other, less strategic products of the Industry, 
should such a selective policy be applied generally to other industries. 


It should be recognized that the most essential single element in the well-being of 
the free world and the promotion of its trade is a strong and productive United States 
of America which has the capability of sustaining and maintaining a large and expand- 
ing volume of trade, both domestic and foreign. In the light of the important place held 
by the electrical industry in the United States, from the standpoint of the investment in 
its facilities and the number of people depending upon it for a livelihood, any broad 
tariff policy, applied product by product, should contemplate the establishment of tariff 
rates at levels which will protect U. S. manufacturers from lower labor costs and the 
many discriminatory advantages of foreign manufacturers. This would force U. S. 
manufacturers to maintain a competitive position with respect to foreign producers, com- 
parable with that which now prevails on U. S. markets among efficient and progressive 
domestic competitors. 

Consequently, the most feasible alternative to the United States in its enlightened self- 
interest and the least damaging to foreign countries would be the elimination of imports 
of all strategic products of the Industry, with selective adjustments upward or downward 
for other products of the Industry. 
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PART I.—-THE FOREIGN-TRADE POSITION OF THE 
UNITED STATES 


CHAPTER I 
THE PRINCIPLES OF FREE TRADE 


Free trade is a simple concept generally accepted as an economic doctrine that in an 
ideal world might function as perfectly in practice as it is perfect in theory. 


Free Trade—A Theoretical Ideal—This theory holds that any nation, group of na- 
tions, or the entire world—acting unilaterally or in cooperation with other nations—can, 
by acceptance and enforcement of the principles of free trade, as an essential part of both 
its domestic and foreign economic policy, maximize its over-all man-hour productivity, 
its total and per capita national income and the living standards of its people. 

It holds, in other words, that international free trade will benefit any individual nation 
that practices it, whether or not other nations reciprocate. In fact, the theory holds 
that any nation not practicing free trade cannot at any given time attain the highest 
living standards for its people, and that the world’s standards of living cannot be maxi- 
mized at any given time without world-wide free trade. 


This theory is based on the simple fact that within any particular region, as well 
as among nations and throughout the world, there always has been and always will be a 
natural, but grossly uneven distribution of material resources and substantial world-wide 
variations in climatic conditions, along with gross disparities in population, population 
densities and human skills. Upon these factors depend the man-hour productivity of 
labor, the over-all and per capita national production and income, and the wages and 
living standards of every nation. 


Specialisation Of Labor And Freedom Of Exchange Of Its Products—Consequently, 
only by inter-regional and international specialization and division of labor, as well as free- 
dom of exchange of its products, can each region or nation enjoy the highest living standards 
possible for it at any given time. To accomplish this, each region and each nation must 
channel its labor, capital and managerial skills to the fullest possible exploitation of those 
natural resources or other factors in which each has absolute advantages (where other 
nations cannot produce ¢ertain products) or various comparative advantages (where one 
nation can produce certain goods or services more cheaply than others). 


Elimination Of Industries Having Comparative Disadvantages—If, as a consequence 
of superior natural resources, acquired skills and techniques or capital equipment, the in- 
dustries of Nation A have on the average only one-half the over-all production costs of 
Nation B, the wage rates and living standards of Nation A will be twice those of Nation B. 


If certain of Nation A’s industries are not twice as productive as these same indus- 
tries in Nation B, though they are, say, 50% more productive than B’s, then A, in respect 
to these particular industries, is at a comparative disadvantage. Under these circum- 
stances international free trade principles would require, or in time would result in, the 
total elimination of these comparatively inefficient industries in A, with the diversion of 
its capital and labor to its more productive industries. Nation A would thereafter buy 
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from Nation B the products of these “lost” industries, while both nations, by specializing 
in those fields in which each has comparative advantages would, in the long run, enjoy 
higher income and living standards than otherwise. 


In the absence of both internal and external restraints on production and trade, prices 
of any standardized product in domestic and foreign commerce will tend to differ from 
nation to nation only by amounts not greater than the transportation costs from one area 
having advantages in production costs to any other area. Prices (in gold) under world- 
wide free trade would tend to be the same in all nations, except for transportation costs 
from nation to nation. 

Specialization of labor, however, without free trade, has been practiced throughout 
history. It was practiced among primitive tribes and between nations of the ancient 
world, all of which imposed restraints on both internal and external trade. 


Specialization of labor is, however, an essential factor in any case to more efficient 
production, whatever the type of civilization. It is effective within any political unit, 
whether it be socialist, communist, fascist or capitalist. It is more effective, when a 
nation operates under some system of private capitalism, whether monopolistic or competi- 
tive. It is most effective, when it operates under a system of free, competitive, private 
capitalism. 

Its full benefits therefore can only be secured, even within a single political unit. 
provided there is full and free competition within its borders, as well as free trade exter- 
nally. 


Free Trade Requires An Enforcing Political Authority—In order to reap fully the 
benefits of the economic principles of free trade, there must be a centralized political author- 
ity that is willing and able effectively to implement these principles within its own borders 
by the elimination of all restraints on production and distribution of goods and services 
and on all movements of capital and labor within its borders. 


International free trade, therefore, would require an international political authority, 
empowered to enforce by sanctions the principles of the doctrine upon all other nations of 
the world—if world standards of living are to be maximized. 


The World Has Never Been An Ideal World—Free traders, however, fail to take 
into account the practical problems involved in the application of their ideal or theory to 
the political climate in which the nations of the world have been forced to live. The world 
has always been politically organized into many national units, each supreme within its own 
dominion, with deep-rooted traditions and public opinion operating as major influences on 
public policy. In fact, only one nation in all history has been able, politically, to adopt 
unilateral free trade as part of its economic foreign policy. 

While the doctrine of free trade holds that such a nation does increase its own pro- 
ductivity, production and living standards by unilateral action, it does not, however, obtain 
the maximum benefits of free trade, unless there is reciprocity from the rest of the world. 
All nations but one (and that one only for 65 years) have always refused to accept the 
short-term or long-term consequences—which necessarily result from elimination of all 
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industries which have comparative disadvantages in respect to the same industries in other 
countries, 


Even where a nation accepts the principles of free trade within its own jurisdiction, 
it must be able and willing to permit a free flow of capital and labor, as well as enforce 
full and free competition in production and distribution. Yet, even with full legal freedom 
of action in a free society of private capitalism that is activated by the profit motive, 
labor and capita! do not automatically flow into areas where they can most effectively 
serve the public interest. There is always greater mobility of capital than labor, but even 
capital, necessarily concerned with risks of loss, does not always or promptly flow auto- 
matically where the public interest might direct it in order to obtain the full benefits of 
domestic free trade. Only an absolute and infallible government could assure such flow 
of either capital or labor. Even under national socialism, whatever its form, there is no 
assurance that autocratic governmental decisions will be infallible. In any case, the use of 
force to assure the flow would mean the end of a free society. 


Consequently, even where domestic free trade is accepted by a nation, whether or 
not the full benefits will be attained will depend not only upon the degree of legal en- 
forcement of full competition, but also upon the extent to which necessary readjustments 
are made, with both capital and labor diverted from relatively inefficient fields of economic 
activity to more productive endeavors. 


Political Considerations And National Traditions Usually Overcome Economic Con- 
siderations—Here political considerations inevitably come into play. Public opinion within 
a nation may not demand full enforcement of competition or insist upon the necessary 
readjustments that free trade would demand within its own borders. It may even prefer 
or condone governmental subsidies to inefficient industries—subsidies that alone keep 
them in operation at the taxpayers’ expense—rather than let them go through the slow, 
costly process of adjusting capital, natural resources and labor to more efficient fields. 


For instance, the nations of continental Europe have for centuries operated under a 
cartel system by which competitors may legally restrict production, fix prices and wages, 
allocate sales territories by agreement among themselves and engage in other restraints 
on competition and trade—all of which have been illegal in the United States since 1890. 
These activities, though legal abroad, deprive those nations that practice them of the full 
benefits for their own people of free competition and free trade within their own borders. 


All foreign nations (except Great Britain) have operated for centuries behind high 
tariff walls and have been opposed to opening their protected markets to foreign competi- 
tion by removal of tariffs and other restraints upon imports. Long tradition and public 
opinion sanction the continuation of these practices. Yet, reciprocity under the doctrine 
of multilateral free trade would require that other nations have the right to sell to these 
protected markets, if world living standards are to be maximized. 


Likewise, in the United States—the nation that has the largest domestic free trade 
market ever developed in world history and the nation that enforces competition to an 
extent unknown elsewhere in the world—public opinion for more than 20 years since 
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1933 has continued to sanction huge federal subsidies at taxpayers’ and consumers’ ex- 
pense to support prices of our domestic farm products at artificial levels and to approve 
the elimination of competitive processes in our agriculture, even though the United States 
generally has substantial competitive advantages over most other nations in this field. 


In fact, throughout our entire history U. S. public opinion has sanctioned, even de- 
manded, protection for its infant, expanding and defense industries, even though they were 
for many years operating under substantial comparative disadvantages with respect to the 
same industries in other countries. 


The United States Today, If It Had Adopted Free Trade In 1789—Between 1789 and 
1913, the United States operated behind a protective tariff wall whose rates were as high as, 
if not higher, than those in the rest of the world. Yet, today the nation is the most powerful, 
efficient, productive and prosperous in the world. Under a system of internal competition 
and free trade, effectively enforced by federal laws since 1890, it has developed a free, 
private and competitive economy that is as well-balanced and as stable as that of any 
industrial nation in all history, as well as the largest free trade area in history. 


The theoretical free traders will still maintain that the United States would have even 
higher productivity, higher wages, higher national income and higher living standards, had 
it in 1789 adopted free trade with the world on a unilateral basis, as it did for its domestic 
trade. They may be correct, but the burden of proof is on them and the weight of all the 
evidence is against them. 


If the United States had operated since 1789 on either a multilateral or a unilateral 
free trade basis externally, we would be a substantially different society than we are today. 
Structurally the United States would, in all probability, be still primarily a producer and 
exporter of agricultural products and basic raw materials for the rest of the world. It 
would still be predominantly an importer of manufactured products, as it was in its earlier 
years—products that it now produces on an average more efficiently than any foreign 
nation. It could not have built up its mass-production industrial capacity as rapidly nor 
have raised industrial production to its present level. It would not have the relatively bal- 
anced and stable economy that it now enjoys. It would be more dependent upon foreign 
nations for its stability and living standards than it now is. Today, it is the most produc- 
tive industrial nation in the world and its annual over-all production in the present post- 
war world constitutes 40% of the entire world’s over-all production of goods and services, 
as a United Nations report has recently pointed out. This record has been established 
under high protective tariff walls and a system of free competition and free trade within 
its own borders. 

Had not the United States in its earlier years, behind high tariff walls, built up its 
infant and defense industries—that were utterly incapable of competition with foreign pro- 
ducers when they were first developed—their production, capacity of expansion and skilled 
labor would not have been available in 1914 and in 1939 to the Allied Nations. Both 
World Wars in all probability would have been won by Germany. 


It is also questionable whether our living standards would be as high today, had the 
United States always been on a free trade basis internationally—with or without reciproc- 
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ity from other nations. A predominantly agricultural and extractive economy—as we 
would be today under such conditions—dor3 not lend itself as readily to mass-production 
techniques as does an industrial economy, with the result that our labor would not be as 
productive and our national income, wages and living standards not as high as they are 
today. 


British Experience With Unilateral Free Trade—Great Britain is the only nation that 
has ever indulged in free trade externally on a unilateral basis. Between 1850 and 1914, 
she operated on a full-fledged free trade basis, mildly enforcing competition internally, 
while aggressively practicing unilateral free trade externally with the entire world. 


Short Term Advantages And Long Term Evils—During this period Britain pros- 
pered greatly and enjoyed many benefits that she could not have otherwise earned. Yet 
today, primarily because of the effects of World Wars I and II on her economy, Great 
Britain is in a more precarious condition economically than ever in her history. 


Under free trade, she developed many large industries which are now threatened with 
obsolescence by synthetic products or have lost their earlier comparative advantages to 
competing industries of foreign countries that once were non-competitive, but have now be- 
come more efficient than hers behind their high tariffs. 


Under free trade, Great Britain sacrificed most of her agricultural production, 
but by doing so she was able to maintain employment for, as well as feed, a much larger 
population (through high imports of foodstuffs) than otherwise would have been possible 
—a population which today would starve, if it were forced to produce its own home- 
grown food. 


It is, therefore, a reasonable assumption that Great Britain, had she been sufficiently 
foresighted to anticipate the consequences of either World War upon her economy, would 
not have engaged for such a long period in unilateral free trade which alone made it pos- 
sible for her to expand her population to its present density. Without free trade, it most 
likely would have been held down by continuous migration to colonial areas, and her living 
standards might today be substantially higher than they are. In any case, she might well 
have avoided her present postwar critical situation, had she not so aggressively followed the 
doctrine of free unilateral trade for 65 years. She suspended free trade in 1914 and has 
never returned to it. 


The Disadvantages Of Free Trade In A Realistic World—A nation that adopts free 
trade externally orra unilateral basis may reap substantial benefits for its people in higher 
income, wages and living standards, but only for such time as its absolute or comparative 
cuuens continue to exist and are permitted by other nations to operate to its benefit. 
Indefinite continuation of these advantages cannot be assured. All natural resources tend 
to become exhausted in time. Other nations may discover new mineral deposits that 
may be exploited at lower costs and prices. New processes may be developed that will 
destroy previous comparative advantages, as has happened to the British textile, coal, tin 
and other industries. 
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World demand for certain products may decline or shift from time to time and from 
generation to generation. Protective tariff barriers of other nations may reduce world 
demand. Technological developments in other nations, as in the case of synthetic ni- 
trates, dyes, rubber, rayon, silk and other artificial fabrics, may make entire industries 
obsolete, with drastic readjustments necessary in those nations which have failed to 
develop reasonable diversification of their capital, land and labor and their products 
behind tariff walls, if necessary. 

Chile (in copper and nitrates), Brazil (in coffee), Bolivia (in tin), Cuba (in sugar), 
Malaya (in rubber), India (in burlap), the United States (in cotton), and Japan (in silk) 
are but examples of the consequences of over-specialization in particular products in which 
they once had outstanding comparative advantages, if not absolute advantages. These 
nations over a period of years have found an inadequate demand on world markets to 
absorb the full production necessary to keep their land, capital, and labor forces ade- 
quately employed in face of competition from other nations—often based on synthetic 
products, the development of which was sharply stimulated by monopolistic pricing of the 
products in which these nations had specialized. 

Excess populations which previously had been dependent upon comparative advantages 
that no longer exist cannot migrate freely or be shifted at will from one nation to an- 
other. The days of unlimited immigration have~long since vanished throughout the 
world to be replaced by highly restrictive quotas. 

Absorption of capital and labor, diverted from inefficient or obsolete industries that 
are destroyed by removal of tariff protection or other economic forces, cannot be accom- 
plished, except with great difficulty and over relatively long periods of time, as Great Bri- 
tain is now discovering. 

Wars, as well as various dynamic forces of economics and technology in times of pro- 
tracted peace, can effect drastic, even revolutionary changes in former world trade chan- 
nels and former world supply and demand relationships for the products of nations that, 
in reliance upon the continuation of existing conditions, have concentrated upon specializa- 
tion of labor and international exchange of products. Such nations have failed to safe- 
guard their economic stability by proper diversification. They have failed to attain well- 
balanced and relatively stable economies. 

It should be clear, therefore, that there is no assurance that any existing status quo 
will for long remain unchanged in a dynamic world—a world that is also subject periodi- 
cally to the disruptions of war. For the sake of greater stability and greater balance any 
nation under existing world conditions is fully justified in a political determination to 
progress more slowly in attaining the highest possible living standards under the the- 
oretical, but highly uncertain and unproven, benefits of unilateral international free trade. 

Nations will prefer to enjoy a more balanced and stable economy, even though it is 
not the most efficient and the most prosperous society that theoretical idealists claim could 
be enjoyed under the principles of unilateral free trade. 


Conditions Essential To International Free Trade—The experience of all nations over 
the centuries indicates that, in order to reap the full benefits of the doctrine of international 
free trade, certain conditions would be essential. They are: 
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An enforcing national political authority to insure full and free competition within 
each nation so that all factors of production—capital, natural resources and labor—are 
allocated on free markets by the profit motive to those fields in which they will be most 
productive. 


An international political authority, a world government or a United Nations, with 
power to enforce by sanctions full and free competition within the limits of its political 
authority and to compel each nation to refrain from the erection of any barriers against 
the free flow of capital, labor, goods and services in order to insure full operation of the 
principles of international division and specialization of labor and free exchange of its 
products under the profit and loss system of a private capitalistic economy. 


A common world currency or national currencies mutually convertible, presumably 
into gold, with an international authority empowered to assure the maintenance of national 
policies that will permit determination and stabilization of the true values of all currencies 
on free markets in order to permit multilateral trade and multilateral balancing of pay- 
ments. 


Multilateral commerce, with all bilateral barter, trade and payments agreements out- 
lawed. 


Freedom of international loans and investments, with protection of all foreign invest- 
ments from confiscation without full compensation. 


Elimination of State-production, State-financing and State-trading, which, as prac- 
ticed by totalitarian (socialist, communist or fascist) societies, as well as all monopolies 
(except those chartered and regulated by governments as essential and true public utilities ) 
are incompatible with the ideals of international free trade. 


The nearest approach to world-wide free trade came under the Roman Empire about 
2,000 years ago, when for about two centuries of its domination—by force of conquest 
—over most of the ancient Western World, comparatively free trade was enforced 
throughout the Empire under Roman legions, Roman law, and Roman currency. With 
the collapse of the Empire early in the fifth century A. D., its political authority was 
atomized into several thousand small political units. Western civilization collapsed into 
a political anarchy and an economic chaos (known as feudalism) that endured for 1,000 
years throughout the Dark and Middle Ages. Only the rise of the present national states 
of Europe—that later colonized the American, African and Australian continents—put 
an end to feudalism. 


Conclusion—This statement of the necessary conditions, under which international 
trade could function satisfactorily and attain its full benefits on a multilateral basis, shows 
the utter impracticality of attainment of that ideal in the foreseeable future. Admittedly, 
therefore, there is no prospect today of world-wide free trade. 


Most nations today do not even enforce free competition within their own borders to 
secure the maximum benefits of internal free trade. 
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One-half of the world is presently organized under totalitarian regimes. 

There is no assurance that, if the Western World adopted free trade, political and 
military considerations would not continue to dominate totalitarian nations in the alloca- 
tion of their resources for the purpose of conquest of other nations, a condition that could 
not develop in a free competitive and capitalistic society. 

There is no assurance that totalitarian powers would not use the access to the markets 
of free countries to weaken Western nations by wrecking their international trade and 
industries dependent upon it. 

For the United States to adopt unilateral free trade, or anything closely approaching it, 
at this juncture in world affairs would be foolhardy. It is essential that the United States 
remain strong both economically and militarily at home and, at the same time, encourage 
all nations of the Western World by all means, short of continuing subsidies, to increase 
their productivity and expand their internal production at lower costs and prices. This 
requires the removal of restraints on internal trade of the various nations and continents 
and a gradual reduction of barriers to international trade. 

The United States today stands 7th from the bottom of a list of 45 nations of the 
world in degree of tariff protection.’ 

Already the U. S. tariff rates have been reduced (on an average) 71% from their 
levels in 1934. The United States today is being pressed by foreign countries to adopt the 
principles of free trade strictly on a unilateral basis. A substantial over-all reduction at 
this time would, in effect, be the equivalent of the adoption of external free trade on a uni- 
lateral basis. 


'The American Tariff League. 
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CHAPTER Il 
THE PRACTICE OF INTERNATIONAL TRADE (1789-1939) 


In 1776 Adam Smith, the British economist, published his Wealth of Nations, in 
which for the first time the principles of free trade in domestic and international com- 
merce were developed. This document exposed the fallacies of the system of Mercantilism 
that had dominated domestic and international trade in Europe and Great Britain for 
several centuries after the end of Feudalism. 


The Mercantile system was founded upon Guild domination of national economies. 
Trade and craft guilds fixed prices, allocated sales territories among competitors and 
restricted production on domestic markets, as well as enforced trade barriers against the 
products of other nations and areas. Mercantilism also held that a nation could benefit 
from foreign trade only by maintaining a surplus balance of its exports over its imports 
and by accepting payment of that surplus only in gold or silver bullion, the monetary metals 
of the period. 


U. 8. Foreign Trade Policy And Its Effects On The U. S. Economy 
(1789-1913) 


The Wealth of Nations had great influence upon the Convention that framed the 
Constitution of the United States in 1787. Not only had Adam Smith been a friend of 
Benjamin Franklin, but many of the members of that Convention were fully familiar 
with his doctrines of free trade. Many of his principles were implicitly incorporated 
within our federal and state constitutions to establish a system of private, free and com- 
petitive capitalism in the United States. 


The U. S. Constitution, while authorizing duties on imports from abroad, prohibits 
duties upon exports from the United States. It established, however, a nation-and- 
continent-wide free trade area by prohibiting tariffs and other trade barriers among the 
individual states. 


Protection Under Customs Duties Of Infant And Defense Industries—A Traditional 
U. S. Policy—Alexander Hamilton, the first U. S. Secretary of the Treasury, persuaded 
the first U. S. Congress to accept Adam Smith’s doctrines of free trade for our domestic 
economy, but to repudiate them with respect to international trade. He held that a young 
and strictly agricultural nation—scattered along the Atlantic seaboard with the entire and 
largely unexplored-North American Continent behind it for exploitation—would have 
almost unlimited possibilities of development and expansion of industrial, mineral and 
agricultural production, as well as creation of a continental free trade area. 


At the same time, Hamilton contended that the United States could attain a better- 
balanced, relatively more stable and more self-sustaining economy—with high standards 
of living for its people, as well as the maximum of national security—only by encourage- 
ment of, and protection to, new infant and defense industries in the United States. Unless 
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this was done, the development of the continent would be lop-sided and the nation would 
continue to be primarily an agricultural or extractive nation, producing mainly raw mate- 
rials and foodstuffs for Europe and Great Britain and exchanging them for manufac- 
tured products from abroad which were then produced in the United States in only nomi- 
nal quantities, if at all. 

Congress accepted Hamilton’s proposals in their entirety and enacted a tariff structure 
for the United States with high protective rates which, with relatively minor changes in 
policy, prevailed until 1913. This structure had two objectives: first, the financing of the 
costs of the U. S. government primarily by duties levied on imports from abroad for 
revenue purposes and, second, protection of our industrial potential to permit and encourage 
development within the country of all kinds of industries. 

Under this foreign economic policy, the United States flourished. The policy was con- 
tinued, as the nation extended its borders from the Atlantic to the Pacific and from the 
Canadian border to the Gulf, developing and expanding its infant industries and main- 
taining the largest free trade area ever enjoyed by any nation in world history. 


Anti-Trust Legislation—The United States inherited from Great Britain the common 
law of competition and illegality of practices in restraint of commerce. This development 
in Great Britain had followed the gradual outlawing of the monopolistic guilds and their 
restrictive practices. 

In 1890 and later years, federal anti-trust laws, strengthening the common law of 
competition and imposing for the first time heavy civil and criminal penalties for their 
violation, were enacted to establish and maintain in the United States, to a degree never 
practiced elsewhere in the world, the principles of free trade within a nation. Great Britain 
at no time in her history has enforced the principles of competition in her domestic 
economy or her Empire to the degree that they have been enforced in the United States. 
Europe, on the other hand, has never outlawed the old monopolistic guilds of the medieval 
period, but has permitted them to survive in the form of the modern cartel. 


Tariffs For Revenue And For Protection—In the 124 years between 1789 and 1913, 
with the federal Constitution prohibiting the levying of tariffs on exports, our tariff poli- 
cies were deliberately designed to protect our industries, as well as our farmers and workers, 
from foreign competition. 

At the same time, our tax policies were designed to raise federal revenues, as nearly 
as possible, from duties on imports from abroad. Between 1790 and 1860 duties in some 
years  coduced virtually all. federal revenues. For many years they produced 100% of 
all federal tax revenues. Even as late as 1849 to 1862 (inclusive) they yielded 100% of 
all federal tax collections. As late as 1890, they produced 60%, and in 1900 more than 
44%, while even in 1913 they produced 48% of all tax revenues. 

Between 1860 and 1913 revenue collections from duties never exceeded $5.24 per 
capita nor fell below $1.22 per capita. In fact, for the entire period 1820-1934 (inclusive) 
they averaged only $2.75 per capita. 


424928 O—54—pt. 1—-—-45 
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Expansion Of The United States Under Domestic Free Trade And Protection In 
Foreign Trade—Under Hamilton’s policies, the United States in many respects was to 
Europe what would today be considered an “undeveloped nation”—primarily an exporter 
of raw materials and a debtor nation (on private account). 


During these years the United States was the beneficiary of substantial investments 
and loans from abroad on private account. Between 1790 and 1913 the United States, as 
a substantial debtor nation on private account and a relatively minor factor in interna- 
tional trade throughout the entire period, had export balances in 51 years and import 
balances in 73 years. Throughout this period, the United States was importing capital 
for development and expansion. At the end of the period, the United States was a debtor 
nation on private account in the sum of $3.5 billion. 


In the meantime, with the development of mechanical (steam) power in the early 
half of the 19th century, U. S. industry began to expand more rapidly. After a setback 
during the Civil War, a tremendous impetus was given to industrial development and ex- 
pansion by the substitution of electrical for steam power in the second half of the century. 
This growth was accentuated by the introduction for the first time in industrial history of 
mass-production techniques, standardization of products and other devices to expand pro 
duction, reduce unit labor costs, and increase the productivity of labor. 


By 1913, the United States had developed a substantial industrial position, with many 
of its industries fully competitive with those of Europe and Great Britain which had had 
decided over-all production cost advantages over the United States throughout the 19th 
century. Without the U. S. industrial potential, available to the Allies in World War 
I, that war most likely would have been lost to Germany. 


A Tax Revolution In 1913—In 1913 came two revolutionary changes in the United 
States. The first was the implementation of the 16th Amendment which became operative 
in that year. Under this amendment the federal government was empowered for the first 
time (except in war) to levy direct taxes on incomes, both personal and corporate, at 
graduated rates. The first levy on corporate incomes was a flat rate of 1%, while the rate 
on individual incomes was graduated from 1% to 6%. Over the years since then, com- 
bined income tax collections from both individual and corporate incomes have risen from 
10.6% of total federal tax collections in 1913 to 79.4% in 1945. Since then, they have 
fallen back to 73.2% in 1951 and 71% in 1952. Meanwhile customs receipts, as a percent- 
age of total federal tax collections, have declined sharply from 48.1% of the total in 1913 
to less than 0.9% in 1949 and approximately 1% in 1952. 
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The table below shows the effect of this tax revolution upon the U. S, tax structure. 


Changes in Federal Tax Structure 





(1860-1951) 

3pee 1900 3913 1920 1930 1939 1945 1949 1951 
Total Tax Collections cat 
(Billions) ............ $.053(a) .528(b) .663(b) 5.7 3.6 5.5 44.2 408 512 

Per Cent Produced By : 
ABT RMR, 6 BOE ibe hii 100 100 100 100 100 100 100 100 100 
Customs WEN a. deere 100 44.1 48.1 5.6 16.2 5.8 08 0.9 1.2 
Excise Taxes(c)......+. None 45.9 46.3 12.3 12.8 28.6 10.1 14.1 13.3 


Gift and Estate Taxes ... None None None 1.8 1.8 6.6 1.5 2.0 14 
ndividual Income Tax... None None None 69.1 31.6 18.8 43.1 44.2 45.0 
Corporate Income Tax ... None None 5.3 (d) 348 205 (e) (e) (e) 
Corporate Excess Profits 


Tapiiiediaeendeso4 None None None (d) None 0.6 (e) (e) (e) 
Total Corporate Income 

Tas rth das tARUEEON « None None 5.3 (d) 34.8 21.1 36.3 28.3 282 
Miscellaneous Taxes ..... None 10.0 0.3 11.2 28 19.1 8.2 10.5 10.9 


(a) Other revenues were from sales of federal lands, postal receipts, and other minor sources, 
(b) Total receipts not allocated among all sources ; chiefly from excise taxes and customs. 
Includes manufacturers’ and retailers’ excises and liquor and tobacco taxes. 


(d) Corporate and individual income tax receipts are combined. The Treasury did not keep separate ac- 
counts in 1920. 


(e) Breakdown not available. 


Source: Derived from Annual Reports of Secretary of Treasury and Department of Commerce or com- 
puted therefrom. (Data are for fiscal years. ) 


A Tariff Revolution In 1913—The second revolutionary development in 1913 was a 
sharp reduction in tariffs, ranging from 29% to 41%, while three hundred new items were 
placed on the free list. This was the first drastic change in the philosophy of the federal 
government with respect to tariffs. President Wilson effected this change by a plea to 
Congress that tariffs be levied primarily for revenue purposes—and not for the benefit of 
industries, workers and farmers who no longer needed protection. 

On the eve of World War I, the United States was still predominantly an agricultural 
nation and her exports were also primarily agricultural. At the same time the United 
States had become the largest debtor nation on private account and had not yet engaged 
in making governmental loans to foreign nations. 


Great Britain Under Unilateral Free Trade 
(1850-1914) 


When Adam Smith’s doctrine of free trade was first promulgated in 1789, Great 
Britain failed to apply that doctrine to her international trade, though she had already to 
a major degree eliminated the cartel (guild) monopolostic restrictions on her internal 
economy in favor of free domestic trade. By the middle of the 19th century, however, Great 
Britain found herself in a unique position that was enjoyed by no other nation at that time 
or ever before. 
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Britain's Unique Advantages In 1850—The development of mechanical power 
(steam) for industrial production that resulted in the Industrial Revolution came just at 
the time when Great Britain’s industries had great production cost advantages over all 
other nations. Her industries were prompt to capitalize, not only upon steam power, but 
later upon electric power which gave her still further advantages over the rest of the world, 


After Britain’s defeat of Napoleon, she also had the largest commercial sailing fleet 
among the nations. She became the first nation of the world to adopt the gold standard. 
Other national currencies had been convertible into pounds sterling on a gold basis since 
1816. Throughout the 19th century Great Britain had a rapidly growing population which 
could not be adequately fed by her own domestic agriculture. During the first half of that 
century there was constant public pressure for the removal of high tariffs on British 
imports of foodstuffs. By the middle of the century this public pressure became irresistible 
politically. In addition, Britain had the most widespread and efficient banking facilities for 
financing international trade and investments throughout the world. She also had the larg- 
est reservoir of capital savings then available for foreign investment. Her situation, in 
brief, was such that there was every immediate inducement for her to accept and practice 
Adam Smith’s principles of international free trade for herself, even though she could not 
induce other nations or the rest of her Empire to reciprocate. At this time (1850) it 
appeared that there was every advantage and no possible disadvantage that could accrue 
to Great Britain from the adoption of this policy, except the loss of a substantial part of 
her agricultural production and a shift of a larger portion of farm labor to industrial 
production. 


With this conviction, Great Britain accepted and rigorously applied the principles of 
unilateral international free trade for a period of approximately 65 years—until it was dis- 
rupted by World War I. Under that system, Great Britain prospered extensively. Her 
living standards, industrial production, industrial exports, imports of foodstuffs, foreign 
investments, man-hour productivity, national income and population expanded rapidly— 
faster than in most countries and faster than then would otherwise have been possible. 

In fact, she was able to extract the maximu.n benefits possible at that time from her 
natural resources and her capital, as well as her labor force, which was rapidly expanding 
and heavily concentrated in her growing industries to serve her increasing exports. She 
maintained generally over the years balances of imports over her exports, but was able 
to pay for these import surpluses with the income and profits derived from her foreign in- 
vestments. Otherwise, she could not have supported the import balances necessary to feed 
her population which continued to increase steadily throughout the period. Without this 
ability to offset import surpluses, the steady increase in her population never would have 
been possible. In all probability, there would have been substantial migration from year to 
year from the British Isles to her colonial areas or the rest of the world. 


Unfavorable Consequences To Britain From Free Trade—As was inevitable under 
the doctrine of free trade, British agriculture, which was at a decided over-all produc- 
tion cost disadvantage with respect to large areas of the world, showed a sharp decline. 
In fact, many British statesmen pointed out the great danger that Great Britain was fac- 
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ing, as a consequence of the weakening of her agriculture. War or other catastrophe might 
destroy or sharply impair her income from foreign investments and make it impossible to 
continue to pay for essential food imports. No crisis of this sort, however, developed until 


World War I. 


Great Britain Returns To Protection—In effect, Great Britain acknowledged that 
unilateral free trade—in the kind of political world in which we live—had proved contrary 
to her long-run interest when, following World War I, she not only reverted to protective 
tariffs, but re-legalized cartels in order to restrain competition on her domestic market. In 
addition, in 1930 she negotiated with the members of her Empire the Ottawa Agreement 
under which tariff walls were established around her entire Empire, with preferential 
rates that still prevail, to discriminate against foreign competition in favor of Empire 
products. By doing so, she hoped to continue to sustain her over-large population on Em- 
pire trade primarily. 


International Trade Policy Of Other Nations 
(1800-1914) 


Meanwhile, other major nations of the world, including Japan, followed the U. S. 
policy of levying tariffs on imports both for revenue and protection of infant, expanding 
and defense industries. 


European Tariff Policy—Friedrich List, a German who had migrated to the United 
States in the early part of the 19th century and later returned to Germany, became the 
exponent of protectionism on the European continent, as Hamilton had been in the United 
States. Largely as a result of his theories of trade, Germany, France and other nations 
on the European continent took an intermediate position between the free trade policy 
of Great Britain and the protection policy of the United States. 


This course was due largely to the fact that European economies were industrially 
more advanced and more efficient on the average than the economy of the United States. 
Their agricultures also were more intensively developed than in the United States, but 
more able to support their respective populations than in Great Britain. The densities 
of their respective populations were substantially less than the population density in Great 
Britain, but greater than that of the United States. Consequently, their need for agri- 
cultural imports or industrial exports was relatively less than in Great Britain. Euro- 
pean nations also were potential creditor nations in contrast to the debtor position of the 
United States. They, therefore, adopted lower protective tariff rates than those prevailing 
in the United States, but did not accept Great Britain’s doctrine of free trade. 

As pointed out earlier, there was another fundamental difference between both the 
British and the American economies and those of Europe. Great Britain and the United 
States had established a substantial degree of internal free trade within their respective 
jurisdictions, while the nations of continental Europe and their colonies still retained the 
monopolistic cartel system which permitted restriction of production and fixing of prices 
and wages and allocation of sales territory by competitors—the very antithesis of free 
trade—on their domestic markets. 
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Japanese Tariff Policy—Japan, which had a greater population density than the 
European countries and the United States, did not become a factor in international trade 
until 1858. A treaty between the United States and Japan in that year limited her duties 
on imports from the western world to 5% ad valorem—a rate that was modified by 
agreement from time to time over the next half century. Japan did not attain full tariff 
autonomy until 1911. Thereafter, she adopted higher protective tariff rates for her 
growing industries and has maintained them down to the present time. 


As a consequence of these protective tariff walls, the major European nations and 
Japan developed and extended their industrial potentials and encouraged new and defense 
industries that could not otherwise have developed. They attained, through the exploitation 
of mechanical power and mass-production techniques, varying degrees of increasing man- 
hour productivity. They also achieved relatively stable, relatively balanced and relatively 
self-sustaining economies to a much greater degree than Great Britain attained under her 
free trade policy or they themselves would have enjoyed under the British system. 


The International Gold Standard And Trade Policy—Most of the nations of the world 
in the decade, 1870-1880, adopted the gold standard which Great Britain had formalized 
many years earlier, with the consequence that the currencies of the major nations of ‘the 
Western World were convertible into gold and among themselves on a multilateral basis 
between 1875 and 1914, except for short periods during wars. This multilateral converti- 
bility facilitated the expansion of international trade at a more rapid rate than ever before 
in history, despite the protective tariff barriers around all nations, except Great Britain. 
Multiple convertibility expands international trade by making barter transactions unneces- 
sary. It substitutes multilateral trade and multilateral settlements of balances of payments 
for bilateral trade and bilateral settlements. 


The gold standard, when adopted and practiced by the major nations of the world, 
acts as a substitute for a world-wide currency. 


Effects Of World War I On International Trade and Finance 
(1914-1939) 


Adam Smith’s theory of international free trade was promulgated before the develop- 
ment of mechanical power and at a time when wars, though frequent, did not have the dis- 
astrous effects on industrial and agricultural production, industrial machinery and equip- 
ment and the monetary, tax, and debt policies and structures of nations, as did World War 
I and World War II. 


Repudiations Of Unprecedented Internal Debts—After all previous wars, there had 
been no levying of heavy reparations upon defeated nations to be paid over a decade or 
more, as occurred after World War I with respect to Germany and Austria. Reparations 
were confined to indemnities that were collected promptly in bullion or in commodities. 
Earlier wars had been much less expensive and had sharply less disruptive effects on 
national finances and on both national and international debt structures. The outstanding 
differences between World War I and former wars were its unprecedented costs, unpre- 
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cedented increases in internal and external debts of all nations involved in the war, and the 
unusual devices used to finance the warring nations both during and after the war. 


Within each European nation—and in Great Britain as well—domestic national debts 
soared to levels that in most cases were utterly impossible of redemption in honest monies, 
rising in many countries by as much as a thousandfold or more. These internal debts, both 
governmental and private, were totally repudiated by Russia, Germany, Austria and most 
of the nations of southeastern Europe. In western Europe (except Great Britain) the 
repudiation was more limited, ranging up to 85%. These repudiations were effected by 
the printing of unconvertible paper monies in such volume that the currencies of these 
nations became progressively less valuable until they were reestablished on a gold basis 
after total or partial repudiation. This process of repudiation of domestic debts and de- 
valuation of currencies in terms of gold was completed by 1925. 


In Great Britain, however, while the internal debt rose several hundred per cent, the 
internal debt structure did not rise as high as on the Continent. Great Britain did not 
repudiate its internal debt, but redeemed it in full in honest money. She returned in 
1925 to a full gold standard without devaluation. At this time most of the other major 
nations of the world (excluding the silver nations, China, Mexico, etc.) returned to 
the gold standard. (Japan returned in 1929.) By 1926, practically the entire world, with 
the exceptions noted, were back on the gold standard, with their currencies sharply de- 
valued in terms of their pre-war parities, except for the United States, Great Britain and 
several neutral nations. 


Repudiations Or Drastic Scale-Down In Foreign Debts—While nations can repudi- 
ate in whole or in part the value of their national currencies and all fixed obligations pay- 
able therein (including both private and government debt and other forms of fixed invest- 
ments), they cannot repudiate external debts (which are usually payable in gold or cur- 
rencies of other nations) without unfavorable consequences to themselves from abroad. 


World War I also for the first time in history developed a huge and unprecedented 
external debt structure. Most of the Allied Nations borrowed heavily from the United 
States in dollars. Most of the European nations borrowed additional sums from Great 
Britain in pounds sterling. Russia borrowed from the United States, Great Britain and 
other European nations. These debts could be serviced only through shipments of com- 
modities and services or gold bullion, unless they were extended from time to time. These 
debts imposed upon post-war international trade very much heavier burdens than had ever 
been experienced in world history. 


Following World War I, Russia repudiated all her external debts and since then has 
never reacknowledged them. This precedent was followed by most of the eastern Euro- 
pean nations. Germany and Austria were not allowed by the Treaty of Peace to repudiate 
and, in addition, Germany under the Treaty was assessed reparations in the impossible 
sum of $100 billion. This figure was necessarily reduced to $30 billion in 1926 and later 
to $10 billion. In all, German reparation payments, including commodities, amounted to 
almost $9 billion between 1924 and 1936. In this same period, private investments and 
loans in Germany from abroad, largely from U. S. nationals, amounted to almost $6 billion. 
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Immediately following World War I, an intensive campaign was begun by foreign 
nations for the cancellation of their debts to the U. S. government. Great Britain 
offered to cancel her debts to the Allied Nations to the same degree that the United States 
would reduce or cancel debts she owed to the United States. Public opinion in the United 
States was hostile to these suggestions. Both Republican and Democratic platforms 
throughout the years following World War I carried platform planks against cancellation 
of foreign loans. 


Drastic Scale-Down By United States—However, between 1922 and 1926 the United 
States did drastically reduce the outstanding debts (including accumulated interest) of 
these Allied Nations in varying degrees. The reduction in some countries ran as high as 
85% (Italy and Belgium), and ranged down from 80% (France) to 30% in the case of 
Great Britain. After these reductions from a total aggregate amount of $9.5 billion 
(exclusive of accumulated interest) these nations continued to service their debts to the 
United States until 1931, after which they were in default. Since then no nation, 
except Finland, has continued to honor these debts. Since World War II, Great Britain, 
in order to qualify under U. S. law for further U. S. loans, made certain small token pay- 
ments on her defaulted World War I debt. In all, only $2.7 billion have been repaid 
(including interest) on the original sum of those debts—$9.5 billion. Realistically, how- 
ever, all these obligations have long since been considered as dead, as is true of World 
War I reparations levied on Germany and Austria. 


Reparations Default And International Financial Crisis—In 1931 it was obvious 
that Germany, which had made sincere efforts to settle its annual commitments under re- 
duced reparations ($10 billion), could not continue payment, unless discriminatory tariff 
and other barriers against her exports were reduced. She served notice that she would 
be compelled to default, unless an extension was granted to her and corrective action with 
respect to trade barriers taken by other nations. President Hoover, in an effort to pre- 
vent this default, offered a moratorium to all foreign nations on debts due the United 
States in exchange for similar moratoria by European nations with respect to German 
and Austrian reparations. France alone refused to agree. As a consequence, Germany 
defaulted on reparation account on July 1, 1931, suspended all payments on international 
account, froze several billions of dollars of foreign bank accounts and investments within 
Germany and started a wave of similar actions which spread by chain reaction through- 
out Europe, South America and other nations that were tied by trade and financial rela- 
tions to various European nations. 


A Second Wave Of Currency Devaluations—Great Britain tried to avoid suspen- 
sion of foreign obligations and to give relief to other nations through short-term loans in 
order to prevent the further spread of suspensions, but by the middle of September, 1931, 
she herself ended the convertibility of her currency into gold and suspended payments on 
her debts to the U. S. government, though she did not otherwise suspend her external 
obligations, 


As a consequence of these forces, the currencies of most nations of the world (with 
the exception of the United States, France, Switzerland, Belgium and Holland) fell 
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sharply and were devalued in terms of gold and the U. S. dollar. For most of these 
nations, these devaluations were the second round since 1919. All these developments 
came after the stock market deflation of 1929-31 in Great Britain and the United States, 
which had reached a reasonable degree of stabilization before the international financial 
crisis broke. 

The following is an illustration of the effect of currency depreciations throughout the 
world on prices of commodities that normally flow in international trade. A British ex- 
porter in August, 1931 sold overcoats in New York for $100 each and converted the dollars 
into, say, 20 pounds sterling. After suspension of gold by Great Britain and the decline 
of the pound sterling by 40% below its parity with gold and the U. S. dollar in September, 
1931, he then reduced his price in New York to $60. With the $60 he then bought the 
same number of pounds sterling (20) that previously had cost him $100. In other 
words, with the currencies of the world falling to a level approximately 40% below their 
parities in gold and dollars, most international staples could be sold on the U. S. and other 
gold markets of the world at discounts ranging up to 40% below prices of these com- 
modities before the suspensions. As one commodity fell in price, it dragged down with it 
the prices of similar or related commodities and industrial products. This resulted in a 
spiral of price declines. This development was a primary cause of the crash of the whole- 
sale commodity index in the United States in 1932 to a level that was about 25% below 
that of 1930 and 59% below its peak level in 1920. 


U. 8. Foreign Trade Policy Between The Two Wars 


The United States was converted by World War I from the largest debtor nation 
on private account to the largest creditor nation of the world on governmental accounts 
and the second largest creditor nation on private account. She was also converted from a 
predominantly agricultural to a predominantly industrial nation. At the end of the war 
her industrial productive capacity was superior to that of any other nation and her indus- 
trial productivity on an average was substantially greater than in other nations. This ad- 
vantage continued to increase in the years following World War I, despite the subsequent 
recovery and expansion of industrial production abroad. World War I also changed the 
exports of the United States from predominantly agricultural to predominantly industrial. 


The United States As A Creditor Nation—As a debtor nation on private account be- 
fore the War, the United States had been permitted by its creditors to service its debts and 
pay their principal amounts through shipments of goods and services and gold and silver 
bullion. When the nation was converted to a creditor position on both private and gov- 
ernmental account, the cry was immediately raised throughout Europe and in various 
quarters in the United States that it was necessary for it to lower its tariff barriers and 
accept import surpluses, as the only means by which foreign debts to the U. S. govern- 
ment and its nationals could be paid. 

This misconception was widespread, not only during the period between the two World 
Wars. It is now broadly accepted and is presently being publicized widely throughout the 
United States. 
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A creditor nation is not dependent only upon a balance of imports, as a means of se- 
curing payment of its foreign loans and investments. They may be settled by shipments 
of gold bullion, as well as goods and services. If there is not adequate gold from annual 
production, there is a danger that gold will be drained from the currency reserves 
other nations and thereby prevent their maintaining the gold standard and multilateral 
convertibility of their currencies. Nevertheless, large shipments of gold without this dis- 
rupting effect are possible from time to time. 


Capital Exports—The important fact is that a creditor nation can for an indefinite 
period of time, which may be a decade or more, continue to maintain substantial export 
surpluses of merchandise, especially if it continues in that period to export capital in sus. 
ficient volume to maintain an overall balance of payments. 


The time will eventually come, of course, when the annual payments of profits and in- 
terest on such expanding foreign investments, including repayment of principal amounts 
from time to time, will become sufficiently large as again to establish a situation where, if 
the creditor nation expects to receive final repayment of its foreign investments, it must be 
willing to accept surpluses of merchandise imports. 


The United States has been bitterly criticized by the debtor nation governments of 
Europe and their private borrowers from the United States, as well as by various theo- 
retical economists, statesmen, politicians and many others in the United States because it 
refused to accept import surpluses immediately following World War I or to adopt them 
as a policy in the years between the two wars. They all totally ignored the possibilities and 
advantages to world trade and finance derived from maintenance of export surpluses by a 
creditor nation that continues to export capital for foreign investment in sufficient volume 
to off-set the payments due from abroad on all other accounts. 


Selectively Higher U. S. Tariff Rates (1919-1929 )—Congress in 1922 raised tariff 
rates to grant a greater degree of protection to certain U. S. industries, particularly new 
and defense industries, which would not have been able to develop, expand or continue to 
exist in the post-war years, had they been subjected to the intense competition from abroad 
which prevailed following World War I, due to lower over-all production costs and 
lower tax burdens, as well as the various unfair competitive practices and other offensive 
weapons of international trade and finance which developed in the years between the two 
wars and had never been experienced before in world history. The chemical industry is 
an outstanding example of one which grew only through the protection of tariffs. Without 
this increase in tariff protection, the economy of the United States would be substantially 
weaker with respect to national security, general welfare and balance than it was either at 
the outbreak of World War II or today. In fact, without the impetus given to expansion 
of productive capacity of these industries, as well as increased productivity, World War I! 
would probably have been lost to Germany and Japan. 


This action by Congress was further warranted because of the continuation of the ex- 
port of capital by the United States to foreign nations and by the probability (which later 
became a fact) that the inter-governmental foreign debt structure resulting from World 
War I would be drastically reduced and finally cancelled or repudiated. 
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In 1922, Congress also raised tariffs with respect to agricultural imports to give 
greater protection to the American farmer and at the same time established the principle 
of flexible tariffs with equalization of production costs to protect U. S. workers from low- 
wage labor in various foreign countries. 


New Weapons Of Offense And Defense In International Trade—Immediately fol- 
lowing World War I, various nations abroad revived both national and international 
private cartels that had existed pre-war and, in addition, established new cartel agree- 
ments, as well as national and international commodity control schemes, most of which were 
directly aimed at capturing U. S. markets, excluding U. S. exporters from neutral or 
third markets or exploiting the monopolistic positions of various foreign nations with 
respect to certain international staples of which the United States was the chief con- 
sumer, 

In addition, these foreign nations not only revived certain unfair trade practices, 
which they had engaged in prior to World War I, but developed a wide range of new 
weapons of both offense and defense which were useful in expansion of their exports and 
contraction of their imports and were aimed on a discriminatory basis particularly at 
the foreign trade of the United States, Germany and Japan. These various devices, 
practices and controls, both offensive and defensive in nature, applied individually or gen- 
erally in various combinations, are generally acknowledged to be far more effective 
weapons of international economic warfare and far more effective barriers to the flow of 
international trade than tariffs on imports. The importance and effectiveness of tariffs 
as a weapon of international trade warfare has been greatly exaggerated by many eco- 
nomic theorists in earlier years, but the general consensus today is that tariffs are only a 
relatively minor factor, compared with these other relatively new trade devices. 


The development of these practices in the years between the two wars not only in- 
creased trade barriers generally and reduced the flow of international trade to levels below 
those which otherwise would have existed, but in many instances they had the unfortu- 
nate result of preventing the normal readjustment of prices, supply and demand following 
World War I that occurs after all major wars. The consequence was that they finally 
caused an unprecedented crisis in international finance and trade. The repercussions 
were much broader, deeper and much more disastrous than they would have been, if the ad- 
justments had been spread over the years. Between 1930 and 1932, the wholesale com- 
modity index in the United States declined 25% primarily as a result of these forces. 


Drastic Changes In U. S. Foreign Trade Policies (1930-1939)—In 1930, Congress, 
in order to counteract the effects of the various manipulative and unfair trade practices 
adopted by foreign nations against U. S. foreign trade, adopted the Smoot-Hawley Tariff 
Act, which sharply raised the protective tariff wall around the United States. Though 
President Hoover did not agree with the measure, it was passed by Congress over his 


veto. 


Smoot-Hawley Tariff Act (1930)—This action was taken deliberately as a protective 
measure, but its adoption was influenced by a practical recognition of the fact that Allied 
World War debts to the U. S. government were inevitably bound to be cancelled. It was 
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further influenced by the desire of Congress to establish higher tariff rates for a stronger 
bargaining position with the rest of the world. 

Whether consciously or not, Congress in its realistic attitude had set the background 
for an International Trade and Monetary Conference which was the obvious device to 
effect a general amelioration or elimination of the many unfair practices in international 
trade and finance. President Hoover in the fall of 1932, with the consent of president-elect 
Roosevelt, did in fact arrange for an International Conference to meet in London in 
(June) 1933 to attempt such a revolutionary program. This Conference convened, but 
the U. S. delegates were withdrawn within a month by President Roosevelt because of his 
sharp reversal in U. S. foreign economic policies and their objectives. 

The Smoot-Hawley Tariff Act has been unfairly condemned from almost every quar- 
ter on the ground that it was the most disruptive action that could have been taken by a 
creditor nation at that time. Despite this criticism, the Act has never been repealed. 

In 1933 a change occurred in the political administration of the United States at the 
lowest ebb of the world-wide depression. The new administration, in order to encourage 
recovery of prices and reduce unemployment, which had risen to a level of approximately 
15 million, undertook for the first time to engage in many of these various practices that 
had been used by foreign nations in the previous decade. 

The first step in this direction was the suspension of the gold standard for political 
and internal reasons at a time when we had adequate gold reserves to meet all commit- 
ments at home and abroad. It was not necessary. Earlier suspensions of gold by most 
foreign nations had been undertaken because of inability to meet their commitments. 


U. S. Dollar Devaluation—Failure To Accomplish Its Objectives—The second step 
was the devaluation of the U. S. dollar by approximately 40% in 1934, after most of the na- 
tions of the world (except Switzerland, France, Holland and Belgium) had taken such 
action in 1931. By 1933 the full effects of foreign devaluations upon the U. S. price levels 
and the U. S. economy had been absorbed. Devaluation by the United States in 1934 was 
motivated by two influences. The first was a desire artificially to raise the internal price 
structure in terms of cheaper dollars and stimulate recovery and employment. The sec- 
ond was retaliatory against similar earlier action by foreign nations. 

As a consequence of the devaluation, there was a temporary recovery in prices. The 
wholesale commodity index of the United States, to reflect the 40% devaluation, should have 
risen 70%, but in fact rose only 3714% between 1934 and 1937. It then declined steadily 
until August, 1939, when it stood at a level that was only 17% above the low level of 1932 
In fact, in terms of common or gold dollars, the August, 1939 level was substantially 
below the 1932 level. 


Failure Of Reciprocal Trade Program—Instead of cancelling the Smoot-Hawley 
Tariff Act of 1930, the so-called Reciprocal Trade Program was established in 1934. Under 
this program, the President was authorized to reduce tariff rates selectively at his discre- 
tion from time to time within limits of 50% of their respective Smoot-Hawley rates. 
This authority was extended and expanded from year to year. Over the years since then, 
the over-all tariff rates in the United States were reduced on an average approximately 
45% on more than a thousand items between 1934 and 1939, with a further average re- 
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duction in rates of 25% by January 1, 1951—a total over-all reduction of 71% between 
1934 and 1951." 

The Reciprocal Trade Program was a failure from the U. S. viewpoint. It failed to 
effect elimination of unfair and discriminatory practices against U. S. exports. It failed 
to expand U. S. foreign trade. It failed to promote recovery in the depression years. 


Agricultural exports in 1938 were only 26.5% of total U. S. exports in that year, 
compared with 39.2% in 1934, the year the program was adopted. U. S. cotton exports, 
which had averaged 56% of the U. S. crop in 1926-30, fell to only 28% in 1938. 

Likewise, unemployment, which had been 15 million in 1933, was still 9 million in 
1939. Greater recovery was effected abroad in this period by other nations of the world 
with respect to prices, reemployment, production levels and exports than in the United 
States. 

In June, 1939 the United States ranked 17th among 18 Jeading nations of the world 
in degree of recovery to their 1929 levels of industrial production.’ 


In June, 1939, the United States ranked 16th among these nations with respect to 
reemployment in terms of the 1929 levels.” 

In June, 1939, the wholesale commodity index in the United States was 21% below 
its 1929 level and the United States stood 12th among these nations in degree of recov- 
ery to the 1929 level.* 

In 1938, the gold value of U. S. export trade was only 35% of its 1929 level in con- 
trast to 62.6% in the case of the Union of South Africa, 56% in Sweden, 48.7% in 
Belgium, 46.1% in Japan, 45.9% in Canada, 40.2% in Germany and Italy, 38.3% in the 
United Kingdom and an over-all average of 40.6% in these 18 leading countries.’ 

The effects of the Reciprocal Trade tariff reduction program were partly off-set by 
the 40% devaluation of the U. S. dollar in 1934, which, had it been fully effective, in effect 
would have been the equivalent of a 70% increase in all U. S. tariffs which were ad valorem. 
Since then, however, the effects of this devaluation on U. S. tariff have been overcome by 
subsequent devaluation by most nations of the world. 

On March 2, 1934, President Roosevelt, urging the adoption by Congress of the 
Reciprocal Trade Act, said “Important branches of our agriculture, such as cotton, 
tobacco, hog products, rice, cereal and fruit raising . . . will find expanded opportunities 

.. in foreign markets”. 

However, as a result of a combination of the Act and the U. S. Farm program, 
agricultural exports in (fiscal) 1939, as a percentage of total exports, reached the lowest 
level in U. S. history. In 1939, total exports were 51% higher than in 1932, but, while 
non-agricultural exports in 1939 were 90% higher than in 1932, agricultural exports had 
decreased 9%'*. 





‘Source: U. S. Tariff League. 

*Source: Monthly Bulletins of Statistics, (1939) (League of Nations). 
®Source: Review of World Trade, 1938 (League of Nations). 
*Source: U. S. Department of Agriculture Reports. 
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Between (fiscal) 1932 and 1939, U. S. total imports increased only 20.2%. The de- 
valuation of the dollar had partly counter-acted the reduction in tariff rates. Non-agricul- 
tural imports increased only 20.5%. However, agricultural imports that compete with the 
products of American farms increased 29%, while non-competitive agricultural imports 
increased only 11.8%". 
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CHAPTER Ill 
OFFENSIVE AND DEFENSIVE WEAPONS IN INTERNATIONAL TRADE 


The National Industrial Conference Board in its Summary of its Report says: “For- 
eign exporters almost universally enjoy the benefits of many and various kinds of domestic 
and export subsidies as well as a rather wide variety of types of aid from their govern- 
ment, United States industrial producers enjoy much less assistance of this sort. Post- 
war conditions have led to the establishment (or intensification where they already 
existed) of numerous import restrictions and exchange controls abroad.” 


Origin Of Modern Economic Weapons In International Trade—Subsidies of various 
kinds (direct and indirect), foreign exchange controls and manipulations, and other 
barriers on export and import transactions in international trade were largely the 
product of World War I. Prior thereto they were rarely found in international trade. 
In any case, they were not extensively used. The disrupting effects of World War I, 
however, were so drastic upon the internal economies and external relations of most 
European nations, that immediately following the war they developed many and various 
kinds of new weapons of offense and defense to encourage and stimulate their production 
and exports and at the same time minimize their imports. By doing so, they hoped to 
secure continuing surpluses of exports over imports and thereby earn foreign currencies 
or credits with which to pay the unprecedented international debts that had been incurred 
by most European nations—primarily to the United States and Great Britain. 


As one nation adopted a new offensive weapon to expand its exports, other nations 
immediately followed suit, while those nations whose markets were threatened with inva- 
sion developed new weapons of defense to protect their internal markets. The result was 
that each device, offensive or defensive, became the weapon for an increasingly intensive, 
competitive and retaliatory cut-throat warfare among all nations for the constricted trade 
of the world. Consequently, international trade was reduced to levels below those that 
otherwise would have prevailed. 


Tariffs Less Effective Than Other Trade Barriers—The effectiveness of these various 
devices, as barriers to expansion of international commerce, in contrast to the relatively 
lower effectiveness of tariffs, has been acknowledged almost unanimously by all who have 
had experience in this field. On May 20, 1935, U. S. Assistant Secretary of State Grady, 
only a year after the adoption of the Reciprocal Trade Program by the United States, 
speaking before the National Foreign Trade Council, said: 


“Even more serious than tariffs and trade barriers and far more threatening 
with respect to the future of world industrial development is the virtual destruction 
during the last four years of the structure of international prices because of the 
gross discriminations, preferential trading agreements and arbitrary control of trade 
through import quotas, exchange allocations and the like.” 
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In his official 1939 Report, U. S. Secretary of Commerce Harry Hopkins declared: 


“Obstacles to foreign intercourse .. . became perhaps even more numerous and 
complex during the past year than in preceding years . . . The situation has been 
rendered the more confusing during recent times . . . by the formation of trade areas 
and currency blocs to which access from outside areas is completely or partially 
closed by the use of extraordinary control devices.” 


The Conference Board summarizes its findings in this field as follows: “Many of 
these restraints on international trade are far more effective barriers to its expansion than 
are protective tariffs. Most such restraints are not practiced by the U. S. government and, 
where practiced, are not generally applied to the electrical equipment industry.” 


The Conference Board in its Report devotes two entire sections to these subsidies of 
exports and various restrictions on imports, including exchange quotas and controls. It 
enumerates the various devices and catalogs those used by various countries to stimulate 
their own exports and contract imports. 


It is advisable here to analyze the effects of these various weapons of offense and 
defense in some detail in order to appreciate more fully their disruptive effects on inter- 
national trade. 


Export Controls and Subsidies of Foreign Nations 


Minimum Export Prices—The most effective weapon used in past and recent years 
by some nations that enjoy practical monopolistic positions with respect to certain inter- 
national staple commodities—such as coffee, cocoa, silk, tin, rubber, jute and burlap, nitrates 
and the like—is the establishment of minimum export prices below which no exporter may 
legally sell. 


This device, often accompanied by discretionary export quotas, is effective only where 
there is comparatively little competition from other areas in the production of these com- 
modities. It permits such nations to extract monopoly profits for the nation and its pro- 
ducers from their trade at the expense of consumer nations. These practices have been in- 
dulged in particularly against the United States which in the years between the two wars 
consumed approximately 70% or more of the world’s annual production of these products. 


These minimum export prices are usually accompanied by export duties which are 
generally paid by the consumer. These export duties constitute one of the major sources of 
governmental revenues in these countries. The United States cannot directly retaliate, 
even if it chose to do so, because of a prohibition in its Constitution against tariffs (and, 
presumably, other restraints on its exports). 


In addition, these countries with monopoly positions have from time to time estab- 
lished national and international commodity control schemes with respect to these particular 
commodities. These schemes are discussed later. 


Export Subsidies—Practically all nations—except the United States—in the first 
decade between the two World Wars, adopted export subsidies to stimulate their sales 
to foreign markets. These export subsidies take many forms. 
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Generally, they are direct cash subsidies to all exporters of particular products, the 
production and sale abroad of which the subsidizing country hopes to increase. Such sub- 
sidies permit exporters to consummate transactions abroad that would otherwise not be 
possible or would go to foreign competitors whose production costs may be lower. Ex- 
porters, for instance, may receive cash subsidies per bushel of wheat or pound of cotton 
or unit of manufactured product. They may receive flat sums in cash for each export ship- 
ment—-with higher subsidy rates for higher volume of sales. 


Most countries also offer export subsidies in the form of agreements guaranteeing all 
exporters against losses on foreign sales and insuring the credit of foreign customers to 
whom sales are made on long-term credit account. 


Many export subsidies are indirect, such as the allocation of essential materials—at 
prices lower than for other purposes—for conversion by producers of export merchandise. 
At times, only exporters can secure allocations of such materials at any price, particularly 
in state-trading nations. 


Subsidization of exports may take the indirect form of stimulation of production 
of various exportable items. These indirect subsidies frequently result in sharply in- 
creased production volume at lower production costs. They frequently result in sales 
abroad at prices substantially below those maintained on their home markets by cartelized 


producers. 


All countries follow the general practice of granting exemptions of export sales from 
excise, turn-over and general sales taxes. In some nations, refunds of special social secu- 
rity and wage-supplement taxes are also made to exporters. In Great Britain, exces- 
sively high income and excess profits taxes are said to encourage export sales at prices 
below production costs in order to reduce taxes that otherwise would become due on 
domestic operations. 


Many countries also stimulate exports by direct grants for export promotion cam- 
paigns, as well as by faster write-offs of investments in capital equipment for production 


of export merchandise. 


Discriminatory Subsidies—The worst feature of export subsidies, both direct and 
indirect, is that they frequently, if not generally, are granted on a discriminatory basis 
—in favor of exporters to the United States in order to permit the expansion in dollar 
sales, or to neutral markets where domestic exporters are competing with German, Japa- 
nese or U. S. exporters. 


As one nation begins a subsidy program, develops a new export subsidy, or in- 
creases its rate of subsidy, other nations follow suit with the result that subsidy wars 
tend to become more and more intensive and extensive. 


Foreign Exchange Controls To Stimulate Exports—The manipulation of the values 
of currencies of foreign nations, as a device to stimulate their exports, has been widely 
practiced abroad since 1920. Again, they have been practiced primarily on a discriminatory 
basis against U. S. competitors or used to leap over U. S. tariffs on imports. 


$2493 O—54—pt. 1 46 
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For instance, Germany, Japan and Great Britain from time to time, seeking to expand 
their exports to neutral countries in competition with U. S. exporters, as well as to expand 
exports to the U. S. market, grant their exporters the right to retain specified percent- 
ages of dollars earned from export sales. This is a special discriminatory privilege be- 
cause all other foreign exchange earned abroad since World War II must usually be 
delivered to the government of the exporting nation. 


In addition, bilateral agreements are frequently negotiated between two nations, with 
exchange rates adjusted from official parities to permit exchange of products which 
otherwise would not flow between the two nations, thereby in effect, not only destroying 
multilateral trade, but reducing international trade to barter on a bilateral basis. 


Most nations grant their exporters special discriminatory rights to exchange for- 
eign currencies, particularly U. S. dollars, into their domestic currencies at rates sharply 
below their official parities, thereby permitting exporters to leap over foreign tariff bar- 
riers which otherwise would be prohibitive on a strictly competitive cost basis. 


Competitwe Exchange Depreciations As Export Subsidies—More important by far 
than these export and exchange subsidies, discriminatory or otherwise, was the use in the 
years between the two wars of the deliberate depreciation of a nation’s own currency as 
a weapon of international competition. 


There are times when nations are forced by economic conditions and forces beyond 
their control, as well as by their own mismanagement of monetary, fiscal, debt, and tax 
policies, to devalue their currencies. This is in effect similar in many respects to bank- 
ruptcy of private enterprises. If done for economic rather than political or competitive 
purposes, devaluation is a necessary step for nations in financial stress. There is no 
just complaint against it, just as there is none against provisions under national laws for 
rehabilitation of honest bankrupt private enterprises. 


However, the theory of “currency management”, which within the last three decades 
has been practiced by socialistically inclined governments, lends itself directly to deliber- 
ate and repeated devaluations for domestic political reasons—in the name of full employ- 
ment or redistribution of wealth—or purely for the purpose of securing benefits for both 
the internal economy and the external relations of a nation from relatively short or tem- 
porary advantages that always result from exchange depreciations, whether deliberate or 
involuntary. These advantages accrue, however, only at the expense of other nations 
and, while temporary, may last for a year or two and cause incalculable damage to 
other nations. 


For instance, foreign exporters selling in U. S. or third markets can, when their 
own national currencies are cut loose from gold and allowed to depreciate, say, 40% in 
terms of gold or dollars, sell their export products abroad at a discount of 40% in gold 
or dollars without reducing the prices of these products in their own currencies. 


Effects On United States (1930-1932)—Between September, 1931 and July, 1932, 
the wholesale commodity index in the United States dropped sharply, largely due to the 
suspension of gold by, and the resulting reduction in gold prices of the products of, 
the British Empire and other currency depreciating nations. At that time more than 
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40 nations suspended gold and depreciated their currencies, as a consequence of the 
international monetary and financial crisis that had developed following the suspension 
of reparations by Germany in July 1931. Some of these devaluations were necessary, 
some were defensive, and some were unnecessary, but were essentially retaliatory. 


Some foreign nations, however, between 1920 and 1939 deliberately or unneces- 
sarily devalued their currencies several times in order to secure the temporary advan- 
tages accruing to them from such action. They justified or rather rationalized their 
devaluations as forced on them by the refusal of the United States to accept their exports 
in sufficient volume to service their debts to the United States and her nationals. But 
these devaluations in many instances continued long after they had already defaulted on 
their debts to the United States. 

Devaluations, however, after a period of a year or two, result in rising prices within 
the depreciating nations and in time, therefore, the advantages on the export markets are 
lost. Simultaneously, while exports are increasing, the imports of the depreciating nation 
fall because the purchasing power of the currencies of the depreciating country, with re- 
spect to foreign products, is correspondingly reduced. The net result of currency depre- 
ciation is the reduction of imports and expansion of exports, thereby maximizing the export 
balance or reducing the import balance of the depreciating nation. 


It is worthy of note here that depreciation of a nation’s currency has several effects 
—the decrease in the real wages of the depreciating nation (through rising domestic liv- 
ing costs) as well as expansion of its exports and contraction of its import, with an even- 
tual rise in the internal price level. 

Currency depreciation of one nation frequently results in competitive, defensive, or 
retaliatory devaluations by other nations whose home and neutral markets are threatened 
by the process. There is, therefore, frequently a spiralling of devaluations, with prices 
of world staple commodities falling sharply in terms of gold and dollar values. 

This process is one of the most powerful factors in the sharp decline in the U. S. 
wholesale commodity index in 1932, when that index dropped to a point 59% below its 
1920 level, with most of this decline coming within the period 1929-32 to break the U. S. 
price structure. 


Quotas, Exchange Controls, Tariffs, And Other Barriers To Imports 


Foreign nations, in the period between the two World Wars, not only manipulated 
their national currencies to expand exports, but also to reduce imports. In addition, they 
raised their protective tariff rates—frequently to prohibitive levels. However, they devel- 
oped many other devices of unfair competition to raise increasingly high barriers of 
various kinds around their domestic markets. Many, if not most, of these defensive 
weapons of international trade have proven to be much more effective barriers to imports 
and to expansion of international trade than tariffs on imports. 


Domestic Subsidies—One of the most common devices practiced following wars has 
been the subsidization of home-grown agricultural products by nations in order to reduce 
their imports, particularly of foodstuffs. For instance, after World War I, most Euro- 
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pean countries and Great Britain paid as much as the equivalent of 4 to 8 cents per pound 
in subsidies for home-grown beet sugar for many years behind high tariff walls, when 
they could buy all their sugar requirements from Cuba or Java at one-third to one-quarter 
of their home production costs. To a minor degree, similar subsidies were paid to expand 
domestic industries. 


Import Embargos, Licenses, And Quotas—Most nations since World War II have 
also revived and greatly intensified the use of various other practices to reduce their im- 
ports (while expanding their exports). 


Their restrictions on imports have been primarily aimed at imports from the United 
States (except where they are the results of U. S. gifts or loans). They have, there- 
fore, been highly discriminatory and, without doubt, will continue so against U. S. exports 
in the coming years, as well as against Germany and Japan, unless the United States 
takes prompt steps to discourage their use. These restrictions are certain to become stil] 
greater barriers to international trade, as U. S. economic aid and unsecured govern- 
mental loans are sharply reduced or eliminated. The Conference Board Report enumer- 
ates the various practices (with respect to limitations on imports since World War II) 
engaged in by the nine nations covered by its survey. 


Discriminatory Quotas On Imports—These devices, all of which merit more detailed 
analysis as to their effects, include outright embargoes or maximum quotas on particular 
imports at such low levels as to be in effect prohibitive with respect to various U. S. prod- 
ucts. The purpose is to avoid to the maximum extent possible all purchases of any U. S. 
products which can be bought elsewhere in order to reduce the so-called “dollar short- 
age”. They are available at all times for discriminatory action against the United 
States in favor of other areas, particularly present or former colonial areas of the 
importing nation. These discriminatory devices have also been applied to the exports 
of Germany and Japan in the years between the two wars and are now being so applied. 


In respect to other products (those against which prohibitive embargoes are not 
placed), licenses issued by all governments of the importing nations are required for all 
imports. These licenses (as is also true of the quotas), are usually granted, not as a 
matter of legal right of the importer, but as a matter of executive discretion. They are 
used to implement the quantitative quotas that are established periodically with respect to 
particular classifications of imports from all or particular nations. Here again, both the 
quotas and the licenses are used to discriminate against all but essential products from the 
United States, especially where they can be purchased elsewhere in currencies other than 
U. S. dollars. 


Discriminatory Exchange Quotas—In addition to these restrictions on imports, 
there are also highly arbitrary and discriminatory licenses and quotas with respect to 
foreign currencies which must be paid for imports. Various countries establish exchange 
quotas for particular foreign currencies, which cannot be exceeded. In addition, special 
licenses must be obtained by each importer to assure that he will have available the foreign 
currency with which to pay for particular import transactions. Without such a license, 
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the transaction is not possible. These licenses are usually granted on a discriminatory 
basis in favor of “soft” currencies, as compared with the VU, S. dollar. 


The general consensus is that all or most: of these deviies are much more effective 
in the minimization of imports and maximization of exports and in prevention of expan- 
sion of international commerce than are tariff structures, particularly where they are left, 
as they usually are, to the arbitrary discretion of the executive department of the various 
governments and are not established as a matter of law at fixed rates. They are particu- 
larly objectionable where they are used on a discriminatory basis. There has been some 
justification for them in the years since World War II up to now because of the acute 
conditions in most nations immediately following the war. But now, with the recon- 
struction and recovery in production that has been effected largely as a consequence of 
U. S. grants-in-aid and loans which now are approaching their end, it is certain that all 
these restrictions will be intensified and used primarily as offensive and defensive weapons 
against the United States, Germany, and Japan. 


Other Unfair Practices In International Trade 


Other effective barriers on expansion of international trade are national and interna- 
tional cartels, governmental and intergovernmental commodity control schemes, and state- 
production, state-financing and state-trading. 


Private Cartels—One of the most common, as well as most effective, devices used in 
the period between the two wars and most likely to be revived and intensified in the imme- 
diate future is the international private cartel. It has been used extensively as a weapon 
of offense against particular nations on a discriminatory basis. 


Monopoly has never been considered illegal in Europe, as it has been in the United 
Kingdom and in the British Empire at times (though not since 1920), and in the United 
States since 1890 (except when chartered as a genuine public utility and so regulated by 
government to prevent abuses). 


The chief function of cartels—private or governmental—is to restrict production, fix 
prices, allocate sales territories, and generally restrict competition among competitors. 
They are organized by national producers or their governments in order to effect these 
purposes within their own countries. Most European industries are so organized. The 
various national cartels of particular industries are usually coordinated by an interna- 
tional cartel in each field which serves to allocate territory and fix prices on the world 
markets. Frequently, they have adopted the process of “dumping” their products abroad at 
prices below those maintained on their home markets. 


They also sell cartelized products into third or neutral foreign markets at prices below 
their true production costs in order to foreclose U. S. and other foreign competitors from 
entering those markets. 


These cartels were so effective against U. S. exporters that, as early as 1919, the 
United States, through the Webb-Pomerene Act, authorized U. S. exporters to compete, 





716 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


by coordinated action, with foreign (private) international cartels so as to permit them 
to retain at least some percentage of their foreign markets in these cartelized fields by 
mutual agreement with foreign producers. This action, however, is permitted to U. S. 
exporters only on condition that they do not restrict production, fix prices or engage in 
other unfair competitive practices on the U. S. (domestic) market. 


Private cartels were purely permissive abroad until the rise of dictators outside Soviet 
Russia in the second decade of the period between the two World Wars. Hitler, Mus- 
solini, and Tojo, each in his respective nation, made cartelization of all industries com- 
pulsory under state domination of their production, wages, hours of work, and prices. 


These monopolies held domestic prices in their countries at relatively exorbitant levels 
in comparison with those of the United States. The economies of these nations were based 
upon monopoly capitalism, not upon competitive capitalism as in the United States. It 
was primarily for this reason that the peoples of Europe (and Japan) were willing to accept 
communism, fascism, or socialism. To them there was little, if any, difference between 
private monopolies and State-owned-and-operated monopolies. 


Since World War II, U. S. industry has repeatedly expressed opposition to the 
revival of international private or governmental cartels. However, they have been revived 
in Europe, with the exception of Germany, where they were outlawed during the Occupa- 
tion, as they were in Japan. Whether or not these two countries will revive cartels, once 
they regain their full sovereignty, is uncertain. In all probability, however, international 
private cartels will become much more active and aggressive in coming years. Once more 
they are likely to become disrupting barriers to freer international trade. 


Governmental Commodity Control Schemes—An outgrowth of the international pri- 
vate cartel has been the development of national and international governmental com- 
modity control schemes whereby various governments, acting alone or under international 
agreement, have attempted to accomplish in respect to raw materials what private cartels 
did primarily for manufactured products. 


Great Britain’s Rubber Control Scheme—Great Britain, acting alone for her Far- 
Eastern colonies, in 1922—at a time when natural rubber from these colonies had fallen 
on the U. S. market to an annual average of 16 cents per pound (for the standard 
grade) in contrast to pre-war prices of more than $1.00 per pound—organized the so- 
called Stevenson Restriction Program which functioned until 1928. The result was a rise 
in the price of the standard grade of rubber on the U. S. market from a (then) record low 
of 10% cents in 1922 to a post-war high of over $1.20 per pound in 1926 under rigidly 
enforced restrictions on production and exports. By 1928, however, Britain had lost con- 
trol, at least temporarily, of her monopoly position in rubber. 


The Dutch East Indies in the meantime had expanded production sharply under the 
price umbrella held by the British. Meanwhile, the United States had developed a reclaim- 
ing industry which previously had not existed except nominally and research had begun 
in Germany and the United States to develop a commercially feasible synthetic rubber to 
free the world from the British natural rubber monopoly. The United States in that period 
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was consuming more than 70% of the world’s annual production of rubber and was paying 
huge monopoly profits to British colonial producers. 


The threat of these developments resulted in the cancellation of the British scheme in 
1928, with the consequence that unrestricted production throughout the world drove the 
price down four years later to an average annual price (for the standard grade) of 5% 
cents per pound in 1932 from the absolute peak of $1.20 in 1922. 


This British experience in rubber is typical of most other governmental and inter- 
governmental commodity control schemes, such as those of Japan in camphor and silk, 
Brazil in coffee, Bolivia, Britain and the Dutch East Indies in tin, and Cuba and Java 
in sugar, etc. Largely as a consequence of the economic forces set in action by these 
schemes, synthetic rubber was developed to break the British rubber monopoly, nylon and 
synthetic camphor to break the Japanese monopolies, and synthetic nitrates to break the 
Chilean monopoly forever. 


Controlled commodities, once the controls were broken between 1928 and 1931 by 
economic forces, fell faster and deeper than did the uncontrolled commodities throughout 
the depression years. 


Between 1920 and 1932 the average annual price of the standard grade of rubber in 
the United States declined 95%, of silk 94%, and of coffee 70%, while the wholesale 
price index declined 59% in the same period. 


The Dutch East Indies later (in 1934) joined the British in reviving the Rubber 
Restriction Program, which functioned on a more limited production and price basis until 
the outbreak of World War II. 


State-Production, State-Financing And State-Trading—World War I converted 
Russia into a communist nation. The world-wide depression in the years between the two 
wars brought fascism in certain other nations. World War II has converted still other 
nations to milder (until now) form of state socialism. 


All forms of state socialism directly or indirectly control production, financing and 
distribution of goods and services, thereby preempting private entrepreneurs. 


During and since World War II many capitalistic nations—even the United States 
—have engaged in state-production, financing and trading, as temporary emergency opera- 
tions. Some of these operations, however, have continued up to the present time. 


During the war, the United States bought for several years at fixed prices the entire 
output of Cuban sugar producers, as well as the entire output of the copper mines of 
Chile and the tin mines of Bolivia. At the same time, Great Britain bought the entire 
exportable portion of the Canadian wheat crop for five years and renewed the contract 
for a second period after the war, with the government of Canada selling to the British 
government at fixed prices. 


Temporary Emergency Measures Tend To Become Permanent—These war emerg- 
ency operations created vested interests which have been loath to see them discontinued. 
With the refusal of the U. S. government to continue bulk purchasing of the tin output 
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of Bolivia, that country has nationalized its tin mines. Chile, on the other hand, has not 
nationalized its copper mines, but now acts as seller of all its copper to world markets at 
minimum prices fixed by its government. Argentina has for some years followed the prac- 
tice of buying all its exportable products from its producers and selling them on world 
markets at profits to its government. A similar operation is being conducted by the British 
in their West African colonies that produce cocoa. Profits on this operation are accumu 
lated in a fund to improve the living standards of the natives of these colonies. 


During and since World War II, various nations, particularly the government of the 
United States, undertook to make huge free grants-in-aid, as well as long term loans to 
foreign nations. This practice of state-lending between governments has continued since 
the war, with the result that private international finance has been to a major degree 
eliminated. 


The effects of state-production, state-financing and state-trading on international 
trade, particularly with reference to free trade or “freer” trade, are discussed in detail 
elsewhere in this Analysis. Here it need only be said that all these practices, except in 
genuine emergency periods, are incompatible with free societies and with free or “freer” 
international trade. 


The U. S. Record In Export Subsidies, Import Controls, And 
Commodity Control Schemes 


The United States, prior to 1929, had never engaged in any of these various monop- 
olistic and restrictive devices, exchange controls, export and import subsidies, com- 
modity control schemes and the like. It had relied solely upon protective tariffs. Since 
1934, however, despite the Reciprocal Trade Program, we have adopted a few of these 
devices. Wherever used, however, they have not been extensively practiced. They have 
been applied chiefly to protect and support our domestic agriculture. 


We have established quantstative quotas since 1934 on certain imports, almost exclu 
sively agricultural—such as sugar—to protect our farmers. We have also established 
minor indirect subsidies for industrial exports. As the Conference Board’s Summary points 
out, these industrial subsidies have not been generally availed of and are confined pri- 
marily to aid in financing long-term sales abroad and in supplying insurance protection 
against defaults in payments. 


In 1953 the U. S. government made a long-term loan of $300 million to Brazil to 
make available dollar exchange with which Brazilian importers (who had received U. S. 
exports, but had no dollars with which to pay) could honor their obligations. This was an 
isolated transaction. 


U. S. Export Subsidies And Control Schemes For Agricultural Products—One of the 
major complaints against the United States by foreign nations—in fact, a fully justified 
one—concerns its farm program which has been in effect since 1933. This program 
actually began in 1929 in a mild form, as a purely temporary emergency measure of 
price support on the domestic market. The program was drastically changed during 
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the depression years, suspended during World War IT and revived recently in all its aspects 
after the European nations had regained their pre-war agricultural production levels and 
U. S. aid in the form of food shipments abroad had ended, except in isolated cases. The 
immediate consequence has been a sharp increase in surplus agricultural stocks, owned 
by the U. S. government, which can only be sold on world markets at prices substantially 
below those that have prevailed in the United States during and since World War II. 


This U. S. farm program is in many respects similar to the commodity control 
schemes of foreign governments. The latter, however, have been applied by foreign 
nations against the United States as the chief consumer of these controlled commodities. 
There is a fundamental difference, however, between the objectives of the U. S. control 
schemes, as applied to U. S. farm products (wheat, cotton, corn, tobacco, etc.), and the 
foreign commodity schemes. 


Comparison Of U. S. Control Schemes With Foreign Control Schemes—While these 
foreign schemes have been operated primarily for the purpose of obtaining monopoly 
profits at the expense of the U. S. consumer, as well as to restrict domestic production, 
reduce exports, and support prices of these commodities on world markets, the U. S. 
programs have been aimed primarily at maintaining a prosperous agriculture at home 
by restriction of production, while disposing of U. S. farm products on foreign markets 
under cash subsidies from the federal government at prices substantially below those in 
the United States. 


The U. S. farm program for 20 years has been based upon restriction of production 
)f the major farm crops under government control in exchange for direct and indirect 
subsidies to U. S. farmers in the form of soil conservation payments, minimum price sup- 
ports at so-called ‘‘parity” levels at home and non-recourse loans at or above prevailing 
market prices. This program has resulted in maintenance of U. S. prices considerably 
above those prevailing on world markets for such products. 


By 1937 the United States under this program had lost its foreign markets for most 
agricultural products, making exports abroad possible only under federal subsidies. Mean- 
while, between 1937 and 1939, huge stocks of cotton, wheat, corn, tobacco, etc., had accum- 
ulated for government account and were overhanging the domestic and world markets. 
In fact, in the years, 1938-39, we exported no wheat or cotton, for example, except under 
an average cash subsidy of 4 cents per pound for cotton and 30 cents per bushel of wheat. 
hese figures represented the degree to which American prices had been artificially held 
above world levels. Had not World War II developed in 1939, the world would have wit- 
nessed a subsidy war among the nations. Canada had already served notice that U. S. 
subsidies on wheat, if continued, would be matched by her. Australia and Argentina 
would have been forced to do likewise. 


Foreign Fears—Since 1951 the United States has again resorted to restriction of 
production and governmental accumulation of huge stocks of agricultural products at 
prices above world levels. By 1954, it is estimated by government agencies, the United 
States will have the largest agricultural surplus stocks in its history. Other nations 
rightly fear that we will undertake to “dump” these stocks under cash subsidies at prices 





720 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


which may demoralize world markets, affect existing trade channels and seriously impair 
the trading position of competitive nations. This “dumping” process which we have out- 
lawed since 1921, when practiced on our own markets by foreign nations, would without 
doubt, if pursued for long, result in a bitter subsidy war among competing nations. 


Possible Permanent Solution—The solution to the problem, which primarily is a poli- 
tical one, is not easy to find. If we choose to give the surplus products away to needy 
nations, as a matter of permanent policy, we merely disrupt the normal trade channels 
of certain other nations and injure their internal economies. Consequently, the only 
alternative—other than destruction of these commodity surpluses, as Brazil did for 10 
years with one-third of its annual coffee crop—that will prevent disruption of interna- 
tional trade is the development of a new and constructive U. S. farm program. 


Any new program should be of a long-term nature, designed to solve the problem of 
subsidized over-production in the United States and to restore and maintain a free agri- 
culture in the country. To do so, we must return to free production, with free market- 
ing both at home and abroad, without government price supports and without subsidization 
of foreign markets. 


This process will, of course, involve the elimination—through revived domestic com- 
petition—of the high-cost marginal farmers who are many in number, but produce a rela- 
tively small percentage of total U. S. agricultural production. They cannot survive under 
competitive conditions, except during and immediately following wars when high prices 
permit them to operate on a profitable basis. This action will result in lower prices to 
U. S. consumers and lower taxes in the long run to U. S. taxpayers. It will also mean 
that we can regain our lost foreign markets for those commodities in which we still have 
real competitive cost advantages. 


Any solution to be politically acceptable will require the development of a stand-by 
program to stabilize farm prices in case of serious, spiralling deflation, such as developed 
between 1929 and 1932. At the same time, it will require a long range program of federal 
subsidies to assist the many high-cost marginal farmers to readjust their capital and labor 
to more efficient fields. It is probable that the cost of such a subsidy program, though large, 
will be considerable less in the long run to the taxpayer than maintenance of the present 
program. In any case, the suggested policy—in addition to lowering prices to U. S. con- 
sumers—has the merit of effecting an eventual solution of the problem, while the present 
program merely perpetuates it. 


Conclusions 


The conclusions from this review of the offensive and defensive weapons in interna- 
tional trade and their relation to the problem of free or “freer” trade on the part of 
the United States can be best summarized by a quotation from The Economics of Tariffs 
—a Forum held by the National Industrial Conference Board, March 13, 1953. At that 
time the author of this Paper made the following statement: 


“The latest foreign slogan—‘more trade and less aid’—clearly implies that a 
radical and general reduction in United States tariffs, if not their total elimination 
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y impair and the acceptance of free trade by the United States at this time and on a uni- 
lave out- lateral basis, would be beneficial to the American people. It would reduce their tax 
without burdens and foster a more prosperous United States economy. Tariff reduction or 
ons. elimination is necessary, it is contended, as a solution to the monetary, fiscal, and trade 


relations problems of the other nations of the western world. 


: . __ “Advocates of a radical revision of United States tariffs or of unilateral adop- 

channels tion by the United States of free trade fail to recognize that tariffs are only a minor 

Se ente factor under present chaotic conditions of world trade and finance and current inter- 

) for 10 national monetary instability. Total, unilateral, and immediate elimination of all 

es United States tariffs would accomplish little in our efforts to stabilize international 

trade relations in the western world or restore its economic balance on a multi- 
lateral basis. So long as international trade, financial, and monetary relations are 
blem of dominated by socialistic theories of managed currencies, compensatory spending, un- 
ee agri- balanced budgets, monetization of public debts, competitive currency devaluations, 
market- arbitrary and discriminatory exchange controls, inconvertibility of currencies, arti- 
lization ficially maintained exchange rates among national currencies, discriminatory export 
and import quotas, discriminatory export and import duties, governmental fixation 

‘ic com- of minimum (monopolistic) prices on exports of major international staples, and 

» a rela- state trading, as well as state financing by nations of the western world, it is utterly 

e under unrealistic to discuss tariff reductions by, or unilateral free trade for, the United 

h prices States as a material factor in correction of current instabilities and imbalances in the 

tices to western world. 

O mean “Fundamentally, the problem is what bargaining power have we left to force 

ill have these nations to come back to principles of free societies? The tariff is one of them. 

The solution of these problems does not lie in the realm of unilateral free trade or a 
and-by radical reduction in United States tariffs. Instead, it lies in the restoration, for pri- 
veloped vate individuals, partnerships, and corporations, of freedom to trade. Free markets 
federal are the symbols of free societies. Without these freedoms, there is little hope for 

i labor the western world’s survival as a community of free societies. United States tar- 

large, iffs, at best or worst, can be only a very minor weapon in our efforts to persuade and 

resent assist nations to return to those freedoms that characterize free societies—freedoms 

5. con- that prevailed generally before World War I and, to a major degree, existed in the 

resent years between the two World Wars. 

“The most effective use of our remaining tariff structure would be to trade off 
reductions in, or elimination of, their present rates in exchange for the progressive 
elimination of foreign discriminatory controls and barriers to international trade, 

terna- exchange and finance for the benefit of those nations that are genuinely striving to 

art of return to the economic and political principles of free societies.” 

r Especially since 1934, repeated efforts have been made by the United States under 
the Reciprocal Trade Program to secure the elimination by international agreement of 
the most objectionable of these trade barriers. There has been almost unanimous con- 

hat a sent that they should be abandoned and agreements have been executed to that end, but 

lation always with “escape” clauses that permitted the continuance of their use under various 


“emergency” conditions, real or artificial, that never end. 
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CHAPTER IV 


POST-WAR INTERNATIONAL BALANCE OF PAYMENTS POSITION 
AND ITS CONSEQUENCES 


World War II was much more destructive in all respects than World War I not only 
to the internal economies, but to the external relations of all nations involved in it. 


EFFECTS OF WORLD WAR II ON INTERNATIONAL TRADE 
AND FINANCE 


Internal debts of European nations and Great Britain rose to unprecedented levels 
in terms of constantly depreciating national currencies, most all of which had been cut lose 
from their gold base long prior to the war. The volumes of these national currencies was 
expanded by monetization of domestic debts and by direct issues of paper moneys. Conse- 
quently these currencies became progressively less and less valuable. 

Internal Debt And Currency Repudiation—Again, as was true after World War I, 
all internal debts, both private and governmental, were repudiated totally in some nations 
including Germany and Japan and many countries of Southeastern Europe. These repu- 
diations were effected through the total destruction of the values of their currencies and 
all fixed private and public obligations payable in such currencies. 

In Western Europe national currencies were again drastically devalued in varying 
degrees, ranging up to more than 90% as the table below shows. 


Shrinkage in the Value of Foreign Moneys (1939-1951) 


(Measured by prices of consumer goods) 


Pesot June 1981 Mes ot Jane 1001 

SNE 5 5s 05s 0 6 neu 39.5 ee BAP eae 71.6 
EL cs wos 0 ea wae 41.6 FE 53 > cp eeee sees 73.4 
OT aia ac dnne tn 43.7 PPP era rs Ba 73.4 
SE wa kas 56n<h seta Se 45.4 DUE 0c Sdawwind Sane 74.8 
United Kingdom ..... oes) ee NOR. eos caer cya en ee ee 74.8 
RE civ céctces cs6Ge 49.0 PEEP eR Po 76.3 
ero 50.0 GS SS oveecsethecwsevets 85.3 
Netherlands ............. 61.5 Pree i. es ee OR 94.6 
0 Sie ee 68.1 ee SFA Te ER 98.1 
WL TUT EEE TERT 68.5 NS. ATT BS 99.3 
DF eis He 71.1 NE 3 CONS TE (a) 

CR FFU A AG (a) 


Per cent shrinkages are understated in a number of countries owing to the effect of price and rent con- 
trols, subsidies on cost of living items, etc., as in the United Kingdom. 

Australia, as of 2nd quarter 1951; Argentina, February, 1951; Turkey, Uruguay, as of May, 1951. 

*More than 99.9 per cent loss. 

Source: National City Bank of New York—Monthly Letter (1952). 
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External Debts—The outstanding characteristic which differentiates the financing 
of World War II from that of World War I was the fact that the United States, instead 
of lending billions of dollars to its allies both during and after the war—as it did in 
World War I—adopted the more liberal and realistic policy of outright grants-in-aid 
which are non-reimbursable. 


During and after World War I the United States made loans in the sum of $9.5 
billion and made no free grants. During World War II the United States made net grants 
to its allies of more than $40 billion and loans of only $715 million. This policy was con- 
tinued in the post-war years between July 1, 1945 and June 30, 1953. During the war 
and post-war periods the United States made total free net grants of $71.9 billion and loans 
of only $10.7 billion. 

The following table shows the grants and loans during both the war and the post-war 
period, broken down between military and economic aid with respect to the various areas 
which received these advances. 





724 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 














Summary of Foreign Aid (Grants and Credits); War Period, : T 
July 1, 1940 Through June 30, 1945; Post-War Period, riod, J 
July 1, 1945 through June 30, 1953 Korea 
(ia millions of dollars) among 
Warand Post-War Period 
Post-War War Total 
Periods Period Total Ald Military Economic 
Gross Foreign Aid (Grants & Credits) ......... 94,682 49,224 45,458 8,839 36,619 
Renesas. patie cs cpdubes see tbs caunene 12,021 8,253 3,768 145 3,623 
Equals: Net Foreign Aid ..cs.csvesesssssess 82,651 40,961 41,690 8694 32,906 
NOTE ay ae ae 71,936 40,246 31,690 8580 23,110 Galle 
BORE GOED cvsdicccccdddeboccccds 10,715 715 10,000 114 9,886 Less 
Western Europe and Dependent Areas (Includ- ay Equal 
ing Greece, Turkey, Finland, Spain & 
Yugoslavia) : 
Net Foreign Aid ...........ssee0e08 57,324 26,643 30,681 6,342 24,339 Week 
es es 
I ccna chs adnte sea esase 48,754 26,287 22,467 6,321 16,146 In 
Ls «ches 50 ceekedoceredte 8,570 356 8,214 21 8,193 ps 
Other Europe: 
Net Foreign Aid ................0«s 11,922 10,836 ~—-1,086 ins 1,086 
Net Gratis 2.0.0....000000..02.83 16IT” ~ 10896 775 ~ 775 Orbe 
SNE inner eng cdcatica pir nara 311 _ 311 “= 311 
Near East and Africa: 
BOGt DONE BN oe ccc vccgsccesevenes 366 ae 366 
SL nn. dnastnee doudneesads 158 = 158 Near 
POU di. cGtacevetvicssconed 207 exe 207 
Asia and Pacific: 
Beet Patetee AM. «..00cckisossdevees 7,695 2,103 5,592 : 
I ss seen semsniives 6985 2012 4,973 ~~ 
Mee SENG cevvscevveryeessreness 710 91 619 
American Republics : 
Net Foreign Aid ................... 1,392 593 799 137 662 aaa 
DO GIEED ide cciscckebsccoccose) Sa 423 314 137 177 
ED ida nc vevctierctsveedd 655 170 485 _— 485 
Canada: f 
SENN ONE csuin vas sas ddeasege 17 7 10 2 8 Can 
PD i cescewevesyrvevesevss a — — — = 
I on as ch ban os es cedannee 17 7 10 2 & 
International Organizations and Unspecified Int 
Areas: l 
a ey rrr 3,935 2,882 1,053 110 943 
A Gist cas. ..<.ccdddvicsaccas: Ge 2,700 990 110 880 
ND Bln. ve nndal be 000seanen 245 182 63 > 63 


Source: U.S. Department of Commerce — Clearing Office for Foreign 
Transactions. 
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The next table shows in summary form the total grants and loans in the post-war pe- 
riod, July 1, 1945 through June 30, 1953, broken down into two periods, one before the 
Korean invasion and the other after it, with the distribution of these grants and loans 
among various areas. 


Summary of Foreign Aid (Grants and Credits); Post-War Period, 
July 1, 1945 through June 30, 1953 
(In millions of dollars) 





After Korean Invasion Before Korean Invasion 
Total Ald Military Economic Total Aid Military Economie 
Gross Foreign Aid (Grants & Credits) 16,969 7,420 9,549 28,488 1,419 27,069 
Late: Rew 22s. ccsstenvecccer 1,590 143 1,447 2,178 2 2,176 
Equals: Net Foreign Aid .......... 15,380 7,277 8,103 26,310 1,417 24,893 
Peet GOONS. cc ceee cise’ 14,667 7,162 7,505 17,022 1,417 15,605 
8 ee 712 114 598 9,288 _- 9,288 





Western Europe and Dependent Areas 
—s reece, Turkey, Finland, 


Spain & lavia) : 
Net Foreign Aid .......... 11,368 5,775 5,593 19,313 567 18,746 
Net Gramts ...sc..0..e8 11,429 5,754 5,675 11,038 567 10,471 
Net Credits ............ — 61 21 — 82 8,275 _ 8,275 
Other Europe : 
Net Foreign Aid .......... —21 —_ -- 21 1,107 — 1,107 
Net Grants ............ — 13 — —13 788 _— 788 
Net Credits ..........-. — 8 _ — 8 319 — 319 
Near East and Africa: 
Net Foreign Aid .......... 372 oe 372 — 6 — — 6 
Bet GREED ni cecesssess 238 -- 238 — 80 — — 8 
pe ee 133 _ 133 74 — 74 
Asia and Pacific: 
Net Foreign Aid .......... 2,886 1,259 1,627 4,809 S45 3,964 
Net Grants ............ 2,540 1,167 1,373 4,445 845 3,600 
ee | rere 346 91 255 363 — 363 
American Republics : 
Net Foreign Aid .......... 456 137 319 343 — 343 
Net Grants ............ 189 137 52 124 — 124 
Net Credits ............ 266 oo 266 219 — 219 
Canada 
Net Foreign Aid .......... 10 2 8 _ om - 
Net Grants ........ -— — — _ = at 
Net Credits ............ 10 2 8 — _ sates 
International Organizations and 
Unspecified Areas : 
Net Foreign Aid .......... 309 104 205 T44 6 738 
BOGE GINS oaks cc cceces 284 104 180 706 6 700 
Bet - CHES ides ccveces 2s _— 25 38 — 38 
Source: U. S. Department of Commerce—- Clearing Office for Foreign 


Transactions. 


As was pointed out earlier in this analysis, the debts of the Allied Nations to the United 
States growing out of World War I were scaled down sharply, after which they were 
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serviced until 1931 when the world-wide international crisis caused their suspension, 
Since then they have been defaulted on, except in the case of Finland and additional nomi- 
nal payments by Great Britain necessary under U. S. law for her to qualify for additional 
loans. Realistically, however, these World War I debts have been considered dead since 
1931 

The total of these debts of all foreign governments to the U. S. government arising 


out of World Wars I and II (including accumulated interest, but with principal payments 
deducted) for selected years are given below: 











World Wer I World War Il 
(Billions of dollars) 
1922 .. ‘ ‘ 11.7 — 
1929 .. “- 11.8 — 
1939 *.. 13.2 - 
Saath nape kien 16.7 10.7 


Source: U.S. Treasury Department Reports. 


It will be noted that the total debts of foreign governments to the United States in 
1952 (including the repudiated debts of World War 1) were $27.4 billion. 


Per Capita Debts Of The Allied Nations To The U. S. Government—Due to the more 
liberal policy of the U. S. government in World War II and to expanding populations in 
European nations, in 1952 the per capita debts of the Allied Nations to the U. S. govern 
ment growing out of World War II were substantially lower than the per capita debts 
(of these same nations) growing out of World War I. The table below shows these 
debts only for the nine nations (including Japan) covered by the Conference Board Report 














1919 1981 1939 1952* 
total per capite total per capita total per capita total per capita 
debt debt debt debt debt debt debt debt 
(millions) (dollars) (millions) (dollars) (millions) (dollars) (millions) (dollars) 
United Kingdom. 277 97 4.398 95.5 4.368 91.0 4.368" 86.0 
4.732 93.2 
(1980) 
DORR «6. cdsnn.core 3.404 88 3.865 94 3.863 94 3.863' 90 
2.103 49 
(1930) 
Germany (West).. c c 1.278 20.0 1.251 18.0 1.251 23.0 
239.0 4.0 
AE i icamanieso c c c c c c “= . 
336.0 32.0 
I occncveess c c c c c c -- -- 
(for 1951) 
3.1 
Japan - c Cc Cc c c c -- — 
48.0 08 
(1930 
Italy 1.648 ‘ 2.017 49.0 2.005 47.0 2.005 42.0 
323.0 6.0 
1930) 
3elgium 379.0 50.0 404.7 50.0 400.6 48.0 400.6 46.0 
172.0 19.8 


Switzerland . 


Data represent principal of the debts, not total debts including accumulated interest. 
*The first figure applies to World War I debts; the second to World War II debts. 


*There is no change between 1931 and 1952 in the principal of the debt because no payments were 
made to reduce it after 1933. 
*None. 


Source: Memorandum Covering World War Indebtedness of Foreign Governments to the United 
States, 1917-1920, U. S. Treasury Department, revised July 1, 1941; War Debts and War 
Prosperity—the Institute of Economics (Brookings Institution) 1932; Annual Report, U.S 
Treasury Department ; and Annual Abstract of Statistics, Central Statistical Office, London 
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It is interesting to note that the per capita World War II indebtedness of each of these 
nations to the United States in 1952 was lower than after World War I, except for Great 
Britain. In all cases, it would be considerably lower than World War I debts, if accumu- 
lated interest on World War I debt were considered. It should be recalled, however, that 
World War I debts have been in default since 1931. 


In sharp contrast to these per capita debts of foreign governments to the U. S. govern- 
ment are the per capita debts of the people of the United States to their various levels of 
government in 1952. In that year the per capita debt to the federal government was 
$1,651, to the state governments $45, to local governments $144, making an overall per 
capita governmental debt of the American people to their governments of $1,840. Great 
Britain’s per capita World War I debt to the United States, now in default, is only $86 
and its World War II debt is $93. Of the total per capita federal debt of $1,651 in 1952, 
$450 per capita or 27% of the total represents the $71.9 billion of free grants by the United 
States to foreign nations since July 1, 1940. 


United States Net Private Long-Term Investments Abroad—In addition to debts 
due the U. S. government, foreign nations or their nationals also have dollar obligations 
due to U. S. nationals on long-term account. At the same time, foreign nations or their 
nationals own long-term investments in the United States. 


Both foreign investments by the United States and foreign investments in the United 
States on private account have risen over the years, as follows: 


rene mac 

Investments Abroed naets “bred 
(BILLIONS OF DOLLARS) 

SUE sine seta a aes 6.5 2.4 4.1 

rrr 15.2 5.7 9.5 

BID =... somone osisiees 11.3 8.1 3.2 

PEE 35 viseein anh’ 13.7 8.0 5.7 

SE. cawascx mane nar 19.4 8.5 10.9 


*The data for 1919 and 1930 are not strictly comparable with the data for later years. They are 
derived from America’s Stake in International Investments—Cleona Lewis, Brookings Institution. Data 
for the later years from the U. S. Treasury Reports. 


It is worthy of note that since 1945, U. S. private investments abroad have expanded 
40% despite chaotic conditions and confiscation in various nations. There is every reason 
to believe that, if conditions continue to improve and assurances against confiscation are 
given, U. S. private investments abroad could easily expand sufficiently to counterbalance 
export merchandise surpluses for an indeterminate period. 


Balance Of Payments Position Following W orld War JJ—In order to finance the war 
Great Britain, and other nations to a minor degree, were forced to sell substantial por- 
tions of their foreign investments in the United States and elsewhere. As a consequence, 
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Great Britain’s income particularly, from these sources was sharply reduced and her 
international trade relations greatly disrupted. 


Before World War II Great Britain could pay for her large volume of raw materials, 
imported for conversion and re-export by her industries, and for her large food imports, 
with the combined earnings of her export trade and foreign investments. After World 
War II, with income from her foreign investments greatly impaired by two World Wars, 
she could not expand her exports in sufficiently larger volume to pay for her necessary 
imports. Until recently, U. S. aid and loans alone have made it possible for her to do so. 


With the withdrawal of U. S. economic grants-in-aid, Great Britain now faces a 
situation where she must somehow increase her exports to balance her imports or she must 
export ten or more million of her population to her colonial areas or elsewhere. She may 
be forced to borrow, until she can increase her industrial capacity and productivity to 
expand her exports sharply, or be threatened with actual starvation. 


This development has been one of the major factors in disintegration of international 
trade and finance relations through the world since 1945. It has been complicated by 
the fact that the pound sterling has not been tied to gold since 1931 and, consequently, is 
not convertible on a multilateral basis with the other nations of the world. To a major 
degree, in so far as the United Kingdom and several other areas are concerned, it is for this 
reason that the United States undertook extensive grants-in-aid, first, to prevent starva- 
tion throughout the world and, later, to expedite rehabilitation of agricultural and indus- 
trial production at least to pre war levels in foreign countries. More recently, this aid 
has been supplemented by military grants-in-aid to those nations cooperating in our mutual 
security program. In addition, Great Britain found it necessary to borrow additional sums 
to permit her to balance off her international payments. 


The unfavorable balance of payments positions of other nations have not been of the 
same degree, but nevertheless have been substantial. Not only among these nations, but also 
with respect to the United Kingdom, there are other major factors involved in their in- 
ability to balance off their dollar obligations against their dollar income from all sources. 


Chief among these additional factors is the inconvertibility of the currencies of most 
of the nations of the world into gold and, consequently, into one another, except at 
artificially determined legal rates or at rates established upon illegal or black markets. 
Another is the fact that since World War II the nations of the Western World, until their 
bombed out or dismantled plants had been fully restored to pre-war capacity, were forced 
to buy from abroad products that could be obtained to a major degree only from the 
United States. At the same time, until their production had fully recovered, they were 
not in a position to offer to third or neutral markets the export products which they had 
supplied in substantial volume to nations of South America, Africa and Asia in the pre- 
war years. This in turn has in post-war years forced these nations to buy from the 
United States products which in the pre-war years they had bought elsewhere. 


Destruction Of Multilateral Trade—This situation resulted in the destruction of the 
pre-war triangular or multilateral trade and settlements whereby, for instance, South 
America sold raw materials primarily to the United States and bought finished products 
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primarily from Europe or Great Britain. European nations in turn paid for their imports 
from the United States by credits established in South America. Prior to World War I 
and in the first decade following it, most all currencies were mutually convertible into gold 
or one another. Triangular or multilateral trade or settlements avoided the development 
of so-called “dollar shortages”. The current situation in Europe has resulted in an effort 
on the part of nations of Western Europe and Great Britain to balance off on a bilateral 
basis their dollar commitments with the United States by their dollar sales to the United 
States—a process not possible either before World War II or in the early post-war years. 


Even if it could be done now, with their recovery of industrial production, it should 
not be done because the natural and pre-war markets of these nations were not in the 
United States, but in other world areas. The mere statement of this condition leads to the 
conclusion that a reduction in the tariff wall protecting the U. S. market will not solve the 
problem. The only solution which will reestablish international trade, stabilize it and allow 
it to expand will be the mutual convertibility of all national currencies into gold as soon 
as practicable and, in the meantime, into dollars which have continued since World War I 
to be convertible at the U. S. Treasury into gold for foreign governments and central 
banks in connection with their international trade and finance. 


If, as the United States reduces and eventually eliminates its economic aid to Europe, 
we should attempt to open U. S. markets to these industrial nations of the world, we 
will make it impossible for international trade and finance ever to become stabilized. The 
most effective step would be the repulsion of all efforts in that direction by the United 
States and an insistence that they regain their markets in other world areas, service them 
as they have in the past, accept the currencies of those nations and encourage the return of 
those nations to an international gold standard, or dollar convertibility until that is pos- 
sible. Meantime, the United States can serve those third nations best by maximizing its 
imports of raw materials from non-European nations and minimizing its exports to them, 
encouraging them to buy from their (pre-war) European sources of supply. 


This analysis will not presume to determine the balance of payments positions of vari- 
ous nations which are available to all government agencies in the latest and accurate form 
from the U. S. Treasury and the Federal Reserve Board. 


A Major Fallacy—The threat or likelihood of withdrawal of U. S. economic aid has 
raised throughout Europe and even in the United States a demand for sharp reduction 
in U. S. tariff rates and “freer”, if not free trade, on the part of the United States under 
the slogan “trade, not aid”. This concerted drive, similar to that following World War I 
for cancellation of all debts of foreign nations to the United States, is based upon the mis- 
conception that a creditor nation must under all circumstances maintain import merchan- 
dise balances, if it hopes to secure repayment of its private and governmental loans and 
investments abroad. This fallacy is based upon Great Britain’s pre-war experience, when 
her large import balances were counterbalanced by income from large investments abroad. 


The United States is in few respects in a position similar to that of Great Britain. The 
American economy is the most productive economy in the world and can produce at com- 
petitive prices both agricultural and industrial products for world markets, as well as main- 
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tain the highest living standards of the world for its own people. Export merchandise bal- 
ances can be continued for an indeterminable period by a creditor nation, such as the 
United States. The excess of exports over imports can be counterbalanced by other sery- 
ices, such as shipping, insurance, tourist expenditures, immigrant remittances and the like, 
though the most important offsetting factor is the continuation of foreign investments by 
American nationals at a sufficient rate to overcome annual deficits in balance of payments 
position that may otherwise accrue. 


U. S. Private Capital Exports—The United States has today the largest reservoir of 
capital savings of any nation in all history available to foreign nationals and their govern- 
ments on exactly the same basis as capital is available to the U. S. government, the 
various States and their political subsidiaries and private American enterprises. There 
is no need of continuation of U. S. government loans or grants abroad, as long as foreign 
nations and their nationals can borrow at the lowest rates of interest ever enjoyed on 
free markets in history. All that they need to do is to offer the same collateral security, 
the same mortgage protection, and the same terms as American enterprises offer and 
establish the same reputation for moral and financial integrity. All that they need to do to 
clear the decks for this action is to assure American investors for a reasonable length of 
time that their foreign investments will not be confiscated without adequate compensation, 
as India has done recently. The U. S. State Department through diplomatic channels 
and from other trading posts can expedite such assurances. In passing, it may be noted 
further that foreign nations and their nationals will hestitate to repudiate private loans 
that are secured by claims on property within their own jurisdiction, whereas they have 
little or no hesitancy (based on past experience) in repudiating relatively small (on a per 
capita basis) obligations to the U. S. government that are not so secured. 


In fact, merely through continuation and expansion of foreign investments abroad, the 
United States can continue to enjoy expanding export balances for a minimum of one or 
two decades and even longer under existing capital shortages throughout the rest of the 
world. Such a period of grace in the present chaotic political and economic conditions 
throughout the world will give us additional time in which to attempt to resolve the cleav- 
ages, political, ideological and economic, which now divide the world into two hostile camps. 


Under these circumstances and particularly in light of the remarkable, even dramatic 
change in the balance of payments position of Great Britain and most European nations 
within the last two years, it would be a mistake for the United States at this time seriously 
to consider a sharp and overall reduction in its tariff structure. Such a reduction in effect 
would be the equivalent of acceptance of unilateral free trade in view of the present rela- 


tively low level of our remaining tariff structure which has been reduced on an average 
71% since 1934. 


In this connection it may be noted that in the period, 1919-29, the U. S. merchandise 
balance of exports over imports averaged $1.331 billion; in the period, 1930-40, it averaged 
$0.548 billion, or an over-all average of $0.939 billion for the two periods. In the post-war 
years, 1946-52, (inclusive), the balance has averaged much higher at $4.909 billion, due to 
heavy U. S. grants and loans abroad which have occasioned the major part of this sharp 
increase. 
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se bal- The Dollar Gap—The Summary of the Report of the National Industrial Conference 

as the Board, speaking of the “dollar gap” says: 

ae “Substantial losses of foreign investment income and smaller profits from vari- 

oe ous services since World War 1 have tended in the postwar years to create heavily 

td adverse balance of payments positions among European countries and Japan, par- 
, ticularly with respect to the United States. This state of affairs, due primarily to 

lack of multilateral convertibility of most foreign currencies, and the need for goods 

dir of often available only in the United States, has led to ‘dollar drives’ and other efforts 

vern- by foreign governments to subsidize and otherwise stimulate their exports to the 

_ the United States.” 

The drive to stimulate exports has been covered in another chapter of this analysis 

on in which various offensive and defensive weapons of international trade have been discussed 

sity, in detail. 

and The Conference Board’s Summary continues as follows: 


lo to 3 “There has been a dramatic improvement, however, in almost all foreign coun- 
h of tries over the last year and a half toward balancing off their respective dollar sales 
with their dollar purchases. Figures for France for 1952 were not available in time 
for inclusion in the report. Except for Italy and France all other seven countries 


‘ion, 


neis 
ted (covered in the survey), whose payment balances have been causes of concern, show 
ans substantial credit balances in their current accounts for 1952 and to date in 1953. 
ave “If the ‘dollar gap’ be defined as the excess of the dollar value of U. S. exports 
per of goods and services over U. S. imports of goods and services, then the gap has van- 
ished, at least for the time being. During the year ended June 30, 1953, U. S. imports 
the for the first time since prewar days substantially exceeded U. S. exports for which 
Lor we were paid. The United States has been called upon in this twelve-month period 
the to settle these adverse accounts by deliveries of gold bullion and transfers of U. S. 
wie (dollar) bank balances and federal government bonds or other obligations. 
LV “Foreign nations nonetheless, during this twelve-month period, received eco- 
ps. nomic and military aid from the U. S. in larger sums than during any previous 
tic twelve-month period since the war. 
ns “This general reversal of the world’s balance-of-payment position with the 
ly United States was even more remarkable during the first half of 1953, when U. S. 
ct gold, bank balances, and government securities—earned net by other nations—would 
a- have more than paid for all economic aid extended by the U. S. in the period.” 
+ This quotation speaks for itself. Informed opinion is not unanimous as to whether 
this dramatic change will endure. Nevertheless, there is almost unanimous support for 
se the belief that the present improvement rests upon much more solid foundations than did 
d a similar improvement in 1950, which was reversed by disruption of international trade 
ir and finance that resulted from the Korean War in that year. 
- An excellent analysis of the current situation, made by Mr. M..A. Kriz (of the 
P Foreign Research Division of the Federal Reserve Bank of New York) is included in 


the Report of the Conference Board. His conclusions are given below: 
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“Far from demonstrating the prevalence of an intractable ‘disequilibrium’, the 
postwar dollar ‘shortage’ for the most part has therefore been a sign of the rapid 
recovery of Western Europe and its overseas currency areas, and of the free gifts 
made by the United States and Canada to speed up postwar rehabilitation and recon- 
struction. A rapid economic expansion and an acceleration of investment throughout 
the free world during the earlier postwar years was one of the major purposes of 
United States foreign policy. When the recipients of American aid had succeeded 
in employing their own resources fully and in restoring fiscal and monetary order, 
the dollar ‘shortage’ largely disappeared. Even though it is not possible to isolate the 
fundamental factors working toward a dollar equilibrium from the temporary and 
extraneous ones, these favorable circumstances must not be allowed to obscure the 
remarkable improvement in the basic international economic situation that has been 
achieved thus far. 


“Today, the main cause for skepticism is the fact that the closing of the dollar 
gap is taking place in an environment in which the ability of nondollar countries, espe- 
cially most Western European nations, has not yet been tested by currency converti- 
bility and a reduction in trade discrimination. Nevertheless, recent developments have 
given rise to new hope that many of these countries, even while continuing to meet 
heavy defense requirements, will succeed in the triple task of stabilizing their cur- 
rencies, re-establishing efficient, flexible, and self-supporting economies, and rebuild- 
ing their monetary reserves. These developments have also strengthened the convic- 
tion that, if the recent improvement in the international payments position is to be 
sustained, effective policies will have to be devised, in the United States as well as 
abroad, to promote a much more integrated pattern of world trade.” 


By any measure, this remarkable reversal in the balance of payments position with 
the United States is most convincing proof of the effectiveness of U. S. aid programs. 
It is also evidence of the fast growing strength and return to full competitive position by 
the industrial and exporting nations of Europe. 


Improvement In International Conditions—At the same time, full credit must be 
given to those nations which have by their own initiative adopted and enforced policies 
that have finally succeeded in most countries in putting an end to the spirals of inflation 
that followed World War II. Balanced budgets are no longer considered old-fashioned. 
They eliminate the temptation to create money artificially by monetization of expanding 
debts. Instead, they stabilize the debt and pave the way toward the convertibility of cur- 
rencies. They bring nearer the time when the various unfair discriminatory exchange 
controls and other restrictions on international trade and finance can be ended. Already 
they have resulted in reduction of these restraints on their internal and foreign trade, 
even though they have not relaxed them with respect to U. S. exports and U. S. dollars. 


As the Conference Board points out in its Summary of its Report: 


“Germany is now outstripping all others in return to normal peacetime opera- 
tion, despite loss of East Germany. Replacement of bombed-out and dismantled ma- 
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chinery and equipment in Germany and Japan has given these countries more tech- 
nologically efficient industrial plants than they had prewar. Because of their more 
efficient industrial plants, trade taking the place of aid might well benefit Germany 
more than any of our World War II allies. However, both Germany and Japan must 
expand their exports outside the Iron Curtain or they will be forced to do so inside 
that Curtain to support normal employment and feed their peoples.” 


Consequently, not only the United States, but European nations as well, in their 
struggle for maintenance of their present improved balance of payments positions, are 
certain to find Germany and Japan their foreign chief competitors for their internal, as 
well as their overseas, markets. 


Need For Return To Convertibility—The concept of “the dollar gap” is a clever 
semantic trap which has succeeded in misleading the entire world, including many in 
official and unofficial positions in the United States, as to the cause of the situation which 
the concept supposedly characterizes. It has succeeded in convincing all who are not 
familiar, even experts, in the field that the United States is to blame for the situation 
and, consequently, must, as the most powerful and the largest creditor nation of the 
world, take steps to cure it. 


Immediately following World War II, when there was no occasion for it, there was 
a similar attempt to rationalize the shipment of huge quantities of materials to prevent 
starvation through the world. This rationalization took the form of convincing the Amer- 
ican people that the United States, in order to “insure full employment” and to prevent 
a world-wide depression of the order of that of 1929-39, must continue its huge exports 
under a more or less permanent give-away or subsidy program. This drive was made dur- 
ing the period when foreign agricultural and industrial production was sharply below 
their pre-war levels. 


It soon became obvious that production levels would recover much more quickly 
than had been anticipated, as a consequence of U. S. economic aid for rehabilitation of 
production. Then various other drives were originated in Europe to convince the Amer- 
ican people that the lack of multi-lateral convertibility of most national currencies was 
due to inability to offset dollar commitments with dollar sales to the United States, and 
could only be cured by opening U. S. markets to European competitors. 


The truth is, as pointed out earlier, that such inconvertibility was due to the fact that 
the currencies of foreign nations had in most instances been cut loose from gold since 
1931 and were not mutually acceptable. As a consequence, international trade has be- 
come bilateral rather than multi-lateral and, in many instances, was reduced to what is 
in effect barter through bilateral agreements and bilateral settlements. This in turn 
resulted in the destruction of the old triangular or multi-lateral trade, such as that by 
which Europe sold to South America, South America sold to the United States and the 
United States sold to Europe. The destruction of the triangular trade and payments systems 
has resulted in the demand that the United States open its markets to European by- 
products which it does not want and reduce its purchases from South America of the 
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materials which it greatly needs. On the other hand South American countries do not 
want to sell to European nations for “soft” currencies that are inconvertible into gold, 
when they can sell for convertible dollars, and Europe does not want to sell to South 
American countries for currencies that are likewise not convertible into dollars. 


Need for Return To The Gold Standard—The surest solution to this problem is the 
return to the international gold standard. Only the United States and Switzerland are now 
on that standard. Conditions are rapidly developing which, if encouraged, can result with- 
in the early future in the return of the major nations of the world, with the possible excep- 
tion of Great Britain, to at least a modified form of the gold standard. Britain most likely 
would require more time. By doing so, all national currencies would again become mutu- 
ally exchangeable for one another and triangular and multilateral trade and settlements 
would be immediately revived. The normal trade channels of the world, developed over 
the past two centuries, would be reestablished, except in the areas now under the domi- 
nation of Soviet Russia. 


The premium on gold on the free and black markets of the world, which since World 
War II had existed in terms of depreciating currencies, has now disappeared following the 
balancing of European budgets, the end of debt monetization, artificial creation of money 
at rates faster than production growth, and the improvement in the balance of payments 
positions of most nations, as their exports have expanded at a rapid rate in the past two 
years. 

Even here, however, another attempt to mislead the American public has been made. 
For several years there have been drives to persuade the United States to devalue the dollar 
in terms of gold and give the large profit therefrom to other nations either to assist them 
in elimination of the “dollar gap” or to permit them to return to the gold standard more 
quickly, 

One such proposal advocated an increase in the price of gold from $35 to $50 an ounce, 
which would show a profit of $23 billion on the U. S. gold stock, and turning this 
profit over to some international agency to dispense to foreign nations as they needed 
it. There is another school, with headquarters in South Africa and various European 
cities, that advocates an increase in the gold price to $70 an ounce, giving a profit of $35 
per ounce on the U. S. gold stock. The London Economist even proposed that the United 
States create $35 billion of new money merely by bookkeeping entries between the U. S. 
Treasury and the Federal Reserve Banks to establish an international clearing union. The 
article admitted that “three really bad years or even less” might exhaust the fund. 


All these proposals are attempts to assure continuation of handouts to the rest of the 
world at the expense of the U. S. taxpayer or by some sleight-of-hand trick, such as 
devaluation, which their proponents fail to point out would certainly result, sooner or 
later, in drastic inflation in the United States. 


These various proposals, however, are rationalized by so-called economists who justify 
them under the guise of “saving the free capitalistic enterprise system from itself”. 


The National City Bank of New York in its Monthly Letter of March, 1953 
summarizes some of these proposals and concludes rather tersely that “dollar shortages 
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among foreign nations, as well as citizens at home, spring out of inability or unwilling- 
ness to keep a balance between income and outgo” and concludes that “it will be well, if 
the Economist’s suggestion proves to be the dying gasp of post-war European inflation- 
ism”. The Bank in the same Monthly Letter comments “‘virtually all (of the various U. S. 
aid programs ) have been justified in the name of ‘dollar shortage’ which has been accepted 
as the cause of inconvertibility”. 


Now comes the latest drive from abroad on behalf of “trade, not aid,” the fallacies of 
which have been exposed earlier in this analysis. In this connection a quotation by the 
National City Bank is pertinent. It quotes from an article in The Banker (of London) 
in September, 1952. There the writer, speaking for “A Program For the Commonwealth”, 
comments on the problems of the sterling area as follows 

“*The main fault of the overseas sterling area and particularly of the overseas 
dominions since the war has lain in the excessive volume of imports and this has been 
associated with its uneconomic industrialization schemes 





“The blame that Britain must bear for successive sterling area crises since the war 
is... perhaps less obvious than the blame that must be borne by the overseas dominions. 
But it is nonetheless real. Britain’s fault has lain in its failure to readjust its pattern 
of production so as to be able to offer the goods that the outside world is now willing 
to buy from it—and to offer them at suitable delivery dates, in the right markets and 
with the right degree of persistent sales pressures . . . There is no doubt that British 
engineering concerns could have found much larger markets in Canada and, still 
more, other non-sterling markets outside the United States, if they had only been 
obliged to look for them since the war”. 


The National City Bank itself concludes : 


“The purpose of these citations is to drive home the point—that the real solu- 
tion of world currency disequilibrium, of which the dollar problem is a manifestation, 
lies not in some simple magic like upvaluing gold, but in tackling realistically the 
harder task of putting the underlying condition to right. This means such things as 
suppression of inflation, the greatest of all wreckers of currencies; offering, as the 
quotations above prescribe, the right goods in the right markets with the right degree 
of persistent sales pressure; willingness on the part of creditor nations to accept pay- 
ments in goods and services; and encouragement of a favorable climate for interna- 
tional investment. 


“The basic weakness of the case for a higher gold price is that it accomplishes 
none of these things. Instead it applies the poultice of inflation over the whole situa- 
tion, thereby discouraging efforts to find the true remedy. Can anyone doubt that 
the outcome would be further procrastination and delay in making the difficult read- 
justments essential for restoring order and stability in international economic 
relations ?” 


The Bank might also have added that the same procrastination and delay in making 
the difficult adjustments essential for restoring order and stability would ensue from the 
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opening of U. S. markets to European competitors in order to relieve them of the burden 
of rebuilding their old markets in their proper channels of trade, the failure to do which 
will only perpetuate rather than cure the so-called “dollar gap”. 


Conclusions 


The United States under these circumstances is fully justified in rejecting the demand 
from Europe that the United States accept on a unilateral basis the doctrine of free trade. 
While the United States should be willing at all times to review its tariff structure, at this 
time it should carefully survey the entire international situation. In view of the failure 
of the Reciprocal Trade Program to effect reciprocal benefits to the United States in 
exchange for the 71% reduction in over-all tariff rates which the United States has 
effected since 1934—and in view of the intensification, rather than decrease, in the use 
of both offensive and defensive weapons of unfair competitive practices in international 
trade by European nations who have benefitted from the U. S. program—in view of all 
that, the least that the United States can demand is the elimination of discriminations 
against the U. S. dollar and U. S. exports. 


The United States should use its tariff bargaining position—or what is left of 
it—along with any other trading asset it may have, to encourage the British Empire and 
other nations to break down all discriminatory tariffs and other barriers by which for years 
they have protected their own and their colonial areas against the products, not only of 
Japan and Germany in the years between the two wars, but also of the United States. 


Until these discriminations are removed against all nations, neither British nor other 
nations can come to the United States with clean hands, demanding that we eliminate or 
sharply reduce our protective tariffs. This is true, not only with regard to the United 
States, but with regard to Germany and Japan. Both of these nations, as in the past, 
would look toward countries that are now under the domination of Soviet Russia for large 
markets for their exports. To what extent they trade behind the Iron Curtain is a matter of 
great military importance to the Western World and, if in the interest of the defense of the 
Western World, they agree to limit trade with Russia and its satellites to nonstrategic 
exports, they should be given reasonable opportunities to make up any resulting deficien- 
cies through larger exports to the markets of the Western World, including the United 
States. Germany is particularly handicapped—compared with her pre-war position— 
because of the loss of a large portion of her agricultural production behind the Iron Cur- 
tain and little prospect of its recovery in the foreseeable future. Meanwhile, her popula- 
tions has been substantially increased by refugees from East Germany and East Europe. 


The Conference Board’s Report attempts to evaluate, not only the loss of trade of 
European nations, as well as Japan, because of the Iron Curtain, but also the losses which 
these nations have suffered as a consequence of the partial disintegration of their colonial 
empires. 


However, it should be noted here that in many instances these colonial powers 
still retain special privileges in their former colonial dominions in respect to common cur- 
rencies, as well as traditional trade channels, debtor-creditor relations and other financial 
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and commercial ties which are not easily broken. As a consequence, these colonial losses 
may not prove to be as serious as they appear on the surface. Without question, 
Great Britain, Holland, Belgium and France will continue to be in privileged positions in 
regard to international trade with respect to colonies which they have lost, if for no other 
reason, because of large debts incurred during World War II by these nations to their 
colonial areas—debts which are not likely to be liquidated other than through trade rela- 
tions or unilateral repudiations. 

Japan, however, is in a particularly vulnerable position with respect to her natural 
markets in China which may be foreclosed to her to a major degree for an uncertain period 
in the future. She likewise has lost substantial territorial areas held before the war and 
will be faced with an extremely serious problem of maintenance of employment and pre- 
venting starvation among her people. 
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CHAPTER V 


A CONSTRUCTIVE ECONOMIC FOREIGN POLICY FOR 
THE UNITED STATES 


In formulating a constructive economic policy for the United States it is desirable to 
determine the objectives and to appraise the alternatives presently facing this country. 


Objectives Of A Constructive Policy 


Maintenance Of Economic And Military Strength At Home—There is general agree- 
ment that the paramount requisite of a constructive and enlightened economic foreign 
policy for the United States is, above all and at all costs, to remain strong at home both 
economically and militarily. If foreign policy in any respect weakens the United States 
internally, it will defeat its own purposes by undermining not only our national security, 
economic health, and general welfare, but also the leadership which the United States neces- 
sarily has assumed in world affairs. Strength at home requires avoidance of economic de- 
pression at home, if the United States is to provide the stability upon which the Western 
World depends in the apparently interminable Cold War now being waged from behind the 
Iron Curtain. 


Our military strength itself (both external and internal )—which must be sufficient to 
meet the threat of degeneration of the Cold War into atomic warfare at any time—de- 
pends upon the maintenance of a strong domestic economy and the continued soundness of 
all segments of our agriculture and industry, especially those branches of industry which 
constitute the mobilization base built wth such care and at the cost of billions of dollars 
at home and abroad in recent years. 


It is essential that our domestic basic communications, transportation, and water, gas 
and power systems which serve all other productive and distributive facilities be kept 
efficient and protected from threats from any quarter. Those basic industries on which 
these systems are dependent—such as the Electrical Manufacturing Industry—are essen- 
tial to the entire military establishment and civilian defense. They must be prepared to 
cope with national disaster of any nature which affects the national health, welfare, and 
security. 


These systems and their underlying industries must at all costs be kept independent. 
The United States can no more afford to become dependent upon foreign industries and 
servicing in these critical areas than in the servicing of our Merchant Marine or our mili- 
tary establishment at home. 


Therefore, in any review of foreign economic policy, considerations assuring the con- 
tinued expansion and preservation of a domestic economy, strong both for peace and for 
war, should predominate. 


Maintenance Of Proper Budgetary, Fiscal And Monetary Policies—Just as vital a 
consideraton of every nation seeking internal security and stable external economic rela- 
tions is the re-establishment at home of governmental fiscal, budgetary, debt, and monetary 
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policies that will avoid either inflation or deflation to the maximum extent possible in, and 
compatible with, a free society. The United States must put its own house in order in this 
respect before it can point its finger at other nations. 


In this connection, it is pertinent to quote here Professor Lionel Robbins (of the Uni- 
versity of London), speaking recently to a British audience on foreign trade policy, as 
follows: 

“But in the last analysis, until [internal] financial conditions are under control, 
trade policy is without a foundation. It is indeed not easy to overstate the central 
importance of financial policy in this matter of international balance. For dispassion- 
ate study of the facts must surely reveal that st ts the failure of [internal] financial 
policies which has been responsible for the persistence of our troubles—to be perfectly 
explicit, that it is the failure of the nondollar centers to restrain their [internal] ex- 
pansion which is responsible for their failure to get nearer to closing the dollar gap.”" 
[Emphasis supplied] 


In other words, the United States, as well as foreign nations, must put an end to the 
spirals of inflation (that have prevailed throughout the world in varying degrees since 
1939) by re-establishing and maintaining balanced budgets, thereby putting an end to the 
continuous and artificial increases of money supply—by monetization of the public debt 
—at rates faster than increases in production of goods and services. 


Both our debt and tax structures in the United States are now so high that any acute 
and continuing emergency that develops before we have substantially reduced both our 
present per capita national debt and our tax rates could result in total repudiation of our 
public and private debts and our currency, as well as confiscation through capital levies or 
still higher tax rates. This has already happened in many foreign nations twice in the four 
decades since World War I. 


Since 1939, the over-all production of goods and services in the United States has 
less than doubled, while in this same period the over-all money supply has approximately 
tripled,? a combination of factors that is responsible for our current fifty-two-cent con- 
sumer dollar. 


Termination Of Foreign Economic Aid—For 14 years large areas of the world have 
been recipients of huge quantities of money loaned, or, more frequently, given as free 
grants, by the United States out of the pockets of American taxpayers. There was urgent 
need for such action during World War II and in the early post-war period to prevent 
first, loss of the war and later, starvation, as well as to effect necessary rehabilitation. 
With industrial and agricultural production in Europe now above pre-war levels in all 
countries, it is clear that U. S. economic aid has accomplished its laudable objectives there. 
There is, therefore, no further justification for U. S. governmental gifts and loans to 
Europe for economic purposes (until and unless new, genuine emergencies arise). The U. S. 
taxpayers can no longer afford to continue such foreign economic aid under any pretext 
so long as present conditions prevail abroad. Should we continue to do so, our domestic 


National City Bank of New York—Monthly Letter—March, 1953. 
Calculated from U. S. Department of Commerce and Federal Reserve Board Reports. 
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economy could be so weakened as to destroy the present international balance, as uncertain 
and tenuous as it now is. There is, however, a constructive alternative that is open to us, 


The United States since World War II, according to official U. S. reports, has devel- 
oped the largest reservoir of private capital savings in history. Prevailing interest rates 
are as low as they have ever been in past history on free markets. Foreign governments 
and foreign private enterprises are as free to borrow on the American capital market today 
on the same non-discriminatory basis as any American citizen or corporation. The only 
limits are sound credit, adequate security, and financial integrity. 


The U. S. government under present circumstances should, therefore, put an end to 
foreign economic grants-in-aid and governmental loans in general, whether made to for- 
eign governments or private enterprises. 


Encouragement And Protection Of U.S. Private Investments Abroad—We should en- 
courage by every means at our disposal the flotation of bonds and stocks of both foreign 
nations and private enterprises upon the U. S. capital market. They can offer the same 
incentive and the same security (by mortgage, etc.) for the investments as are offered 
by our own governmental units and our private enterprises seeking capital for productive 
purposes. 


In order to spark our private foreign investments, however, our State Department 
should through diplomatic commitments secure the maximum assurance possible from 
each nation of full protection to American investors against confiscation or nationalization 
without adequate compensation of any project in which U. S. and other foreign capital has 
been invested. Such assurances have recently been obtained by private enterprises from 
some nations, as, for example, India. 


A consistent policy of expansion of U. S. exports of private capital from the United 
States is the only effective method by which we—as a great creditor nation—can expect to 
enjoy continuing surpluses of exports over imports and at the same time maintain stable 
international trade relations and assure multilateral convertibility of foreign currencies, 
without continuation. of U. S. governmental grants and loans. This process cannot con- 
tinue indefinitely, for a time must eventually come—though it may be after the lapse 
of one or two decades er more—when annual interest and profits and principal repayments 
on foreign investments will become so large that the United States will be forced 
to accept import balances or suffer defaults on its private and governmental investments 
and loans abroad. 


This substantial lag of possibly a decade or more will be of incalculable benefit to the 
United States and the Western World. It will permit more orderly readjustment to 
existing unstable conditions in international trade and finance. Furthermore, in this 
period the bitterness of the Cold War and the economic and political cleavages between 
the Western World and the Iron Curtain nations may be gradually minimized, if not 
eliminated. Finally, this period will permit a better solution of the problems involved in 
raising the living standards of foreign nations, particularly in the presently overpop- 
ulated and undeveloped areas of the world. This can be accomplished through normal 
international trade and properly secured international loans and investments among 
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private enterprises rather than by unsecured loans or non-reimbursable grants-in-aid 
from the U. S. government to foreign nations or their nationals. Special incentives, such 
as tax exemptions, fast write offs, etc., could be offered by both U. S. and foreign govern- 
ments. 

As soon as foreign governments find that they can no longer rely on free gifts or 
unsecured loans from the U. S. government—that are more easily repudiated than 
secured private loans and investments—whether sought for economic rehabilitation or 
for socialization of their economies—internal economic and political pressures on them 
and their private enterprises for modernization and expansion of their productive faci- 
lities will force them to take advantage of the U. S. capital market. 


Encouragement Of Technological And Market Development—There are two re- 
spects in which the U. S. government can give continuing constructive aid both to 
Europe and to undeveloped areas of the world, thereby further encouraging self-help 
and self-reliance 

With respect to Europe, the United States has already through economic aid made pos- 
sible full post-war recovery in production and technological improvement of European pro- 
ductive facilities. New stimulation would involve technical assistance with respect to broad- 
ening and developing Europe’s internal markets, especially if they become free markets. This 
stimulation can be effected at relatively small costs through an understanding and accept- 
ance of more advanced American marketing techniques, salesmanship, advertising and 
other marketing practices, and the development—as a consequence thereof—of substantial 
increases in public demand and in volume of production, thereby securing lower unit pro- 
duction costs, lower prices and better qualities through standardization and similar 
practices. This course will also increase the national incomes, tax revenues, exports 
to neutral markets and the living standards of all the nations that follow it. 

With respect to the undeveloped nations of the world, which presently are primarily 
the great raw-material-producing areas, technical aid and pilot plant operations financed 
by the U. S. government, if necessary, can be justified under current conditions. Even 
the development of industrial production in those nations—where there is a real chance of 
their obtaining comparative cost advantages sufficient to justify their efforts—should be 
encouraged through private American capital investments. Even a moderate increase in 
the purchasing power through greater production and productivity would expand not only 
the living standards of these nations, but also their imports of U. S. and other foreign 
products. 

In general, however,—it cannot be repeated too often—it should be made clear to the 
rest of the world that the period of easy loans, free of security and freely repudiated, and 
free grants from the United States for general economic aid, rehabilitation and expansion 
has ended. 

As Secretary of the Treasury Humphrey recently stated (before the Advisory 
Group on International Trade under the Chairmanship of Senator Homer Capehart) on 
September 15, 1953): 

“However, as Secretary of the Treasury, I want to make clear to everyone 
that the government must question both its right and its financial ability to con- 
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tinue to use taxpayers’ money to finance investments abroad on a large scale in the 
development of competitive enterprises.” 


It should be made clear to European nations that, if they want to socialize their econo- 
mies, if they want government-supported medical care, health programs, or a 40-hour 
week, while other nations competing with them in international trade are working 48 and 
49 hours per week, they must be able to support such programs from their own resources 
In short, if other nations want to socialize their economies, but cannot afford it, they can 
no longer expect U. S. taxpayers to continue to subsidize them. Our taxpayers already 
have the largest per capita tax burden of any nation except Great Britain. ‘ 


Any increase 
could in time place us in an embarrassing financial condition similar to hers. 


Continuation Of Military Aid—A constructive economic foreign policy in the 
foreseeable future will require that all foreign assistance, except as above noted, b¢ 
confined strictly to military aid and only to those nations which are willing fully to co- 
operate with the United States in its military and security programs. Care should be 
taken to prevent using military aid as a cloak for economic assistance. Such aid, as well 
as spending abroad by U. S. military agencies and personnel, will continue for many years 
to be stabilizing forces in settlements of the international balance of payments 

Development Of Continental Free Trade Areas Or Customs Unions—Perhaps the 
most constructive form of self-help to be encouraged abroad would be prompt develop- 
ment by foreign nations of continental free trade areas or customs unions within Eur ype 
the British Empire, South America and Africa. There is no need of waiting until Eur: pe 
and the other areas have been fully federated politically. 

A first step in this direction has already been taken, The Schuman Plan for the 
coal, steel and iron industries—already in operation in six European nations—as well 
as the Customs Union of The Netherlands, Belgium and Luxembourg—are significant 
and encouraging developments. They are, however, defective in that, while they have 
created common markets, they have not attained free competitive markets within their 
jurisdictions. Under the Schuman Plan a supra-national authority is empowered within 
its jurisdiction to restrict production and fix prices and even wages—controls which do not 
exist in a truly free market. 


Discouragement Of National And International Cartels—In other European nations, 
and in areas other than coal, iron and steel of the Schuman Plan nations, cartels are stil! 
legally permitted to exist. One of the most constructive things which the United States 
could encourage abroad, therefore, would be the elimination of all national and international 
cartels, governmental as well as private. Competition in production and distribution within 
the United States has been a primary factor in our higher and constantly expanding levels 
of production and productivity, as well as living standards. Europe and the rest of the 
world can not hope to attain our over-all productivity and living standards until they 
accept the principles of free competition on their domestic markets. 

It is these principles that account for the ability of the United States to produce 40% 
of the total production of goods and services of the entire world, despite the fact that it 
has less than 8% of the land area and population of the world. 
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Discouragement Of Discriminatory Trade Practices—Until the chaos that has pre- 
vailed in international trade and finance since World War I and II has been eliminated 
and these fields have been returned primarily to private channels, it is unrealistic to expect 
debtor nations—or those nations that must expand their exports in order to prevent star- 
vation or maintain reasonable levels of employment—to eliminate their present barriers 

the expansion of international commerce. The many and varied export subsidies and 
the various tariff walls, exchange controls, quotas, and other barriers against imports— 
that have plagued international commerce since World War I—will be practiced until 
stability and multilateral convertibility of national currencies (into gold or U. S. dollars) 
have been reestablished. 


However, conditions have so remarkably improved—mainly as a result of U. S. aid 
—that the United States is fully warranted in demanding now the removal of discrimina- 
tions by all nations of the Western World against U. S. exports and U. S. dollars. These 
discriminations began in the period between the two wars and have been sharply intensi- 
fied since the end of World War II. Great Britain and her Empire since 1932 have been 
among the chief offenders in this respect. 


These same discriminations have been directed against Germany and Japan—in past 
years—and will become increasingly intensified in coming years, as they seek enlarged 
export outlets to maintain employment and even prevent starvation. If these discrimina- 
tions are continued and intensified, Germany and Japan may be forced behind the Iron 
Curtain. 

All further U. S. assistance abroad—even military aid, as well as any further reduc- 
tions in the U. S. tariff structure—should be conditioned upon elimination of these dis- 
criminations against not only the United States, but also Germany and Japan. 


As has been emphasized elsewhere, export subsidies and barriers to imports are 
much more effective weapons in international trade than tariffs. They also should be 
discouraged by every means at the disposal of the United States. 


Encouragement Of An International Gold Standard—All nations of the world should 
be urged to return to an international gold standard as soon as possible. The recent sus- 
pension of inflationary trends throughout the world should make it possible for many 
nations to return to gold in the near future. 


With the price of gold now back to its pre-war level of $35 per oz. on both free and 
black markets, new gold production can be channeled into governmental monetary and cen- 
tral bank reserves. It is not too much to expect that most major nations can within 5 
years return to gold. Each nation that does so is increasing international stability and 
multilateral convertibility of national currencies. 


The United States has remained on an international gold standard. It could encourage 
others to do so by various means and should do so, short of subsidization. It could also 
encourage it by return to full convertibility of its dollar into gold on the domestic market 

Meanwhile, multilateral convertibility of national currencies in terms of the U. S. 
dollar should be encouraged. So-called “administrative convertibility” by currency man- 
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agement is an illusion in a world that is plagued by black markets in currencies due to their 
official over-valuation in terms of gold and the U.S. dollar. So long as the currency of 
any nation is over-valued, its imports are increased and its exports are decreased from 
levels that would otherwise prevail, thereby increasing the so-called “dollar gap”. 


The parities of all national currencies should therefore be reexamined. Free mar- 
kets for foreign exchanges should be legally re-established. They should be permitted to 
serve the useful function they performed before they were outlawed in most nations dur 
ing and since World War II. 


Discouragement Of Governmental Commodity Control Schemes—Much that has been 
said with reference to state trading and financing applies equally to national and interna- 
tional commodity control schemes—state trading schemes—operated by governments 
Here the United States—in its agricultural program—is equally guilty with many foreign 
nations. All these schemes should be eliminated by international agreement as soon as pos- 
sible, with a reasonable time to permit orderly economic and political adjustment under 
well-conceived programs for liquidation of their present commitments and provision for 
relief and assistance to those injured by readjustment to free markets. 


For the United States now to accept the doctrine of unilateral free trade or its equi- 
valent—an over-all general reduction of its present relatively low tariff structure—would 
be merely to invite inroads by state-producing, state-trading and state-financing nations at 


a time when the world economy is more vulnerable than at any time during previous his- 
tory. 


Discouragement Of State-Production, State-Trading And State-Financing—The 
United States should use all its influence and trading position to encourage or 
even demand (in exchange for other benefits) elimination by other nations of 
these practices by nations that claim to be free societies. They are incompatible with free 
markets and free societies, as well as with the principles of free or “freer” international 
trade. These practices, which in most nations have been the outgrowth of World War II, 
preempt the functions of private enterprises. 


They have tended to perpetuate themselves in both European and other foreign coun- 
tries, especially those which are now under strong socialist influence. The result of their 
continuation beyond genuine emergency periods will almost inevitably be the ultimate 
socialization of those societies that practice them. 


They have, however, special significance in the area of international trade. It is 
possible for nations operating under some system of national socialism to wreck the in- 
ternational trade of the Western World by sales made for .o.itical or military reasons 
into foreign markets at prices without reference to production costs. Fascist and com- 
munist governments have in the past employed large-scale slave labor in their industrial 
and extractive enterprises. Today, it is estimated by United Nations agencies that Soviet 
Russia, since World War II, has had as many as 12,000,000 of such slave laborers. 


It will also be recalled that in the period between the two wars Russia, over a period 
of two years, exported wheat to world markets at the cost of starvation of several millions 
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of her own people. From time to time in the current post-war era, Russia has also 
attempted to obtain control of, or extend her influence to, particular nations or areas 
by preempting their entire—or a large share of—export trade at prices above world levels. 


Present Alternatives Facing The United States With 
Reference To International Trade Policy 


The Reciprocal Trade Program, begun in 1934 and continued until the present, has 
been a failure when its results are realistically appraised. There has been little or no actual 
trade reciprocity by other nations in exchange for the past sharp reductions effected since 
1934 in the Smoot-Hawley tariff rates of 1930. Since World War II ended, unfair com- 
petitive practices in foreign trade, especially discriminatory practices against the United 
States, have become intensified and have nullified most of the so-called reciprocal conces- 
sions granted us. Little now remains of the 1934 tariff structure. Average rates have 
been reduced 71% since then. There are, however, still high rates on specific products 
which the United States can never hope to produce in any substantial volume. There are 
also areas in which U. S. tariffs can be reduced in the public interest without serious injury 
to U. S. farmers, capital, or labor. 


However, any further adjustments in the remaining structure, even in these areas, 
should be used to force reciprocal action abroad—and, if reciprocal benefits are not 
actually realized, we should cancel all such concessions. In fact, we should at the same time 
not hesitate to raise tariff rates, where selective study of particular rates and particular in- 
dustries show that such action is advisable and in our enlightened self-interest. 


Any further general reductions in U.S. tariff rates would be disastrous to many 
industries, to large segments of our labor and agriculture, as well as to many entire com- 
munities which could easily become ghost-towns. 


Over-all national security considerations require that, in implementing the policy 
of selective tariff adjustment, or any other economic foreign policy, recognition be given, 
not only to the necessity for protecting every basic industry that is vital to national 
defense or is a key to the maintenance of the independence of any segment of our entire 
military establishment from foreign sources for essential equipment, but also to the 
assured maintenance of a strong, healthy, and dynamic over-all economy for the nation. 
These considerations cannot be governed by ordinary economic rules. Whether the pro- 
tection is afforded by higher tariffs or other restraints, including “Buy-American” 
policies in this area, we must not sacrifice our national defense and general over-all 
security at home in the name of aid abroad. These national defense and home security 
needs are similarly recognized by all foreign nations in the General Agreement on Tariffs 
and Trade. 


Consequently, the United States—if it is to act realistically and not emotionally in 
the revision of its foreign economic policy—is faced with three possible alternative policies 
with respect to international trade: multilateral free trade, unslateral free trade, or selec- 
tive adjustments for particular industries and for particular products within industries. 
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Multilateral free trade is an impossible ideal for the present world and could not be 
attained even in the Western World under existing conditions, including the Cold War of 
uncertain duration. There is no possibility of any substantial group of nations agreeing 
to accept it now as their foreign trade policy. Even if it were possible, the principles of 
international free trade are founded upon private competitive and free enterprise acti- 
vated by the profit motive. The existence of totalitarian powers would jeopardize the 
functioning of multilateral international free trade under any circumstances, and especially 
now. 


Unilateral free trade and its fallacies have been fully analyzed earlier. Its great short- 
term advantages and the long-term disastrous consequences to Great Britain, which 
practiced it advantageously for 65 years, have also been discussed earlier. If the United 
States alone should undertake now to engage in international free trade, the short-term 
consequences would be elimination of many of our industries which admittedly now 
operate under comparative cost disadvantages in competition with the products of these 
same industries in foreign nations. Unilateral free trade would mean prolonged un- 
employment in large segments of our labor and agriculture, and disruption of whole 
communities. In addition, there would be serious impairment of investments in both 
agriculture and industry. 


Even the long-term benefits—which unilateral free trade might afford—are uncertain, 
vague, and unlikely to develop at this juncture in world affairs. They can hardly justify 
the acceptance now by the United States of these short-term consequences. 


Our tariff structure at present is so low, compared with all other major nations, that 
an over-all reduction of even minor proportions would in effect be the equivalent of the 
acceptance of unilateral free trade and have the same short-term evils and the same uncer- 
tainties in respect to the long-term benefits. 


Selective adjustments, usually made effective through changes in customs rates for 
particular industries and for particular products of various industries, is, therefore, the 
only realistic alternative remaining for the United States. Any downward adjustments in 
rates should be based on studies, industry by industry and product by product, as President 
Eisenhower has recommended. Such a selective adjustment can be effected, if made real- 
istically, to the benefit of the United States as a creditor nation and without serious 
injury to its farms, its industries, and its labor. It is equally important, however, that 
selective studies be made of the advisability—even necessity—of selective increases in tariff 
rates now applicable to particular industries and their products. 


While most of those raw materials, with which the United States is not naturally 
endowed, are presently subject to no duty, there are some in respect to which it would 
be to the over-all interest of the country to eliminate existing tariffs, particularly where 
there can never be any substantial production of such products within the United States. 
Readjustment aid to capital and labor in these fields could be provided on a temporary 
basis, by direct federal subsidies where the injury proves sufficient to make it advisable. 
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Wherever, as a result of studies, the decision is made substantially to reduce or elimi- 
nate tariffs, the general consensus is that such eliminations or reductions should be spread 
over a period of time to allow for orderly readjustment of capital and labor to other 
more efficient fields of endeavor. This course may be preferable to putting such measures 
into effect immediately, but obviously it would postpone any early substantial bene- 
fits to foreign countries from U. S. tariff reductions. The only alternative course is imme- 
diate elimination or full reduction of tariff protection on certain industries or certain of 
their products, with temporary governmental subsidies to capital and labor of such indus- 
tries during the readjustment period. This course would give foreign competitors imme- 
diate benefits from expanded exports to the United States. However, it would amount 
to a sharp reversal of our foreign aid program under which we have subsidized foreign 
countries since 1945. Under this alternative we would subsidize our own industries. In 
other words, “trade, not aid” for Europe, Asia, and Africa would be converted to “aid, 
not trade” at home. In any case, the same U. S. taxpayers pay the subsidy bills, regard- 
less of the recipients of the subsidies, and similar vested rights in the continuation of 
the subsidies would be created. 


All procedural and technical delays with reference to all commodity classifications 
and rates applicable thereto—that have grown up over recent years—should be eliminated. 
However, the rights of U. S. importers to appeal to the courts should be carefully pre- 
served to prevent illegalities and inequities due to wrongful classifications. At the same 
time, U. S. producers, threatened by foreign imports, should be given the right to appeal 
to the courts from administrative rulings on “peril point” and “equalization of costs” 
provisions of the Tariff Act, as well as on rates and classifications. 


The Customs Simplification Act of 1953, although a step in the right direction, merely 
relates to certain customs procedures. In enacting it, Congress purposely avoided the 
more difficult and important problems because of pressure of time in the last session. 
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PART IIl.—-THE FOREIGN-TRADE POSITION OF THE 
UNITED STATES ELECTRICAL MANUFACTURING 
INDUSTRY 


CHAPTER I 


THE IMPORTANCE OF THE ELECTRICAL MANUFACTURING 
INDUSTRY IN THE U, 8S. ECONOMY 


The Report of the National Industrial Conference Board was prepared basically to 
provide information on the current competitive position of the U. S. Electrical Manufac 
turing Industry in foreign trade. This Industry constitutes a large and increasingly vital 
segment of the U. S. economy and in many respects its problems are representative of 
those of many manufacturing industries in the United States. The Board’s Report con 
tains, therefore, a great deal of information which has general application to the over-all 
economic foreign policy of the United States. 


THE ELECTRICAL MANUFACTURING INDUSTRY AS A KEY 
INDUSTRY IN THE U. 8S. ECONOMY 


The United States today enjoys the most highly electrified economy in the world 
Electric power is as essential to modern American civilization as any prime factor on which 
it rests. All industrial production and distribution, all communications and transportation, 
as well as the living standards of the people, are dependent upon the constant expansion in 
the electric power industry and the Electrical Manufacturing Industry which serves it 
Practically every home, farm, commercial establishment and industry in the country is today 
dependent on electric energy and power-producing facilities, as well as proper mainte 
nance and servicing of such facilities.’ 


The Electrical Manufacturing Industry has been the leading contributor to the con 
tinuous increase in our industrial productivity and our steadily improving standards of 
living. It has led the way through constant research and development into new scientific 
fields. It is this Industry which has brought about the age of electronics and must continue 
to lead in the development and application for civilian purposes of atomic and nuclear 
energy that hold incalculable promise for the future. 


In addition, the Industry holds a paramount position in national defense. It has 
demonstrated this fact in two World Wars. It is a producer of essential products rang 
ing from jet engines to radar, from electronics to thousands of electrical equipment items 
upon which the armed services depend. All modern aircraft, ships and fire power are de- 
pendent upon it. Its particular skills and facilities have been extended, when needed, to 
war materiel far afield from electrical equipment. 


Apart from its essential nature as a direct producer of war materiel, the nation’s 
entire industrial mobilization base is dependent upon not only power, but the availability 
of emergency and maintenance service for power-generating equipment. The ability to 
restore production following enemy attack is vitally essential to survival of the United 
States in the atomic age. A strong and prosperous Electrical Manufacturing Industry 


*Source: The Report of Stone & Webster Engineering Corporation. 
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in the United States is vital not only to the national economy, but also to a strong and 
prosperous world economy. 


The importance of emergency and maintenance service is illustrated by the problems 
raised by the recent Kansas City flood and New England hurricanes, as examples of catas- 
trophes that might disastrously affect the national health, welfare and safety. 


The National Industrial Conference Board (as stated earlier), on behalf of the 
National Electrical Manufacturers Association, commissioned the Stone & Webster Engi- 
neering Corporation to undertake a study of all related problems and past experience appli- 
cable to them. 


The findings of the Stone & Webster Engineering Corporation may be summarized, in 
part, as follows: 


A continuous uninterrupted supply of electric power in the United States has 
been so nearly achieved that American industries expect it, depend on it, and have 
adjusted their operations to this expectation. This is particularly true of the many 
automatic or continuous processes which are characteristic of American modern, 
efficient operations. * * * The water supply for public consumption and, hence, sani- 
tation and public health, is almost entirely dependent on electric service. 


Approximately 20% of the scientific and engineering personnel in the manu- 
facturing industry in the United States are engaged in electrical work. * * * Ap- 
proximately 25% of the funds expended for research and development in all manu- 
facturing is spent in the Electrical Manufacturing Industry. 


The Electrical Manufacturing Industry maintains a field staff of over 3,000 
engineers and 5,000 skilled workers throughout the United States for servicing 
equipment. * * * The manufacturing and service shop facilities of the American 
electrical manufacturers are available widely throughout the United States. * * * 
The extensive servicing resources close to the American customer maintained by 
U. S. electrical manufacturers have not and probably could not be developed with 
economy by any foreign manufacturers selling electrical products in the United 
States. 


In the event of war, foreign manufacturers probably would not be able to 
service or deliver equipment. * * * U. S. manufacturers would have difficulty in 
repairing foreign-built equipment because of insufficient information, unavailable 


shop drawings and differences in construction requiring the manufacture of special 
tools and other facilities. 


The Electrical Manufacturing Industry in the United States has rendered expe- 
ditious and important service in the installation of electrical service in emergencies 
such as disasters caused by flood, fire and explosion which could not be duplicated 
by foreign manufacturers. * * * There are many examples showing the inability of 
foreign manufacturers to deliver, repair and service important electrical equipment 
during war and the years following war. The operation of important power plants 


has been delayed for years where equipment was ordered from foreign manufac- 
turers. 
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Finally, the Electrical Manufacturing Industry is a vital factor as a supplier of essen- 
tial heavy power equipment and maintenance services for all federal multiple-purpose dams 
and power projects, existing and future, and for the federal atomic and nuclear energy 
plants. 


In a dynamic and expanding free economy, there is essential need, not only for gov- 
ernmental agencies and governmental capital in special fields, but primarily for private 
agencies and private capital constantly devoted to expanding technological research, exper- 
imentation and development of new sources and uses of power. Only a strong, aggressive 
and prosperous industry is capable of furnishing the extensive capital resources necessary 
to absorb the risks involved in such extensive and speculative research and development 
work. The function of government in free societies should be limited to those areas in 
which the risks are too great for private capital to absorb. 


In conclusion, Secretary of the Interior McKay’s recent statement, in reply to a 
question whether the United States now has enough power to take care of our national 
defense needs in case of all-out mobilization, is pertinent: 


“It would be nip and tuck, of course, just as it was in the last war. We have out 
in the Northwest three large dams under construction which will have a maximum 
capacity of slightly more than 3 million kilowatts. They are the Chief Joseph, McNary 
and The Dalles dams. But I do believe that we are in a better shape today than we 
were at the beginning of the last war. 


“I think the big thing for this country is power producing energy, whether it be 
hydroelectric, gas, natural gas, coal or atomic energy—whatever can do the job—”’.’ 


It is worthy of note that the three new federal dams mentioned will increase the 
total generating capacity of the country by only 3%. 


While the foregoing discussion relates primarily to the generation and transmission of 
power through public utilities, they also apply to the field of utilization of that power. It is 
unquestioned that the utilization of electric power in industry, on the farm and in the 
home has become of increasing importance to the United States. No walk of life, re 
gardless of its complexity or simplicity and regardless of its location in the United States, 
can enjoy normal UV. S. standards of living today without an adequate and uninterrupted 
supply of power. The importance of the Electrical Manufacturing Industry in improving 
the standard of living in this country and the dependence of all phases of life in this country 
upon equipment not ofily for the generation and transmission, but also for the utilization 
of power is universally recognized. 


The Extraordinary Growth Of The Industry 


The United States was organized as a nation only shortly before the development of 
mechanical power. Through the use of the steam engine—which sparked the Industrial 





'United States News and World Report, October 9, 1953. 
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Revolution of the first half of the 19th century—the United States, a strictly agricultural 
economy in 1789, gradually developed a substantial and varied industrial capacity under 
a protective tariff policy. This was given a further impetus in the second half of the 19th 
century by the general conversion of steam to electric power. Between 1880 and the out 
break of World War I in 1914, many American industries, using new mass-production 
techniques, possible only because of electrical power, had become as technologically efficient 
as those of Europe and Great Britain. 


This relatively rapid expansion of American industry on a new, naturally endowed, 
but undeveloped and underpopulated continent was possible only under a combination of 
factors. The most significant of these factors included unrestricted immigration, protec- 
tive tariffs, and the development of mass-production techniques, made possible because of 
a more rapid expansion in the Electrical Manufacturing Industry than in over-all indus- 
try. In fact, without the development—under tariffs—of U. S. potential of electric power 
and the equipment to produce it, the swift conversion and expansion of American industry 
during World War I would not have been possible and that war could have been lost to 
Germany. 


World War II gave a similar, but much greater impetus to all American industry, 
whose expansion had stagnated during the depression decade, 1929-39, after a remarkable 
expansion during the 1919-29 decade under a still relatively high protective tariff wall. 
Over the entire course of American industrial development, the Electrical Manufacturing 
Industry's growth has been at a much more rapid pace than that of industry as a whole 


The vital importance of the Electrical Manufacturing Industry, particularly that 
branch of the Industry which produces electrical power equipment, to the future of the 
U. S. economy is emphasized by Secretary McKay’s statement: 

“Just as water is the prime requisite for the agricultural development of the 
country, power from whatever source is the prime requisite for the future develop- 
ment of our nation industrially.” 


The importance of the Electrical Manufacturing Industry is clearly indicated by a 
brief review of various trends in the Industry over recent years. 





Expansion In Production And Sales—Total sales of the Industry between 1919-52 in- 
creased at an annual average rate of 7.4%—in contrast to a rate of only 3.4% for all 
manufacturing industry." In fact, sales of the Industry doubled every ten years, while 
sales of all manufacturing industry increased only 40% in each decade of the period. 


The Industry’s sales, as a percentage of the Gross National Product, have risen from 
less than 2% in 1939 to 4% in 1953." 


This much sharper rate of growth of the Industry’s sales has not been due primarily 
to increases in prices of its products, as is shown by the following table: 


‘Calculated from U. S. Department of Commerce and Federal Reserve Board Reports. 
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Percentage Increase in Wholesale Price Indexes 
(1946-52 over 1935-39) 





Industria! 
pon (Other - ey eee 
93% 75% 


The Conference Board's Report shows that the over-all price level in the Electrical 
Manufacturing Industry has increased (about) 75% in the post-war period—the same 
rate of increase for over-all industrial products. 


Expansion In Number Of Manufacturing Establishments In The Industry'—Be- 
tween 1939-51, the number of productive establishments in the Industry rose from 1,979 
in 1939 to 3,973 in 1947, and, finally, to 4,294 in 1951, showing an increase of 117% 
in 12 years. 


Over the same period, the number of productive establishments in all manufactur- 
ing industry rose from 173,802 in 1939 to 240,881 in 1947, and, finally, to 261,944 in 
1951, showing an increase of only 51% in the same 12 years. 


This rapid rate of growth in the number of operating units in the Industry—at a rate 
more than twice that for all manufacturing industry—indicates not only more rapid 
growth, but also more active and expanding competition among its many large and small 
producing units. 

The record also shows that over the years the ratio of combined sales of the two 
largest units in the Industry to total Industry sales has declined. In fact, in 1936 two com- 
panies of the Industry accounted for 37.6% of its total sales. By 1951, combined sales of 
the two companies had fallen to 27.6% of total sales of the Industry. This trend also 
clearly indicates a healthy and increasingly competitive Industry. 


Expansion In Employment*—Total employment in the Industry in (September ) 
1953 was at an all-time peak of 1,210,000. This number of wage and salaried workers rep- 
resented 7% of the total employment in all manufacturing industry. For comparison, 
in 1939 total employment in the Industry represented only 4% of total employment in all 
manufacturing industry. 

Since 1939, total employment in the Industry has, in fact, increased 210%, in sharp 
contrast to an increase of only 70% for all manufacturing industry. 

The Industry’s rate of increase in total employment was three times the rate of 
increase in total employment for all manufacturing industry over the 14-year period. 

While the Industry’s sales (as a percentage of the Gross National Product) doubled 
in this period, total employment in the Industry more than tripled. 


Hourly Rates Of Pay, Weekly Wages And The Work Weck—The Electrical Manu- 
facturing Industry has kept pace fully with all manufacturing industry with respect to 
(average) hourly rates of pay, weekly wages and the work week: 





*Derived from U. S. Bureau of Labor Statistics Reports. 
*Calculated or derived from U. S. Department of Commerce and Bureau of Labor Statistics Reports 
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“ie ‘ ‘ww 

Electrical Manufacturing Industry 

TERS TD Fa ee entenine vases $ 1.67 $ 1.43 $ 0.70 

Wetlly WER ic cis sess orci 68.64 56.56 27.09 

Work Week (Hours) ................5. 41.10 39.50 38.60 
All Manufacturing Industry 

UN « Wiks cis os nares teases sce $ 1.67 $ 1.40 $ 0.63 

NE FORINT o.6.oikis.0.s.0.0.50.0snleMbunges 67.97 54.92 28.86 

Work Week (Hours) ..............005. 40.70 39.20 37.70 


Source: Bureau of Labor Statistics, U. S. Department of Labor. 


Expenditures For New Plant And Equipment—Investment of private capital by the 
Industry in new plant and equipment has increased since 1939 at a higher rate than in all 
manufacturing industry, as the table below indicates: 





1962 1049 1045 1939 

Vth (Millions of Dollars) ey 
Electrical Manufacturing Industry ............ 376 216 123 49 
All Manufacturing Industry ................. 11,990 7,150 3,980 1,940 


Source: Reports of U. S. Securities and Exchange Commission and Department 
of Commerce. 


Capital Investment In The Industry—The total capital investment in the Industry, 
as well as the per production worker capital investment in the Industry, has shown a 
healthy increase between 1939 and 1949, as is shown by the table below: 


Capital Investment 








Tota! a 
Year All Mire. ‘Electrical All Mfrs. —~—«sBleetrical 
wee (Millions of Dollars) (In Dollars) 
SY uth bw eines $ 49,203 1,328 6,006 4,627 
BOND a eae $109,349 4,580 9,429 8,207 


Source: U. S. Department of Commerce Reports. 


As is shown by the above table, capital investment in the Industry between 1939 and 
1949 increased 245%, whereas capital investment in ail manufacturing industry in the 
same period increased 122%—only half as much. Dollar investment per production 
worker in the Industry increased 77% in contrast to 57% in all manufacturing industry. 


The relatively higher increase in capital investment per production worker in the 
Electrical Manufacturing Industry is particularly significant in view of the fact that total 
employment in the Industry rose at three times the rate in all manufacturing industry 
between 1939 and 1953. 
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Total Power Generating Capacity—As is shown by the following table, in 1952 the 
total power-generating capacity of the United States was nearly five times its capacity in 
1922. It nearly doubled between 1939 and 1952. 


And perhaps even more important, 
between 1949 and 1952 it has increased 27% : 


Year 





Your Capacity! 
(Millions of Kilowatts) 

DE) chkaaieWeews ciwbwlwe 0 KN 20.5 

es KkG ea aees tn canies Vices 42.8 

Ns Sele wie eiprasis 49.4 

Gs a shin Seat aninet onto aiaarennneleel 76.6 

I acitlul 5 arate. amen ah wots euirets eh 


‘Includes capacity of industrial establishments for their own use 


Source: Federal Power Commission Reports. 


Expansion In Use Of Electric Power Per Man-Hour In All Manufacturing In 
dustry—One of the most significant contributions to the ever expanding productivity of 
American society has been use by all manufacturing industry of a constantly increasing 
amount of electric energy per man-hour. 


As shown by the following table, in 1952 all manufacturing industry used about 


4Y, times the amount of energy per man-hour used in 1922. Even between 1949 and 1952 
the increase has amounted to 14%: 


Total Industrial Kilowatt 





Year Hours Per Man-Hour(a) 
I ciiadiens nl ddan n wie alates nails ad 1.94 
aa sak os ace Ahk ht ol a cot 4.62 
Pee iss dpamen cal’ sdeabbauets wes 4.92 
PES, cc aeWabs ees eew seth eehens 7.54 
SE: ‘Susswevds¥eotee cheb ace d hae 8.60 


‘*)Per man-hour of production and related workers 

in all manufacturing industry. 
Source: Federal Power Commission and 
Bureau of Labor Statistics Reports. 


For U. S. industry to maintain in the future its normal increase in physical output 
in the face of a probable ceiling on the labor force and a desirable (gradual) reduction in 
the work-week, both of which are indicated in the foreseeable future, it will be necessary 


to expand still further and at a more rapid rate the industrial use of electric energy per 
man-hour. 


Profits And Taxes In The Electrical Manufacturing Industry—The data, as set forth 


below, show the steadily increasing burden of the costs of government upon the U. S. tax- 


payers and the increasing role of all manufacturing industry as a tax-collecting agency for 
government. 








the 
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Profits Before and After Federal and State Income 
and Excess Profits Taxes 


All Manufacturing Electrical Manufac 
Industry turing Industry 
Before After Before After 
Period Taxes Taxes Taxes Taxes 














(Millions of Dollars) 


ee PS PETES 5,038 4,403 208 178 
Average (1935-39) .......... 2,973 2,334 127 101 
Average (1946-50) .......... 17,522 10,302 1,251 403 
Average (1951-52) .......... 24,113 10,485 1,461 876 


Source: U. S. Department of Commerce Reports. 


In 1929 all manufacturing industry retained after taxes 88% of its profits before 
taxes (as defined in the above table). In the period, 1935-39 (inclusive), it was able to 
retain on an average only 78% of its profits before taxes. In the post-war period, 1946- 
50 (inclusive), it was able, on an average, to retain only 59%. 


This trend has continued into the present. In 1951-52 all manufacturing industry 
was able to retain only 43.5% of its net earnings before taxes. In other words, the per- 
centage (before taxes) retained has been cut in half since 1929. 


The table below gives statistics for leading manufacturing companies in the electrical 
field and for leading manufacturing companies in all industry with respect to net profits 
after taxes, as a percentage of net worth. They show that, despite the relatively faster 
increase in demand for electric power and the machinery and equipment to produce and use 
it than for the products for all industry, profits after taxes, as a percentage of net worth 
in the Electrical Manufacturing Industry, are only moderately above those for all manu- 
facturing industry. 


Profits After Taxes As a Percentage of Net Worth 





Leading Manufacturers Leading Manufacturers 
Period 5 All Industries Electrical Industry 4 
* * 

ME stenveseeanewen 12.8 17.7 
pe eee 8.2 9.9 
Aspampan (UGGS) e095 6.0:0:0:0:8 0 0:00 15.7 17.9 
Aperage (1961-58) iii i ewacwiaae< 13.4 15.4 


Source: National City Bank of New York 


It will be noted from the following table that in 1929 profits after taxes, as a percent- 
age of sales in the Electrical Manufacturing Industry, were substantially higher than such 
profits in all manufacturing industry: 
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Profits After Taxes As a Percentage of Sales‘ 





aul Electrical 
Manofacturing Manufacturing 
Period Industry Industry 
% % 
SOD: sss Alas icree tl 6.3 10.5 
Averame CABBE-2D) | 6 n5.cce cic i cvisovies 4.2 7.0 
Average, {1986-D),  «:v<icccns vende one 5.3 5.0 
Averame (195E-G2)™ ..nccvsiccoses 4.5 4.6 


*) Federal and State corporate and excess profits taxes. 
») Including first three quarters of 1952 only. 


Source: U. S. Department of Commerce Reports. 


The comparative advantage in net profits enjoyed by the Industry was somewhat lower 
in the depression period, 1935-39, than in 1929. However, this advantage has been lost 
since World War II, as is indicated by the figures for 1946-50 (inclusive), when the aver- 
age in the Industry for the entire period had fallen sharply from 7% in the pre-war 
period to only 5%, while the average in all manufacturing industry for the period had 
risen to parity with the Electrical Manufacturing Industry. This development indicates 
increasing competition for the markets of the Electrical Manufacturing Industry. 


The data in the table below show that the Industry pays a substantial portion of the 
total federal tax burden on all manufacturing industry and that the Industry’s tax con 
tribution is sharply increased in war periods. 


Taxes Paid’ 





Ratio Of 
Electrical 
Electrical To All 
Manufacturing All Manufacturing Manufacturing 

Industry Indastry Industry 
(Ie Millions) %. 
Average (1935-39) ............+. $ 26 $ 639 4.1 
Average (1940-44) ............. 406 6,305 6.4 
Average (1945-49) ............. 297 6,238 4.8 
Average (1950-32) .5 0s ccccccpes 818 12,777 6.4 


‘*)Taxes in this table include only federal income and excess profits taxes. 


Source: Department of Commerce Reports. 
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CHAPTER Il 


THE COMPETITIVE POSITION OF THE ELECTRICAL MANUFACTURING INDUSTRY IN 
INTERNATIONAL TRADE IN THE CURRENT POST-WAR PERIOD 


The competitive position of the Electrical Manufacturing Industry is the primary 
subject of the Report prepared by the National Industrial Conference Board for the In- 
dustry. Much of the data and conclusions therefrom relate to the position of the United 
States itself in international trade. 


Post-War Expansion And Trends In Exports And Imports Of Electrical Products 


The Report of the Board establishes that the dollar value of total sales of U. S. cor- 
porations manufacturing electrical products, as well as the dollar value of both U. S. 
exports and U. S. imports of such products, have risen sharply in the post-war years, 
1946-53 (inclusive), but at widely varying rates. 


Total sales of electrical products by U. S. manufacturers in this post-war period 
have averaged 6.6 times their average for the pre-war years (1935-39 inclusive). 


Exports have averaged in the post-war period 4.9 times their pre-war average. 


Imports have averaged in the post-war years 4.6 times their pre-war average 
for 1936-39 (inclusive). 


In its Summary, the Board, in commenting upon a very significant change that has 
developed since 1951, says: 


“While total sales in 1952 were nine times their prewar average, imports in 1952 
were twelve times their prewar average. In contrast, export sales in 1952 were only 
Six times their prewar level. 


“The foregoing data are expressed in tabular form below: 
Average Annual Sales Value 
(1935-39—=100) 





1946-52 1983 

Ue Si Haat dn ses as 455 1210 

Sy Gi Tere 490 630 
U. S. Manufacturers’ 

Tete Ges 5556 HOS 660 900 


“The rate of increase of imports of electrical equipment reflects the rehabilita- 
tion of foreign industry and its approach toward a surplus position. 


“The rate of increase in imports has accelerated significantly in more recent 
years, as compared with a slowing down in the growth of exports. 


“This divergence in trends became far more marked in 1953, as is shown by the 
following table: 
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First Half of 1953 
Over 
First Half of 1952 


Per Cent Increase 








%o 
U. S. Imports 50 
U. S. Exports 9 


“Excluding Canada, exports for the first six months of 1953 were 7 per cent 
below those of the first six months of 1952.” 


Adjustment In Import Data—U. S. official tariff classifications of imports of manu- 
factured electrical products include a variety of special machinery items (strength testing 
equipment, cigarette vending machines, etc.) which constitute a substantial percentage of 
the total volume of imports of electrical products, as officially classified. However, the 
Industry does not consider these special machinery category items as properly germane 
to the Industry. Consequently, candor and fairness make it advisable to adjust the official 
data on imports—as the Board itself pointed out—to exclude this special machinery. Th« 
effect of this adjustment can be expressed as follows: 


While total sales of the Industry in 1952 were nine times their pre-war average 
competitive adjusted imports in 1952 were eight times their pre-war average (instead of 
twelve times). In contrast, export sales in 1952 were only six times their pre-war level 


After this adjustment, however, the same divergence in trends (which has developed 
in the last two years between exports and total imports of electrical products) is still 
found. In fact, electrical equipment imports (adjusted) during the first 6 months of 
1953, exceeded (adjusted) imports during the entire 12 months of 1952 by 20%. On the 
other hand, exports of electrical machinery in the first 6 months of 1953 were 46% below 
such exports during the entire 12 months of 1952. 


Comparison Of Total Sales Of The U. S. Industry, U. S. Exports Of Electrical 
Products And Imports Of Competitive Products In Selected Years—The table below 
shows the Industry’s sales, exports, and competitive imports, as percentages of the Gross 
National Product for Selected years between 1920 and 1953: 
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Percentage of Gross National Product 
Electrical Machinery and Equipment 


Industry Industry Competitive 
Year Sales Exports Importa(i) 


1913(a) na. 0.1 0,002 
1.13 0.1 0.001 

oie 2.32 0.1 0.003 

ae CER onc ckas cekwe es 1.85 0.1 0.002 
1946-50 (Average) wip 3.35 0.2 0.002 
3.70 0.2 0.005 

3.95 0.2 0.005 

1953 (1st 6 mos. ) 4.40 0.2 0.010 


(1) Includes turbines and water wheels and _ but excludes special machinery (strength testing 
equipment, cigarette vending machines, etc.)—the special machinery category items discussed in the 
text under Adjustment in Import Data. 


(a) Data for these years differ slightly from those for later periods 
n.a.—Not available. 


Source: Calculated from U. S. Department of Commerce Reports. 


The above data are significant. They confirm earlier conclusions of this analysis to the 
effect that there has been a continuous and steady increase (except in the depression period ) 
in the production, sales and importance of the Electrical Manufacturing Industry. They 
also show sharply increasing imports (in contrast to exports) since 1950. 


The following table shows the dollar value of exports and imports of electrical prod- 
ucts, as well as their relation to the dollar value of total sales of the Industry: 


U. 8. Electrical Manufacturing Industry 
Exports Imports(a) 
Amount % Sales Amount % Bales 

(Dollar Gigures in Millions) 


% he 
$ 95.6 9.1 $ 0.5 0.05 
122.6 . 28 0.12 
1935-39 (Average) 97.9 Y 2.1(b) 0.13(b) 
1946-50 (Average) 445.3 i 4.0 0.05 
536.6 . 14.6 0.12 
616.4 17.4 0.13 
1953 (1st 6 mos.) 334.5 J 20.8 0.26 


(*)The special machinery category items discussed in the text under Adjustment of Import 
Data are not excluded because data to do this are not available for 1920 and 1929. 
(*) These data are the average for 1936-39. 
Source: Derived or calculated from Bureau of Census, U. S. Department of Com- 
merce Reports. 


While the dollar value of both exports and imports are relatively small, the trends 


over the years are of great significance with respect to future prospects for both imports 
and exports. 


42493 O—54—pt. 1 
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In 1920—after two years of adjustment from the disruptions caused by World War | 
—export sales, as a percentage of total sales of the Industry, sharply declined between 1920 
and 1929, falling from 9.1% of total Industry sales in 1920 to only 5.1% in 1929. Begin 
ning with the end of World War II, following the same pattern, exports again declined 
steadily to only 4.1% during the first six months of 1953 in contrast to only 6.2% of total 
sales in the pre-war period. 


On the other hand, in sharp contrast, imports—after the two-year readjustment 
following World War I—rose from 1/20 of 1% of the total Industry sales to 1/8 of 
1% in 1929. The same percentage prevailed in 1952, but most significantly this per 
centage has doubled in the first six months of 1953. 


Total (unadjusted) imports of electrical products have soared from only $4 million 
(average) for 1946-50 to $14.6 million in 1951, $17.4 million in 1952, and $41.6 million 
in 1953 (based on the first six months). Jn other words, total imports in 1953 will be 
more than ten times their 1946-50 average and more than twenty times their 1936-39 
average. At the same time exports in 1953 will be only 50% above their 1946-50 average 
and less than seven times their 1935-39 average. 


The phenomenal increase in the total, as well as the rate, of U. S. both adjusted and 
unadjusted imports of electrical products, compared with U. S. exports of such products, 
and their diverging trends in more recent years indicates a sharp and sustained drive on the 
part of foreign exporting nations, now that they have recovered and exceeded their pre 
war industrial levels, to capture a substantial portion of the U. S. electrical equipment 
business. This fact, despite the present relatively small ratio of U. S. imports to total 
U. S. sales of electrical products, signifies a grave danger, which appears certain to be- 
come increasingly harmful to the Industry and the U. S. economy. Steps should be 
promptly taken to strengthen substantially rather than impair the protective tariff wall 
behind which the American Industry has thrived and served the public interest in the past 


U. S. Government Purchases Of Heavy Electrical Equipment From Abroad—The 
statistics set forth in the Conference Board Report do not, however, reflect the most serious 
impact of this unprecedented resurgence of foreign competition on the Industry. That im 
pact is today reflected primarily in foreign backlogs of orders for imports, as distinct from 
actual (past) imports. 


This threat lies principally in the heavy electrical equipment field—specifically, heavy 
electrical equipment (for federal power projects, atomic energy plants and similar federal 
operations) ordered by the U. S. government. Previously, the Electrical Manufacturing 
Industry was protected from such competition by the Buy-American Act. However, solel) 
by administrative fiat, with a view to aiding foreign nations—without regard to the im- 
pact upon the U. S. Electrical Manufacturing Industry or over-all impact on the U. S 
security and economy—the protection of the Buy-American Act has been eliminated. 


The following table relates to official contract awards by public agencies in the United 
States. It shows the increasing impact of competition from foreign manufacturers on the 
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heavy power equipment business in the U. S. market from 1950 through October 1953 and 
the indirect impact upon the basic sources of supply of electric power in the United States : 
Contract Awards 











Total Total ——— 
Teor UB Prises Forsien Prices C's he Porat ty. 
ga $ 1,717,000 $ 1,372,000 $ 1,517,000 $ 155,000 
Gee ob ckcun ove 13,730,000 12,107,000 10,269,000 2,374,000 
MGR 65% wise 19,386,000 16,933,000 11,085,000 6,843,000 


1953 (10 mos.) 28,565,000 24,888,000 16,089,000 10,058,000 
$63,398,000 $55,300,000 $38,960,000 $19,430,000 


Source: These data were compiled and made available by a U. S. manufacturer who 
filed bids for some of these orders. 


The above data were compiled primarily from U. S. government (and other public 
sources) and made available by a U. S. electrical manufacturer. They show the actual 
experience of U. S. manufacturers, bidding on U. S. public business against foreign com- 
petition during 1950-53. While the business primarily represents purchases of federal gov- 
ernment agencies, there is a sizeable amount involved with other government agencies, 
such as municipalities, public utility power districts, Rural Electrification Administration 
power cooperatives and a small amount with private electric utilities and industrial users. 


It is apparent that over the entire period, foreign competitors were awarded 50 per 
cent in dollar amount of the contract awards to U. S. manufacturers. The dollar amount 
won by foreign manufacturers increased from 11.3% of the dollar amount won by U. S. 
manufacturers in 1950 to 62.5% during the first 10 months of 1953. As of October 31, 
1953, with respect to the dollar value of pending bids which had been opened, but not been 
awarded, the combined low bids of foreign competitors were 83.3% of the combined low 
bids of U. S. manufacturers. 


Foreign competitors failed to obtain an even higher percentage of the business, pri- 
marily because many had had no previous experience in constructing equipment of the size 
and type involved or because they were unable at the time to meet all of the specifications 
of the superior types of equipment called for. In the great majority of cases, however, 
foreign manufacturers have been able to underbid U. S. manufacturers very substantially. 


Expanding Competition For Third Markets—Further evidence of the growing threat 
to the Industry is found in the expansion of exports from Europe and from Japan to third 
or neutral markets during the past two years, In this connection the Conference Board 
Report says: 

“Competition from foreign countries for third markets has also grown much 
keener, especially during the past two years, and is now threatening further inroads 
upon United States exports of electrical equipment, particularly in South America. 


“For example, a comparison of European and U. S. price quotations of heavy 
electrical equipment, publicly opened within the past 18 months in Latin American 
and Asian countries, shows that, of 124 different quotations, 80 per cent were less 
than the United States bid.” 
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The Board’s Report also shows that, based upon a comparison of competitive bids on 
seven different projects, German bids ranged from 15% to 56% below those of the U. S 
bidders. The seven bids of the German firm averaged 35% lower than those of the U.S 
competitor 


Immediately following World War II, all industry and, particularly, the Electrica 
Manufacturing Industry in Europe and Japan were necessarily occupied almost exclu 
sively in the production of machinery and equipment for rehabilitation of their bombed 
out or dismantled power and other industrial plants. Consequently, their exports to th: 
rest of the world were negligible in this early post-war period. Since 1950, however 
rehabilitation has been completed, largely as a consequence of American economic ar 
military assistance 


Having brought their over-all industrial production to, or substantially above, pr« 
war levels in most countries, these nations now are in a position to point their expanding 
and modernized productive facilities toward extending their export trade to the U. S 
and other world markets. Increasingly keener competition, therefore, is inevitable, not 
only for neutral markets, but for the U. S. market—the largest and most rapidly expand 


ing market for electrical products 


Evidence substantiating these conclusions as to third or neutral markets lies in the 
duction in the rate of increase of U. S. exports since 1951. In fact, as the Conference Boar 
points out, if Canada is excluded from U. S. exports for the first six months of 1953, U 


c 


exports to the rest of the world show an absolute decline of 7% over the correspondin 


period for 1952 


It is worthy of note that the equipment which replaced the bombed-out or dismantled 
equipment is, without doubt, much more efficient technologically than that which it r 
placed, giving these foreign industries a stronger competitive position in this respect ove: 
their U. S. competitors than they had in the pre-war era 


Comparative Cost Advantages Of Foreign Producers Over The 
U. S. Electrical Manufacturing Industry—Greater Now 
Than Before World War Il 


U. S. industries of all types, on an average, have a considerably higher prod 
tivity than, and total production cost advantages over, foreign industries. This advantag 
prevails primarily in the mass-production industries where large volume reduces labor costs 
per unit of production. It does not generally prevail in those industries where mass-pro 
duction methods are not feasible and custom-built equipment is produced. The Electrica 
Manufacturing Industry in the United States covers all types of production—from larg: 
custom-built generating and transmission equipment, where labor content is high, to the 
mass-production of consumer goods where labor content is relatively low. Withi 
the Industry, therefore, labor cost comparisons between countries will vary, depending 
upon the individual product involved. In the case of custom-built heavy equipment, th 
labor cost differential is greater than the average for the Industry. In the case of mas 


produced items, it is less than the average 
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Higher Labor Cost Advantages—The Conference Board Report states “foreign 
manufacturers of electrical products have very large labor cost advantages over United 
States competitors”. 


These labor cost advantages of the nine foreign nations covered by the Report are 
derived from a combination of factors—lower hourly rates of pay and lower weekly 
wages, a longer legal work-week, and lower over-time payments abroad than in the 
United States 


Comparison Of Total (Monetary) Hourly Wages And Wage Supplements—In 1952, 
according to the Conference Board findings, aggregate hourly wages including wage sup 
plements, (converted into U. S. dollars at official legal rates in the nine nations covered by 
the Conference Board Report) “ranged only between 10 per cent of the United States wages 
(and supplements) in Japan to 33.0 per cent in Belgium and Sweden. In 1938, the range 
was from 7.3 per cent in Japan to 46.6 in Germany.” 


The table below, supplied by the Board, shows the ranges in hourly wage-rates (in- 
cluding supplements) among the nine countries in comparison with those in the U. S. for 
the years 1938 and 1952: 


1952 1038 
United States ......... 100.0 100.0 
DO i oswin Bawed. 33.0 34.5 
NGM: . etcielscaVeew. 33.0 44.1 
Se er #9 43.3 
United Kingdom ....... 28.0 37.0 
NE o.«-kn 50s kn. 23.8 33.9 
Germany ..... sKandes 22.0 46.6 
ee 20.7 41.0 
MPS. ia Wee a 19.6 22.7 
Japan .... eo 9.9 7.3 


“Wage supplements,” continues the Conference Board, “have now become a signifi 
cant factor in any wage comparisons among nations. For example, in France and Italy 
such supplements exceed one-third of the cash wages of their workers.’’ Some of these 
nations furnish these wage supplements to their workers from proceeds of a special tax 
levied for this purpose upon all employers, but governmental refunds are made with re- 
spect to products which are exported. 


It is obvious from the above data that the hourly wage differentials in the Electrical 
Manufacturing Industry between the United States and these nine countries have widened 
substantially in the post-war years, compared with their respective differentials in pre 
war years. Only Japan, of the nine countries, had in 1952 increased its wage rates 
(relative to the United States) over their 1938 level. Germany has dropped sharply 
from her pre-war position—the highest wage country among the nine nations—to the 
fourth lowest in 1952. 
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The Lower Legal W ork-W ecek—In most European countries, the legal work-week 
(before over-time payments become legally due) according to the Conference Board, 
ranges between 44 and 48 hours. In contrast, in Great Britain most industries operate on a 
40 hour legal work-week basis, as is true in the United States, while in Japan the legal 
work-week approximates 49 hours. 


Overtime payments abroad are not generally more than 25% above regular wages, 
compared with an average of 50% in the United States. 


Comparative Man-Hour Productivity—A significant factor in all labor costs, how- 
ever, is man-hour productivity. Foreign productivity in the post-war era is still below 
that of the United States in the Electrical Manufacturing Industry, as well as foreign 
industries in general, to a degree that cannot be properly and accurately measured. 


Nevertheless, as the Conference Board Report points out, there has been a substantia! 
increase in the man-hour productivity of the foreign electrical manufacturing industries, 
compared with their respective pre-war levels. The Conference Board concludes, how 
ever, that despite higher U. S. productivity, when all labor cost factors are considered, 
the European and Japanese industries have greater over-all labor cost advantages than 
they enjoyed in the pre-war period. 


Statistical limitations make it improper and difficult accurately to compare the output 
per man-hour between particular industries of various nations. However, it is both proper 
and possible to compare the productivity trends over a period of time of a particular 
industry among various nations, where substantiating comparable data are available. 


The following table, derived from data contained in the Conference Board Report, 
shows productivity changes in the respective Electrical Manufacturing Industries of six 
nations, comparing their productivity levels in certain years with those of later years for 
which reliable data are available: 








Country a 1952 Level 
United States ... . 1939 154 
Germany ....... 1936 117 
PeORe x 3s caus ou 1938 126 
Holland ........ 1939 123 (1950) 
Belgium ........ 1947 130 
Sete uss 1948 187 (1951) 


Caution is again indicated in the use of these data. It is only fair to compare trends 
within each nation rather than productivity levels among nations, due to absence of 
accurate statistical information. 


Over-All Production Cost Advantages—As evidence of possible over-all production 
cost advantages of foreign manufacturers of electrical equipment over their U. S. com 
petitors, a recent survey—by highly qualified representatives of a leading U. S. manu- 
facturer—of prevailing over-all labor rates and the general efficiency in the use of labor 
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and materials by such foreign manufacturers was released to the Conference Board for 
inclusion in its Report. 


This survey indicates that over-all production costs of several European manufac- 
turers for various products now range between 20% and 70% of U. S. over-all costs of 
the same products. In Germany, where there is a combination of relatively low wage rates, 
a relatively longer work-week, and a relatively higher efficiency of both labor and equip- 
ment than in the other six European countries, over-all production costs of various prod- 
products of the industry were found to be only about one-third of U. S. costs. 


The level of over-all industrial production— closely related to productivity—in seven 
of nine countries had recovered by 1952 to levels which were 3344% or more above their 
respective levels in these countries in 1938. Japan was the only exception, but even she 
showed a recovery of 1% above her 1938 level. 


West Germany’s over-all industrial production in 1952 was 44% higher than in 
1936. However, her rate of production of electrical machinery and equipment in 1952 
had increased nearly three times since 1936. It should be noted, however, that a sub- 
stantial portion of these gains has been the result of transfers of industrial capacity from 
East to West Germany. 


The Conference Board Report conclusively establishes beyond doubt the fact that 
foreign competitors enjoy over-all labor cost advantages of substantial, but varying 
degrees over U. S. manufacturers of electrical equipment. 


The Board's data are particularly significant in that they establish a surprising, and 
not previously known, fact that these labor cost advantages have increased rather than 
decreased in the post-war years. On this subject, the Board’s Report says: 


“During the post war period labor costs, as a percentage of production value, have 
decreased considerably more in the various foreign countries than they have in the 
United States. Three of the four countries for which comparison with a pre-war 
year is possible also show a much steeper decline for that period than does the U. S. 
The reason for the more rapid post war decrease in labor costs abroad is a combi- 
nation of increases in productivity, which was very low at the beginning of the post 
war period, and in value of production, both rising considerably faster than wage 
rates (including wage supplements). In the United States, on the other hand, money 
wages and wage supplements approximately kept pace with increases in productivity 
and in value of output.” 


Based on the advantages in over-all labor costs alone to these foreign competitors— 
greater than pre-war—U. S. manufacturers can anticipate steadily increasing competi- 
tion and more intensified drives for outlets in third markets. 


These labor cost advantages alone will also permit foreign manufacturers aggres- 
sively to enter U. S. markets, unless prompt steps are taken at least to equalize these ad- 
vantages—now substantially higher than in pre-war years. 
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Comparative Tax Advantages of Foreign Competitors 


All foreign countries derive much larger percentages of their respective total reve- 
nues from duties on imports than does the United States, where duties now produce ap- 
proximately only 1% of total federal revenues. Customs duties are still used abroad, not 
only for protective tariff purposes, but as substantial sources of revenues. Official data 
are not available to show the percentage of total revenues produced by duties in these for 
eign countries. 


Revenue Sources Of Central Governments—However, in Europe a combination of 
the general sales tax (which the United States has never levied) along with excise taxes 
and customs duties in (fiscal) 1951 produced 42.3% of total central government revenues 
in Belgium, 54.9% in France, 45.1% in Germany, 39.4% in Holland, 41.2% in Sweden 
56.1% in Switzerland and 40.6% in the United Kingdom. 

At the same time in (fiscal) 1951 combined taxes on individual and corporate in 
comes and profits produced only 49% of total central governmental revenues in Great 
Britain. The percentage for the other seven European nations in the Conference Board’s 
Report ranges from 11.9% in Italy to 43.4% in Sweden. In sharp contrast, income and 
profits taxes in the United States produced 71% of all federal revenues in (fiscal) 1951 


The table below shows these data 


Revenue Resources of the Central Government of 
Selected Nations for (Fiscal) 1951 








Excise U.8. 
General and (Counter 

Countey — fame Se Taxes as co). smite Total 
Belgium 35.5 25.2 17.1 8.4 5.0 0 8.8 100 
Canada 48.9 14.8 24.7 1.1 0 0 10.5 100 
France 25.6 36.4 9.5 5.8 0.1 11.3 11.3 100 
Germany (West) 23.3 20.7 21.3 4.1 6.9 9.8 13.9 100 
Greece 0.6 20.0a 1.4. 12.0 0.1 45.7 21.6 100 
Holland 41.4 22.0 17.4 6.3 1.5 0 11.4 100 
Italy 11.9 17.2 45.0 0.8 1.9 16.4 6.8 100 
Portugal’ 19.0 34.90 = na. n.d. 0 0 46.2 100 
Sweden 43.4 41.2a n.d. n.d. 0 0 15.4b,c 100 
Switzerland’ 31.0 56.1a n.d. n.d. 0 0 12.9b,c 100 
Turkey’ 46.4 31.74 n.d. n.d. 0 0 21.9b,¢ 100 
United Kingdom* 49.0 7.3 $3.3 5.6 0.1 0 4.7 100 
United States? 70.8 0 17.5¢ c 0 0 11.7b,c 100 

1Fiscal 1950. 


*These data are percentages of total revenues, not of total tax revenues. 

aGeneral sales tax, customs, and excise taxes combined 

+Other taxes and resources combined under “other revenues”. 

¢Percentage of total revenues exclusive of appropriations to Federal Social Security Trust Fund. 
n.a.Not available. 

Sources: For Canada, Statistical Summary of the Bank of Canada; for other foreign coun 
tries, Economic Cooperation Administration Reports; for United States, Department of Com 
merce Reports 

Note: Comparisons of the revenues of central governments, exclusive of those of state and local sub 
divisions, while not comprehensive, are useful where over-all data are not available. 
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The Conference Board sums up the tax advantages of other nations as follows: 


“Foreign nations, therefore, make up this difference in income tax receipts pri- 
marily from general sales taxes or excises which importers into these countries must 
absorb in addition to their own income tax costs. The general sales tax ranges from 
26.4 per cent in France to 7.3 per cent in the United Kingdom. 


“Consequently, foreign competitors selling into the U. S. or third markets have 
sharply lower tax costs than American competitors selling into their own or foreign 
markets.” 


Finally, the Conference Board adds: 


“All national, state and local government receipts in the United States (mostly 
taxes arising directly or indirectly from the domestic operations of the economy) 
come to about 26% of the gross national product.” 


This burden on U. S. production is higher than in any other nation of the world 
except Great Britain where the corresponding figure is 33%. It is worth noting, however, 
that the percentage for the United States has risen from approximately 12% in 1929 and 
18% in 1939 to the present level of 26%. 


Over-All Comparative Advantages Of Foreign Competitors 


These comparative tax advantages are in addition to the over-all labor cost advan- 
tages which have been fully discussed earlier. The combined labor and tax cost advantages 
to foreign producers of electrical products have been shown to be very considerable. They 
have been shown to be substantially higher today than they were before World War II. 


Consequently, although U. S. manufacturers of electrical products have experienced 
expanded export volume and relatively low imports in the earlier post-war years, this 
situation, as pointed out earlier, has radically changed in the last two years. U. S. 
manufacturers must, therefore, anticipate an increasing loss of export markets both in 
European and neutral countries and increased competition in their own domestic market. 


While the major concern of many U. S. electrical manufacturers relates to the pro- 
tection of their domestic market, the export market for electrical products poses several 
interesting considerations. They face a practically certain loss of a substantial amount 
of present export volume in all areas. U. S. exports will tend to be restricted to those 
special items in which the U. S. Industry has unique engineering know-how. Even these 
possibilities, if fully availed of, will not prevent, in all probability, a sharp decline in the 
present volume of U. S. exports of electrical products which currently represent more than 
4% of the Industry’s total sales. 


It is interesting to recall that in 1920 the Industry’s export sales were 9.1% of its 
total sales. Revived post-war competition lowered the percentage to 5.1% in 1929. The 
following decade on an average showed an increase to only 6.2%. Exports (percentage) 
for the first 6 months of 1953 show already a decline of more than 50% from the pre-war 
average in 1935-39. 
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Comparative Tariff Rates 


Since 1934, U. S. tariff rates applicable to products of the Electrical Manufacturing 
Industry have been reduced from their 1930 levels in varying degrees. Most of the 
products of the industry have suffered reductions of more than 50%. Present rates on 
the important products range only from 0 to 174%4% (ad valorem). 


For comparison, the following table shows the present average customs tariffs of 
eleven European nations, including the United Kingdom, on electrical machines and ap 
paratus. The reader can determine at a glance the percentage of all items on which ad 
valorem rates of duty are applied within certain ranges. It will be noted, for instance 
that Germany levies from 0% to 10% rates on 38% of the duty-paying items, 11% to 
35% on 58% of these items and 36% or higher on 4% of such items. 


Average Customs Tariffs for Electrical Machinery’ 


RATE OF DUTY 
(Ad Valorem) 
0% to 10% 11% to 35% 36% and above 


Germany ... 58 4 
Re 32 ka at cs Ben 17 73 10 
Benelux 22 0 
Denmark 6 0 
France 90 0 
Greece . 82 
may 305% 48 
Norway . 71 
Portugal . 25 
United Kingdom 100 
Sweden 26 


*Percentage of dutiable items within tariff range indicated. 
Source: Low Tariff Club, published by the Secretariat-General, Council of Europe (Strasbourg, 
1952). 
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CHAPTER Ill 


CONCLUSIONS AND PROPOSALS FOR EFFECTIVE PROTECTION OF 
THE U. S. ELECTRICAL MANUFACTURING INDUSTRY 


Conclusions 


The U. S. Electrical Manufacturing Industry is an industry that is vital to national 
security—a key industry, basic to the whole U. S. economy. 


The Industry provides equipment upon which the transportation, communications, 
power-generating and utility systems of the country, as well as all other industry, depend. 


It maintains, not only the plants, labor and skills to produce this equipment, but 
extensive and expensive facilities to service it by repair and maintenance. 


Maintaining the Industry and its productive and maintenance facilities in a strong 
position is vital to the economic health, to the general welfare, and to the safety, as well as 
to the security of the nation. 


The Industry, therefore, must be protected at all costs from any force—external or 
internal—which might jeopardize its stability or its capacity to produce, and provide serv- 
ices to maintain, the equipment for generating, distributing and utilizing electric power, as 
well as its position on the front line of technological research and development. 


The Industry—and the key items which it produces—cannot be allowed to become the 
subject of trading off for uncertain reciprocal advantages between nations. 


The very items upon which our entire economy and our industrial mobilization base 
are most dependent, such as heavy power equipment, are those which have already been 
subjected to sharp underselling of American producers by foreign competitors. 


It is obvious from the facts presented in the Report of the National Industrial Con- 
ference Board (supplemented by the Report of the Stone and Webster Engineering Cor- 
poration and the legal analysis of Donovan, Leisure, Newton & Irvine, as well as this 
economic analysis) that U. S. markets for products of the Industry are already in serious 
jeopardy—more so by far than following World War I or in the earlier years after World 
War II. 


It is equally obvious from these Reports and this analysis that foreign competition is 
almost certain to become progressively more intensified and bitter in future years with 
respect to both U. S. exports and U. S. imports of electrical products. 


While imports of electrical products into the United States have been only a small 
percentage of total sales of the Industry, they have expanded since World War II at 
rates sharply higher than exports. The rate of increase—compared with that for exports 
—has sharply accelerated in the last two years, as foreign nations have cempleted reha 
bilitation of their productive facilities and begun to seek larger markets abroad. In 
fact, current imports of electrical products are increasing more rapidly than the total demand 
for such products on the domestic markets of the United States. Therefore, these imports 
constitute a serious and growing threat to the Industry. 
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The argument might be made that the small volume of imports of such products 
should be no cause for great concern to the Industry. These imports, however, can 
undermine the price levels (resulting from a highly competitive Industry with common 
cost factors) on which depends its ability to support the research, development and pro 
ductive strength of its entire organization. 


Consequently, the elimination now of all imports of those electrical products that ar: 
essential to the national security and the industrial mobilization base of the nation—befor. 
they become substantial in volume—will avoid the grave dangers inherent in making the 
entire U. S. cconomy dependent on foreign sources. 


Action now will prevent greater injury abroad later, when the impact of such action 
on foreign nations would have much more serious consequences to them. 


Action now is further justified because (as the Report of the Conference Board and 
the conclusions of this analysis clearly show), the U. S. Electrical Manufacturing Industry 


is almost certain in the future to suffer extensive losses in its exports to foreign markets 


Specific Proposals For The Electrical Manufacturing Industry 


The only constructive—the only safe—policy for the United States with respect to the 
Electrical Manufacturing Industry is the elimination of the importation into the United 
States of all those custom-built items, having high labor content, such as heavy electrical 
machinery and equipment which are vital to the U. S. economy and national security 


This objective can be effected in various ways—such as quotas or tariffs. 


The philosophy of the Buy-American Act should be broadened and its administration 
strengthened to prohibit all federal imports of the items to which these restrictions are 
applicable. 

The pressing need for outright elimination in the case of this type of equipment i 
illustrated by recent developments. The federal government has been making in recent 
months substantial purchases of heavy machinery and other electrical equipment from for 
eign sources. This practice has increased to an alarming degree. The foreign equipment, ir 
many instances, has already been ordered for our power systems, atomic energy installa 
tions and other governmental projects vital to national defense and security. The United 
States cannot afford to have these vital systems and essential projects depend upon for 
cign sources for emergency service and maintenance. It cannot, froma security standpoint 
have foreign nationals familiar with vital installations. 


This policy of purchasing from abroad impairs both the continued availability of 
power in emergency periods and the capacity of the electric power equipment industry t 
provide the necessary planning facilities and skills to assure such availability. 


Any attempt to compromise the present danger by continued reliance on “peril point 
or “equalization of production costs” or higher tariffs would require constant upward 
revisions of the rates for the key products of the industry, if the threat from abroad is to 
be eliminated. The legal analysis prepared by Donovan, Leisure, Newton & Irvine—re 
ferred to earlier in this analysis—documents the inadequacies of these provisions. 
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The acceptance of this policy with respect to heavy machinery and equipment will not 
foreclose the government from making selective upward or downward adjustments in tariff 


rates—after adequate analysis and study—on other, less strategic products of the Industry, 


should such a selective policy be applied generally to other industries 


It should be recognized that the most essential single element in the well-being of 
the free world and the promotion of its trade is a strong and productive United States 
f America which has the capability of sustaining and maintaining a large and expand 
ng volume of trade, both domestic and foreign. In the light of the important place held 
by the electrical industry in the United States, from the standpoint of the investment in 
ts facilities and the number of people depending upon it for a livelihood, any broad 
tarift policy, applied product by product, should contemplate the establishment of tariff 
rates at levels which will protect U. S. manufacturers from lower labor costs and the 
any discriminatory advantages of foreign manufacturers. This would force U. S 
anufacturers to maintain a competitive position with respect to foreign producers, com 
arable with that which now prevails on U. S. markets among efficient and progressive 
lomestic competitors 


Consequently, the most feasible alternative to the United States in its enlightened self 
interest and the least damaging to foreign countries would be the elimination of imports 
f all strategic products of the Industry, with selective adjustments upward or downward 
for other products of the Industry 





